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October 9. 2007

3:00 - 4:00 p.m.

Senate
Tomblin, Chair
Chafin
Helmick
Kessler
Sharpe (absent)
Caruth
Deem

Joint Committee on Government and Finance

House
Thornpson, Chair
Caputo
Delong (absent)
Webster
White
Armstead
Border

Speaker Thompson, Cochair, presided.

1. Approval of Minutes

Upon motion by President Tomblin, properly adopted, the minutes ofthe September lI ,2007 ,meeting
were approved.

2. Committee Reports/Requests

Legislative Intern Committee - Sara Jones
Upon motion by President Tomblin, properly adopted, reimbursement of expenses for members ofthe

Legislative Intern Committee, to attend the legislative intern interviews in Novemb er 2007,was authorized.

Distributed to members ofthe Committee were the following: Lottery Operations report for the month
ended August3l,2007;General Revenue Fund status report as of SeptembeilO,ZOOl andthe Unemployment
Compensation Trust Fund status report as of July 31,2007. Distributed with each of the reports were an
analysis and a summary of the reports.

4. PEIA. BRIM and CHIp Reports

The following monthly PEIA reports were distributed: Monthly Management Report and the
Prescription Drug Report for August 2007 . Donna Lipscomb, Department of aA-inirtration, ,uia ppm nuO
no significant items to report.

The following BRIM reports were distributed: An unaudited balance sheet and unaudited income
statement for the period ending August 31,2007. The collections and claims expenses are down and SB 3
has $5.7 million deficit.

The following reports from CHIP were distributed: A report of enrollment for October 2007 and
financial statements_for period ending August 31,2007 . Enrollmint is down 2 percent and claims cost are
down 7 percent. Administrative costs are up 52 percent due to invoices being paid all at once. president
Tomblin requested that CHIP get a plan together ir, 

"ar. 
Congress does not gine cFlrr any more money.



-

I

t 5. Leasing Report. Department of Administration

I A leasing report for the period of September 1,2007 through September 30,2007 was distributed.
I Donna Lipscomb said there has been l7 changes for the month with 4 new contracts, 6 straight renewals and

7 renewals with rent increases.

l| 6. Department of Health and Human Resources (DHHR) Monthl), Reports

I A Medicaid report dated October 2007 was distributed.
I

- 7. Monthly Renort on the Pharmaceutical Cost Management Council

r Shana Phares, Governor's Pharmaceutical Advocate and Chair of the Pharmaceutical Cost
j Management Council, said there is a limited update due to the Council's meeting being moved to a later date.

I 
Senator Deem requests for Ms. Phares to look into reimbursements at mail order prices.

r 8. Board of Treasury Report Distribution

t
9. Changing Interim Dates from November 16-18 to November 26-28

I Upon motion by President Tomblin, properly adopted, that the November interim dates be changed
to November 26-28 which is the Monday, Tuesday and Wednesday after Thanksgiving, was authorized.

I
I 10. Scheduled Interim Dates

I November 26 -28 (Monday, Tuesday and Wednesday)
I  Decemberg-11

_ January6-8 ,2008

r The meeting was adjourned.

I
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WEST VIRGINIA LEGISLATURE
Office of the Legislative Auditor

Executive Summary of Lottery, Unemployment, General Revenue and State
Reports to Joint Committee

Lottery Commission as of September 30r20O7 :
Appears to be in good condition. Gross profit for the months of July - September
2007-2008, was $ 163.2 million which was 0.39% below the same months of
2007.

General Revenue Fund as of October 31, 2007:
Collections were at 106.54yo of the yearly estimate as of october 31,2007.

State Road Fund as of October 31, 20072
Fund collections were atl02.34Yo of the yearly estimate.

Unemployment Compensation Trust as of August 31, 20072
overall ending tust fund balance was $ 7.9 million greater on August 31,2007
31.2006.

Joint Commifree on Government and Finance
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fiscal year
year2006-

on August
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WEST VIRGINIA LEGISLATURE

I We performed an analysis of the Statement of Revenues,
I 

and_Retained Earnings for the first quarter ended sept
2007, for  f iscal  year ended June 30, 2009, f rom monthl

Office of the Legislattve Auditor

Budga Division
Building 7, Roam 332-West Wing
D0AKanawha Blvd East
Charleston, VI/ 25305-0590

MEMORANDUM

r To:  Honorable Senate pres ident  Tombl in
Honorable House of Delegates Speaker Thompson
Honorable Members of the Joint Committee on Gove
Finance

-P, /
From: Et len Clark,  CpAZy

Director  Budget  Div is ion
Leg is la t i ve  Aud i to r ' s  O f f i ce

Date:  November 15,  ZO07

Re:  Revj -ew of  west  v i rg in ia  Lot tery  F inancia l  rn forma
As  o f  Sep tember  30 ,  200 j  (Fy  2008)

f inancial repor.ts furnished to our off ice by the v,Iest V
Lottery commission. This report cove.rs three months of
The resul ts  are as fo l l_ows:

Lottery Rerrenues:

Gross lottery revenues are receipts from on-Line games,
games and video lottery. These gross receipts total_ed
$388t257,000.00  fo r  the  months  o f  Jury  -  sep tembex 2007
gross  rece ip ts  were  $401,857,000.00  fo r  Ju ly  -  sep tembe
precediirg fiscal year, 20a6-2007. This number does not
commission and pr ize deduct ions.  Gross prof i t  (Gross r
minus commissions and prize costs) for .rury - september
$  163,295,000.00 ;  fo r  the  prev ious  Ju Iy  -  September  i t
$163,93r '000-00.  Expressed as  a  percentage,  g ross  pro f i
-0 -39% lower  fo r  the  f i rs t  quar te r  o f  f i sca l  year  200g

Joint Committee on Government and Finanee

nt and

nses
r  30 ,

unaudi ted
rg in ia
FY  2008 .
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Lot tery  cont inued

f isca l  year  2007.  (Lot tery  income is  expected to  decrea
f isca l  year  and the Fy 20oB budget  appropr ia t ions in  th
rot tery  revenue surp lus sect ion were-  decreased approx i
60 mi l l ion dol lars  f rom the Fy 2007 appropr ia t ion i -  in
ant ic ipat ion of  th is  decrease.  The decreases wi l l  be c
compet i t ion f rom neighbor ing s tates that  have just  lega
thei r  lo t ter ies or  are expanding the i r  lo t tery  bus iness

Operating Incme:

opera t i ng  i ncome was  $  1591317 ,000 .00  fo r  Ju ry  -  sep tem
For  Ju l y  -  sep tember  20oo  i t  was  $  159 ,9L1 ,00 -0 .00 .  Th i
dec rease  o f  -0 .318 .  A f te r  add i t i ons  and  sub t rac t i ons  o
operat ing income and expenses,  d is t r ibut ions to  the s ta
$ 1 6 0 , 0 3 5 , 0 0 0 . 0 0 .

operating Transfers to the state of weet virginia:

A  t o ta l  o f  $  160 ,035 ,000 .00  has  been  acc rued  t o  t he  s ta
v i rg in ia  fo r  f i sca l  yea r  2oo7-2oog .  Th i s  i s  on  an  acc r
and may not correspond to the actual cash transfers mad
the same time period. ( Amounts owed to the different a
according to the Lottery Act are calcul_ated monthry and
to the s tate;  actual  cash t ransfers are of ten made base
actual  cash f low needs of  the day- to-day operat ion of  t
l o t t e ry .  )

A  scheduLe  o f  cash  t rans fe rs  fo l l ows :

e

u
I

e

e
al-

d
co
ac

Bureau of  Senior  Serv ices $ 35 ,296 ,000 . 0
Department of Educatj_on $ 20 ,951 ,000 . 0
Library Commiss ion $ 6 ,325 ,000 . 0
Higher Educat ion-Central_
Of f ice

$ 1_  r ,  614 ,  000  . 0

Tour ism $  4 ,7  67 ,  000 . 0
Department of Natural
Resources

$ 2 ,062 ,000 . 0

Div is ion of  Cu] ture and
H is to ry

$ 3 ,3 t6 ,000 . ( 0

t h i s
excess
re l y  $

sed by
zed

r  2007 .
was a
non-

were

ccrued
upon

of Vf,est
bas i s

ur ing
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Lot tery  cont inued

Excess Lottery Frrad

House Bi l l  2007

Veterans Instant  T icket Fund

2,000 ,  000

l_33 ,0

00

0 .  00

Department of Education and
Arts

$ 856,  ooo.

State Bui ld lng Commiss ion $ 3 ,  000 ,  000 .

School  Bui ld ing Author i ty 5,  400 ,  000 .

SI'BT9TAL BUpcEIeRI TnANSE:ERS $ gg  ,587 ,000 .

General Purpose Fund 501,000 .

Economic Development Fund 5 ,700 r  00

Traf f ic  Fund

Excess Lot tery  Surp lus

Education fmprovement Fund 3,000 ,00

WV Inf rast ructure Counci l_  Fund

Higher Education Improvement
Fund

27 ,000 ,0

State Park Improvement Fund

Refundable Credit 157,  000 .  0

School  Bui ld ing Author i ty

TOTAL EXCESS LOTTERY FUND 36,359 ,000

RACETRACK VIDEO LOTTERY
TRANSFERS:

Tour ism Promot ion Fund 1.3759 5,000 .00

Development Off ice promo Fund 0,  000 .00

Research Chal }enge Fund .52 3,  000 .00
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Lot tery  cont inued

Capitol Renovatj-on and
fmprovement Fund . 68T5?

$1 ,  I 57,  000 .  00

Park ing Garage Fund .06252 $ : 42 ,000  .00

Parking Garage Fund 18 $ { 00,  000  .  00

Cul tura l  Fac i l i t ies and Cap.
Resources Fund .58

$t 02 ,  000 .  00

Capitol Dome & Cap.
fmprovements Fund .5?

$s63,  000  .  00

Workers Cornpensation Debt
Reduction Fund 78

$11 ,  Ct0 ,  000 .00

SI'BTOTAL VTDEO I,OTTERY
TRjBIISEERS:

$20,0 52 ,000 .00

T!OI:[E[ TRn}ISFERS *9152 ,1 10 ,000 .00
" CASH BASIS

To ta1  Acc rued  l as t  Fy  2007 :
Tota l  Cash Dis t r ibut ions Ju ly-Sept .  :
Appl ied to  FY 2007:
Accrued for  Fy 2007 as of  Sept  .  20Ol :
Io ta l  Accrued for  Fy 2008:
Iota l -  Appl ied to  Fy 2008:

180,178 ,00
L52 , t40 ,00
t52 ,140 .00

28 ,  038 ,  00
1  60 ,  035  .  00

-0 -

.00

.00

.00

.00

.00

Ap
Ac
To
To
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P.O. BOX 2067
CHARLESTON, WV 25327

Governor

MEMORANDUM

PHONE:
FI{X:

John C.

TO:

FROM:

RE:

Joint Committee on

John C. Musgrave,

Monthly Report on
Month Ending September

DATE: October 19,2007

This report of the Lottery operations is provided pursuant to the State Lottery Act,

Financial statements of the Lottery for the month ending September 30, 2007 are attached
which includes on-line, instant and video lottery sales, was $124,619,263 for the month of Sept

Lottery revenue,

Transfers of lottery revenue totaling $48,093,476 rnade for the month of September to fl
agencies per House Bill 2007, Veterans Instant Ticket Fund and the Racetrack Video Lottery

designated state

The amount transferred to each agency is shown in Note 8 on pages 14 and 15 of the
statements.

($2e-22A-10).

The number of traditional and limited retailers active as of September 30, 2007 was 1,635 and I l6 respectively.

A listing of the names and amounts of prize winners has been provided to the Clerk of the
the House and Legislative Services.

the Clerk of

members of the
and discuss the

If any member of the Committee has questions concerningthe Lottery, please call me. AIso if r
Legislature wish to visit the Lottery offices, I would be pleased to show them our faciliti
Lottery with them.

JCIWTd
Attachment

pc: Honorable Joe Manchin III
James Robert Alsop, Cabinet Secretary - Dept. of Revenue
John Perdue, Treasurer
Glen B. Gainer III, Auditor
Members of the West Virginia Lottery Commission

www.wvlottery.com



WEST YIRGINIA LOTTERY

STATE OF'WEST VIRGINIA

FINANCIAL STATEMENTS
-TINATIDITED-
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WEST VIRGINIA LOTTERY
BALANCE SHEETS

(In Thousands)
-Unaudited-

ASSETS I

Current Assets:
Cash and cash equivalents
Accounts receivable
Inventory
Current portion of investnents held in tnrst
Other assets

Total Current Assets

Noncurrent Assets:
Resficted cash and cash equivalents
Investrrents held in tms! less current portion

Capital assets
Less acc unulated depreciation and amortization
Net Capital Assets

Total Noncurrent Assets

Total Assets

LIABILITIES AI\D IYET ASSETS

Current Liabilities:
Accrued nonoperating distributions to the

State of West Virginia
Estimated prize claims
Accounts payable
Other accrued liabilities
Curent portion of deferred jackpot prize obligations

Total Current Liabilities

Defened jackpot prize obligations, less current portion

Total Liabilities
Net Assets:

Invested in capital assets
Unrestricted assets (deficit)
Umesficted assets- Committed ( see note 14)
Restricted assets ( see note 9)

Total Net Assets

September 30,
2007

$ 2t5,197
34,905

712
t4

I,163
25t,gg1

13,066
(11,749)

1,317

32,137

$ 284,128

June 30,
- 2007

$ 204,122
33,095

433
23

I,163-
239,936

30,367
281

13,066
( l1 ,615)

1,451

32,099

$ 270,935

30,682
138

188,073
14,705
22rs

35,158
173

240,324

240,324

1,3t7
(8r7)

12,622
30,682
43,904

$ 284,128

$ 180,178
13,592
1,452

31,926
ls9

227,307

227,M6

1,451
(e5r)

12,622
30,367
43,499

g 270,935Total Liabilities and Net Assets

The accompanying notes are an integral part of these financial statements.
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Lottery revenues
On-line games
Instant games
Racetrack video lottery
Limited video lottery

Less commissions
On-line games
Instant games
Racetrack video lottery
Limited video lofiery

Less on-line prizes
Less instant prizes
Less ticket costs
Less vendor fees and costs

Gross profit
Administrative expenses

Advertising and promotions
Wages and related benefits
Telecommunications
Contractual and professional
Rental
Depreciation and amortization
Other administrative expenses

Other Operating Ineome

Operating Income
Nonoperating income (expense)

Investnent income
Interest expense
Distributions to municipalities and counties
Distributions to racefiack-capital reinvestnent
Distributions to the State of Welt Virginia

Net income

Net assets, beginning of period
Net assets, end of period

WEST VIRGINIA LOTTERY
STATEMENTS OFREVENUES' EXPENSESAND CHANGES IN FUND NETASSETS

FOR THE THREE MONTH PERIOD ENDED SEPTEMBER 30,2OO?
(Iu Thousandg)

-Unaudited-

, CURRENTMONTH

2007 2006

s 5965 $ 8,417
9387 8,583

77,142 83251
32,125 31,957

124,612 132208

418 589
6s8 601

4E,703 52,749
15,741 16,912
65,520 70,950

. YEARTODATE

2007 2006

$ 23J62 $ 23,553
27978 27,554

238247 2362sr
982t0 94.499

388257 401,857

1,664 1,649
lp59 t,929

139Bs4 15136l
49,152 50,009

t91,729 204.947

rrB84
19?ss

39V

t2,025
18,907

394
1,617 1,653

. 33233 32,979

163295 163,931

3,227
6,445

130

4,270
5,880

126

403
493
263
373
6 l
23
99

1,715
595

49,359

744
(4)

(626)

(49,441'.)
(49,327)

3l

5,876
l,ggg

lsg3r7

21964
(o

(1,926)

(160,035)
(159,002)

315

5,530
1,410

l5g,gl I

2208
(31)

(1,852)

(160,105)
(159,780)

3l

512
536
292
462
55
38

165

. 2,061
445

4V,100

t,026
(l)

(630)

(47364)
(46,969)

l3l

2,146
1,567

530
931
165
134
403

2,140
1,492

646
64r
163
159
289

43,673 20250
$ 43,804 $ 20,2E1

: +

43,489 20250
$ 43,804 S 20,281

The accompanying notes are an integrat part ofthese financial statements.
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WEST VIRGINIA LOTTERY
STATEMENTS OF CASII FI,OWS

F'OR TIIE THREE MONTH PERIOD E}IDED SEPTEMBER 30,2OO7

, (In Thousands)
-Unaudited-

Cash flows from operating activities:
Cash received from customers and other sourp€s
Cash payments for:

Personnel costs
Suppliers
Other operating costs

Cash provided by operating activities

Cash flows from noncapital financing activities:
Nonoperating distributions to the State of West Virginia
Distributions to municipalities and counties
Distributions to racetrack fiom racetrack cap. reinv. fund
Defenedjackpot prize obligations and related interest paid

Cash used in noncapital financing activities

Cash flows from capital and related financing acitivities:
Purchases of capital assets

Cash flows from investing activities:
Maturities of investments held in trust
Investment eamings received

Cash provided by investing activities

Increase (decrease) in cash and cash equivalents

Cash and cash equivalents - beginning ofperiod
Cash and cash equivalents - end ofperiod

2007

388"346

G567)
(3"379)

Q2l,04q
162354

(152,140)
(1,936)

(5)
(r54,08r)

157
2,960
3,117

u"390

234,499
$ 245,879

134

(r,809)
(27e-)

I ,113
763

3,115
$ 162,354

2006

$ 397,758

(1,491)
(8,218)

(229,632)
158,4t7

(191,842)
(1,838)
(3,440)

(31)
(197,151)

157
2,199
2,356

(36,378)

tg7,7tg
$ l6l ,34t

$ 159,81I

159

(5,509)
6

20
564

(1,024)
4,390

$ 158,417

t
t
t
I
I
I
I

Reconciliation ofoperating income to net cash provided by operating activities:
Operating income
Adjustrnents to reconcile operating income to

cash provided by operating activities:
Depreciation and amortization
Changes in operating assets and liabilities:

(Increase) decrease in accounts receivable
(Increase) decrease in inventory
(Increase) decrease in other assets
Increase (decrease) in estimated prize claims
Increase (decrease) in accounts payable
Increase (decrease) in other accrued liabilities

Cash provided by operating activities

$ rs9pr7

The accompanying notes are an integral part ofthese financial statements.
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WEST VIRGIIVTA LOTTERY
NOTES TO FINAI\CIAL STATEMENTS

-Unaudited-

NOTE 1 . LEGISLATTVE ENACTMENT

The west virginia tottery (Lottery) w-as established by the State Lottery Act (Act) passed April 13,1985, which created a special fund in t!e. stale Treasury designated as trre "State Lotter-y Fund., Thepurpose of the Act was to establish and implemel
state lottery commission (Commission) and a direc
and the Director are appointed by the Governor. Ur

and duty to operate the Lottery in a highly efficient
: average of 45% of the gross amount received from

NOTE 2. SUMMARY OF'SIG}Iru.ICANT ACCOT]NTING POLICTES

A summary of the significant accounting policies of the Lottery is presented below.

BASIS oF PRESENTATION - The West Virginia Lottery is an enterprise fund of the State of WestVirginia, and is accounted for as a proprietary fund special purpose iovernment engaged in businesstype activities. In accordance with Governmental Accounting Stanaarls Board (CaS-gf Statement No.34, "Basic Financial Staternents and Management's Discussion and Analysis for State and LocalGovemments," and with accounting principlei generally accepted in the Uniied States of Americ4 thefinancial statements are prepared on the *.r.iut basis of accounting which requires recognition ofrevenue when earned and expenses when incurred. As permitt"J uy Governmental AccountingStandards Board (GASB) Statement No. 20, "Accounting ind Financil Reporttng for proprietary
Funds and Other Governmental Entities^Tha1 Use Proprtetary Fund Accounting,,, the Lottery haselected not to adopt Financial Accounting Standards Board GASb) statements and interpretations issuedafter November 30, 1989 unless the GAS-B specifically adopts such FASB statements or interpretations.

The Lottery is included in the State's basic financial statements as a proprietary fund and business typeactivity using the accrual basic of accounting. Because of the Lottery's presentation in these financialstatements as a special pu{pose govemment engaged in business type activities, there may be differencesin presentation of amounts reported in these financial statements and the basic financial statements ofthe State as a result of major frurd determination.

usE oF ESTIMATES - The preparation of the financial statements in conformity with accountingprinciples generally accepted in the United States of America requires management to make certainestimates and develop assumptions that aflect the amounts reported in the financial statements andrelated notes to financial statements. Actual results could differ tio* **gement,s estimates.

,t
I
t
l
I
I
t
I
t
I
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WEST VIRGII{IA LOTTERY
NOTES TO T'INANCIAL STATEMENTS

-Unaudited-

NOTE 2 - SUMMARY OF SIGMFICANT ACCOUNTING POLICIES (continued)

LOTTERY GAME OPERATTONS - The West Virginia Lottery derives it3 revenues from three basic types
of lottery games: instant, on-line, and video type games. The Lottery develops multiple game themes
and prize structures to comply with its enabling legislation, including aggregate annual minimum prize
provisions. All bonded retailers and agents comprised principally of grocery and convenience stores
serve as the primary distribution channel for instant and on-line lottery sales to the general public.

The Lottery has contracted with a private vendor to manufacture, distribute, and provide data processing
support for instant and on-line games. Under the terms of the agreements, the Lottery pays a peroentage
of gross revenues or gross profits for the processing and manufacfure of the games.

Revenue from instant games is recognized when game tickets are sold to the retailers, and the related
prize expense is recorded based on the specific game prize structure. Instant ticket sales and related
prizes do not inelude the value of free plays issued for the purpose of increasing the odds of winning a
pr1.z;e.

Sales of on-line lottery tickets are made by licensed agents to the public with the use of computerized
tenninals. On-line gtunes include POWERBALL, a multi-state "jackpot"game; HOT LOTTO, a multi-
state "lotto?'gamel CasM5 *lotto?? game; Daily 3 and 4 "numbers" gafires; and Travel, a daily,.keno"
game. Revenue is recognized when the agent sells the tickets to the public. Prize expense is recognized
on the basis of actual drawing results.

Commissions are paid to instant game retailers and on-line agents at the rate of seven percent of gross
sales. A portion of the commission not to exceed one and one quarter percent of gross sales may be paid
from unclaimed prize moneys. The amount paid from unclaimed prize moneys is credited against prize
costs. In addition, retailers and agents are paid limited bonus incentives that includepize shares on
whning tickets they sold and a ticket cashing bonus on winning tickets they cash. On a weekly basis,
retailers and agents must remit amounts due to the Lottery. Retailers may not be able to order adiitional
instant tickets if payment has not been made for the previous billing period, while an agent's on-line
terminal may be rendered inactive if payment is not received each week. No on" tutuil", or agent
accounts for a significant amount of thelottery's sales or accounts receivable. Historically credit losses
have been nominal and no allowance for doubtful accounts receivable is considered necessary.

Racetrack video lottery is a self-activated video version of lottery gzrmes. The board-operated guunes
allow a player to place bets for the chance to be awarded credits which can either be redeimed foi cash
or be replayed as additional bets. The coin operated games allow a player to use gsins, crrrency, or
tokens to place bets for the chance to receive coin or token awards which may be redeemed for cash or
used for replay in the coin operated games. The racetrack video lottery games' prize structures are
designed to award prizes, or credits, at a stipulated rate of total bets played, and prize expense is netted
against total video credits played. The Lottery recognizes as racetrack video lottery rivenue "gross
terminal income" equivalent to all wagers, net of related prizes. Amounts required by statute to Ue paid
to the private and local government entities are reported as commissions. Racetrack video lottery
legislation has established specific requirements for racetrack video lottery and imposed certain
restrictions limiting the licensing for operation of racetrack video lottery games to horse and dog
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WEST VIRGIMA LOTTERY
NOTES TO FINAI{CIAL STATEMENTS

-Unaudited-

NOTE 2 - SUMMARY OF SIGMFICANT ACCOUNTING POLICIES (continued)

racetracks in West Virginia, subject to local county elections permiiting-the same. The legislation
further stipulates the distribution of revenues from racetracl video too"ry games, and requires
any licensed racetrack to be responsible for acquiring the necessary equiprneniand bearing the risk
associated with the costs of operating and marketing thcgames.

Limited video lottery is also a self-activated video version of lottery games, which were first placed in
operation in December 2}}l,located in limited licensed retailer areas restricted for adult am-usement.
The games allow a player to use curency to place bets for the chance to receive free games or vouchers
which may be redeemed for cash. The limited video lottery garnes' prize structurJr *. designed to
award prizes, at a stipulated rate of total bets played; and piie expense is netted against toti viaeo
credits played. The Lottery recognizes as limited video 1ottery ieoeoue "gross tirminal income,,
equivalent to all wagers, net of related priges. Amounts required by statute to be paid to private entities
arc reported as commissions. Limited video lottery pen4it hoiders are statutori$ rlsponsible for
acquiring equipment and bearing the risk associated withthe costs of operating the games.

CASH AND cAsH EQUIVALENTS - Cash and cash equivalents primarily consist of interest-earning
deposits with the West Virginia Board of Treasury Investrnents (gTD and are recorded at fair value.

II\IVENTORY - Inventory consists of instant game tickets available for sale to approved Lottery retailers
and are carried at cost.

oTHER ASSETS - Other assets consist primarily of deposits restricted for payment of certain Multi-State
Lottery Association activities.

CAPITAL ASSETS - The Lottery leases, under a cancelable operating lease, its offrce and warehouse
facilities. Portions of these facilities were subleased to the Lottery'r girr. vendor until January 31,2007
at which time the Lottery took occupancy of the total facility. The Lottery also leases various office
equipment under agreements considered to be cancelable operating leases. Rental expense for the three
months ended September 30,2007 and September 30, iOOe approximated $eS,igl and $163,317,
respectively. Sublease rental income for the three months ended SJptember 30,2007 and September 30,
2006 approximated $0 and $25,932, respectively.

The Lottery has adopted a policy of capitalizing assets with individual amounts exceeding $25,000.
These assets include leasehold improvements, contributed and purchased equipment, 

-comprised

principally of technology property, office fumishings and equipm"nt n"""rrary io-administer lottery
games, are carried at cost. Depreciation is computed by the straight-line method using three to ten year
lives.

COMPENSATED ABSENCES - The Lottery has accrued $298,548 and $281,1 46 of vacation and $467,954
and $468,058 of sick leave at June 30,2007 and 2006, respectively, for estimated obligations that may
arise in connection with compensated absences for vacation and sick leave at the current rate of
employee pay. Employees flrlly vest in all earned but unused vacation. In accordance with State
personnel policies, employees hired prior to July 1,2001, vest in unused sick leave only upon
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NOTES TO FINANCIAL STATEMENTS

-Unaudited-

NOTE 4 - CAPITAL ASSETS (continued)

Capital Assets:
Historical Cost

At June 30,2007
Historical Cost

Additions Deletions At September 30,2007
Construction in
Progress
Improvements
Equipment

Accumulated
Depreciation:

$443$
l , l  l g

$ 443
l , l l g

I1,504I1 ,504
$ 13,066 au $ 13,066
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Historical Cost
At September 10,2007

Improvements
Equipment 10,690

_$ 11 ,615

NOTE 5. PARTICIPATION IN THE MT]LTI.STATE LOTTERY

The Lottery is a member of the Mrrlti-State Lottery (MUSL), which operates the semi-weekly
PoWERBALL jackpot lotto game and HoT LoTTo g*., on behalf of participating state lotteries.Each MUSL member sells game tickets through its alents and makes wiekly wire transfers to theMUSL in an amount equivalent to the totul pti". poofl"r, the a:nount of prizes won in each state.Lesse-rPrizes are paid directly to the winners by each member lottery. The prizl pool for pOWERBALL,
and HOT LOTTO is 50Yo of each drawing period's sales, with minimumlactcpot levels.

Revenues derived from the -Lgttery's participation in the MUSL POWERBALL jackpot garng for themonth and year-to-date periods ended September 30,2007 were $3,326,137 -a SfS,Oi+,9g5 whilerelated prize costs for the same periods were $r,735,g3i and$7,793,312.

Revenues derived from the Lottery's participation in the HOT LOTTO game for the month and year-to-date periods ended September 30,2007 were $306,851 and $948,544 inttit, related prize costs for thesame periods were $158,499 and $473,201.

MUSL places 2%o of each PoWERBALL drawing period's sales in separate prize reserve funds thatserve as a contingency reserve to protect the respective MUSL Product Groups from unforeseen prizeIiabilities. Currently, the MUSL Board of Directors has placed a $23,000,000 limit on thePOWERBALLPdze Reserve Fund and a $25,000,000Iimit on the Set Prize Reserve Fund. These funds
ruSL Product Group. Once the prize reserve funds
rt of that particular prize pool. prize reserve fund
nbers if the MUSL disbands or, after one year, if a
the POWERBALL prize reserve funds tud u 

,o

Historical Cost
At June 30,2007

92s

Additions Deletions

t9
l l 5

$ 134 $V L J a Q $

$9M
10,905
rr.749
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-Unaudited-

NOTE 5 - PARTICIPATION IN THE MULTI-STATE LOTTERY(continued)

balance of $95,721,139 of which the Lottery's share was 52,279,750. The Lottery has charged amounts
placed into the prize reserve funds to prize costs as the related sales have occurred.

NOTE 6 - RACETRACK VIDEO LOTTERY

The Racetrack Video Lottery legislation stipulates the disnibution of racetrack video lottery revenues.
This legislation has been a:nended since inception to restate revenue distribution based on revenue
benchmarks. Initially, four percent Q%) of gross terminal revenue is allocated for lottery administative
costs. Sixty-six percent (66%) of net terminal revenue (gross less 4%) is allocated in lieu of
commissions to: the racetracks (47Yo); other private entities associated with the racing industry (17%);
and the local county and municipal governments (2%o). The remaining revenues Qa%) of net terminal
revenue is allocated for distribution to State as specified in the Racetrack Video Lottery Act or
subsequent State budget, as described in the Note 8 titled 'Nonoperating Distributions to the State of
West Virginia."

The fust benchmark occurs when the current year net terminal revenue meets the fiscal year 1999 net
terminal revenue. The counties and incorporated municipalities split 50/50 the two percent Q%) net
terminal revenue.

The second benchmark occurs when the current year gross terminal revenue meets the fiscal year 2001
gross terminal revenue. The four percent $V) is no longer allocated for lottery administrative costs;
instead the State receives this for distribution as specified by legislation or the State budget.

The final benchmark occurs when the current year net terminal revenue meets the fiscal year 2001 net
terminal revenue. At this point a l0% surcharge is applied to net terminal revenue, with 58% of the
swcharge allocated for distribution to the State as specified by legislation or the State budget, and 42%
of the surcharge allocated to separate capital reinvestment funds for each licensed racetrack. After
deduction of the surcharge, 55% of net terminal revenue is allocated in lieu of commissions to: the
racetracks (2%); other private entities associated with the racing industry (ll%); and the local county
and incorporated municipality governments (2%). The remaining net terminal revenue @5%) is
allocated for distribution to the State as specified in the Racetrack Video Lottery Act or subsequent State
budget, as described in Note 8.

Amounts from the capital reinvestrnent fund may be distributed to each racetrack if qualifying
expenditures are made within the statutory timeframe; otherwise amounts accumulated in the fund revert
to the state excess lottery revenue fund.

The WV Lottery, along with the Rhode Island and Delaware lotteries, participate in Multi-Jurisdictional
Wide Area Progressive (MWAP) video games. This allows each of the lotteries to offer a higher
progressive jackpot than they could generate alone. MUSL manages the progressive games and charges
each participant a MWAP contributionfee of 4Yo of the amount wagered. A summary of racetrack video
lottery revenues for the month ended September 30,2007 and year-to-date follows (in thousands):

t
I
I
I
J
t
I
T
T
l
T
I
T l l



I
I
I
T
I
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-Unaudited-

NOTE 11 . RETIREMENT BENEFITS

All full-time Lottery employees are etigiUte to participate in the State- of West Virginia public
Employees' Retirement System (PERS), a cost-sharing multiple-employer defined beiefit public
employee retirement system. The PERS is one of several plans adminisiered by the West Virginia
Consolidated Public Retirement (CPRB) under the direction olits Board of Trustees, which consists of
the Governor, State Auditor, State Treasurer, Secretary of the Deparbnent of Administration" and nine
members appointed by the Governor. CPRB prepares separately issued financial statements covering all
retirement systems it administers, which can be obtained from Consolidated Public Retirement Board,

, State Capitol Complex, Charleston, West Virginia 25305-0720.

Employees who retire at or after age sixty with five or more years of contributory service or who retire
at or after age fifty-five and have completed twenty-five years of credited service with age and credited
service equal to eighty or greater are eligible for retirement benefits as established by State statute.
Retirement benefits are payable monthly for life, in the form of a straight-line annuity equal to two
percent of the employee's average annual salary from the highest 36 consecutive months within the last
l0 years of employment, multiplied by the number of years of the employee's credited service at the
time of retirement.

Covered employees are required to contribute 4.5Yo of their salary to the PERS. The Lottery is required
to contribute l0.5Yo of covered employees' salaries to the PERS. The required employee and employer
contribution percentages have been estrablished and changed from time to time by attion of the State
Legislature. The required contributions are not actuarially determined; however, actuarial valuations are
performed to assist the Legislature in determining appropriate contributions. The Lottery and employee
contributions, for the period ending Septernber 30,2007 are as follows (in thousands):

T
;

I
0
T
$

t
t
I
It

I
t
I

Lottery contributions

Employee contributions
Total contributions

September 30. 2007

$41

18

Year-to Date

$ l  l 9

54
$s9 $l  73

NOTE 12. RISK MANAGEMENT

The Lottery is exposed to various risks of loss related to torts; theft of, or damage to, and destuction of
assets; elrors and omissions; injuries to employees; and natural disasters. The Lottery participates in
several risk management programs administered by the State of West Virginia. Each of tler" risk pools
have issued separate audited financial reports on their operations. Those reports include the required
supplementary information concerning the reconciliation of claims liabilities by type of contract *i trn-
year claim development information. Complete financial statements of the individual insurance
enterprise funds can be obtained directly from their respective administrative offices.

t 7
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-Unaudited-

NOTE 12 - RISK MANAGEMENT (continued)

WEST VIRGII\IA WORKERS' COMPENSATION COMNdISSION (WCC)

The State of West Virginia operated an exclusive state-managed workers' compensation insurance
program (WCC) prior to December 31, 2005. A framewort for the privatization of workers,
compensation insurance in West Virginia was established with the passage ol Senate Bill 1004 and the
WCC trust fund was terminated effective December 31, 2005. A privatiz-ed business entity, BrickStreet
Administative Services @AS), was established and became tUe aOministrator of the WCb Old Fund,
bgetnnins January l, 2006, and thereafter for seven years, and will have all uO"ri"irtt"iire and
adjudicatory authority previously vested in the WCC trust fund in administering old law liabilities and
otherwise processing and deciding old law clairns. BAS will be paid a monthly administative fee and
rated premium to provide a prompt and equitable system for compensation toi in;ury sustained in the
course of and $owTlg out of ernployment. The monthly adminishatlve fee for the W"rt Vitgi"ia Lottery
has been set at a level consistent with prior yr* puy*ents and the new rate or premium will be
established on an experience rated basis. Thc West Virginia Lottery is required to participate in the new
BrickStreet Administrative Services (BAS) experienceiated pool, whichis expected to be rate adjusted
on a quarterly basis.

PTTBLIC EMPLOYEES' TNSURANCE AGENCY (pErA)

The Lottery participates in the Public Employees' Insurance Agency which provides an employee
benefit insurance program to employees. pEIA was established blith" Stut, of west virginia ror state
agencies, institutions of higher educations, Boards of Education and component units of the State. In
addition, local governmental entities and certain charitable and public service organizations may request
!o be covered by PEIA. PEIA provides a base employee benefit insurance program which includes
hospital, surgical, major medical, prescription drug and-basic life and accidental death. Underwriting
and rate setting policies are established by PEIA. The cost of all coverage as determined by pEIA shall
be paid by the participants. Premiums are established by PEIA and are piid monttrly, and are dependent
upon, among other things, coverage required, number of dependents, state vs. non state employles and
active employees vs. retired employees and- level of compensation. Coverage under these irograms islimited to $1 million lifetime for health and $10,000 of life insurance coverag-e.

The IEIA risk pool retains all risks for the health and prescription features of its indemnity plan. pEIA
has fully transfened the risks of coveragg t9 the Managed Care Organizatron (MCO) plan^to the plan
provider, and has transferred the risks of the life insuran"e col,erage to a tfriiO paiy insurer. pEIA
presently charges equivalent premiums for participants in either tle inaemnity plan or thr MCO plan.
Altogether, PEIA insures approximately 205,000 individuals, including participants and dependents.

BOARD OF RrSK AND TNSURANCE MANAGEMENT (BRnU)

The Lottery participates in the West Virginia Board of Risk and Insurance Management (BRIM), a
common risk pool currently operating as a common risk management and insurance program for all
State agencies, component units, and other local govemmental agencies who wish to parti-cipate. The
Lottery pays an annual premium to BRIM for its general insurance coverage. Fund underuniting and
rate setting policies are established by BRIM. The cost of all coverage as determined by BRIM snAt be

l 8
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-Unaudited-

NOTE 12 - RISK MANAGEMENT (continued)

pai9 bV the participants. The BRIM risk pool retains the risk of the first $l million per property event
and purchases excess insurance on losses above that level. Excess coverage, through an outsideinsurer
gnder this program is limited to $200 million per event, subject to limits on certain property. BRIM has
$l million per occrrrence coverage morimumbn all third-party liability claims.

NOTE 13 - I\{IEW ACCOTJNTING PRONOTJNCEMENTS

The GASB has issued Statement No. 43, "Financial Reporting for Postemployment Benefit plans Other
Than Pension Plans," and Statement No. 45, "Accounting and Financial-Reporting by Employers for
Postemployment Benefits Other Than Pensions" (OPEB). The State nor thi fotteq,-has 

'pr,wiously

reported in its financial statements costs associated with future participation of retireei in health benefit
plans. The GASB statements are based on the premise that the "costs" of employee services should be
reponed during the periods when the services are rendered. Beginning with the fiscal year ending June
30,2007, the State will implement financial reporting requiremJnts foi Oppg "substantve plans;under
GASB Statement No. 43; beginning with fiscal year ending June 30, 2008, the State wili implement
accounting and financial reporting requirements as an employer under GASB Statement No. iS. tne
financial statements will report OPEB funded status and funding progress and any "premium subsidy',
resulting from the pooling of retiree participants with active employe-s in the health benefit plans. For
"employer" OPEB reporting the State will report "expense" on-an accrual basis in the amount of the
"annual required contribution" and a "liability" for the amount of the "annual required contribution" that
was not actually paid.

Funds have not been set aside to pay future costs of retirees, but the Legislature in response to the GASB
statements, has made statutory changes to create the West Virginia Rletiree Health Benefit Trust Fund
(RHBT)' an irrevocable trust fund, in which employer contributions for funne retiree health costs may
be accumulated and invested, and which is expected to facilitate the separate financial reporting of
OPEB. The legislation requires the RHBT to determine through an actuarial study, as prescrib"a Uy
GASB No.43, the ARC(Annuat Required Contribution) which shall be sufficient to maintain the RHBT
in an actuarially sound manner. The ARC shall be allocated to respective employers including the
Lottery who are required by law to remit at least the minimum annual premium component of the ARC.
Revenues collected by RHBT shall be used to fund cunent OPEB healthcare claimJand administrative
expenses with residue funds held in trust for future OPEB costs. Because the necessary actuarial study
has not yet been completed, the annual required contribution rates are not yet availa|le. The Lottery
expects to remit the annual required contribution to the State. The impact of this statement on these
financial statements has not yet been determined by management.

The Governmental Accounting Standards Board (GASB) issued statement No. 47, Accounting for
Termination Benefits, in June 2005. This Statement establishes accounting standards for termination
benefits and requires employers to disclose a description of the termination binefit asangement, the cost
of the termination benefits (required in the period in which the employer becomes obligated if that
information is not otherwise identifiable from information displayed on the face of the financial

l 9
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-Unaudited-

NorE 13 - NEw AccoLlNTrNG PRONOUNCEMENTS (continu,ed)

statements, and significant methods and assumptions used to determine termination benefit liabilities.
The requirements of this Statement are effective in two parts. For termination benefits provided througtr
an existing defined benefit OPEB plan, the provisions of this Statement should be implemented
simultaneously with the requirements of Statement 45. For all other termination benefits, this Statement
is effective for financial statements for periods beginning after June 15, 2005. No other termination
benefits are offered or provided that required implementation in the years ended June 30, 2007 and,
2906. The impact of this statement on these financial statements is not expected to have a material
effect.

The Govemmental Accounting Standards Board (GASB) issued Statement No. 50, Pension Disclosures,
an amendment of GASB Statements No. 25 andNo. 27,tn2007. This Statement more closely aligns the
financial reporting requirements for pensions with those for other postemployment benefits lbfeb; anA,
in doing so, enhances information disclosed in notes to financial statements or presented as required
supplementary information (RSI) by pension plans and by employers that provide pension benifits. The
reporting changes required by this Statement amend applicable note disclosure and RSI requirements of
Statements No. 25, Financial Reporting for Defined Benefit Pension Plans .and Note Disclosures for
Defined Contribution Plans, and No. 27, Accounting for Pensions by State and Local Govemmental
Employers, to conform with requirements of Statements No. 43, Financial Reporting for
Postemployment Benefit Plans Other Than Pension Plans, and No. 45, Accounting and Financial
Reporting by Employers for Postemployment Benefits Other Than Pensions. This Statement is effective
for periods beginning after June 15,2007, and management has not yet determined what impact, if any,
it will have on the financial statements

NOTE 14 - COMNITMENTS

The Lottery has set aside funds as Unrestricted net assets for the acquisition of future assets. During
FY2007 the lottery set aside $l2.622Mfor this purpose.

20
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WEST VIRGINIA LEGISLATURE

304-3474870

t  
To:  Honorable Senate pres ident  Tombl in

Honorab.l-e House of Delegates Speaker Thompson

I
I
I  Date:  November 15,  ZOO' I
I

Re:  Status of  Genera l  Revenue Fund October  31,  2007

I
We have reviewed the cash revenue f lows of the [ i lest Virginia

I general revenue fund for the month of October of f iscal year 200'7-
I  2008 .  The  s ta tus  o f  t he  fund  co l l ec t i ons  a re  as  fo l l - ows :

1|  The net .  co l l -ect ions were 106.5{ t  o f  the est imate for  the f isca l

I year. The amount ABQ\/E estinate ras $ ?8 nilJ.ion for the year.

I  Personal -  income tax was $31.3 mi l l ion over  the est imate for  the
I  yea r  t o  da te  as  o f  Oc tobe r  31 ,  2007 .

- Severance tax was $ 13 mil- l- ion above the estimate as of October
I  31 ,  2001
T

I  Consumer sa les tax was $ 6.6 mi l l ion below the est imate as of

I  
oc tober  31.  2007.

I

r Joint committee on Government and Finance

I

Office of the Legislative Auditor

I BadgetDivision
I Building l, Roam 332-West lting

D0A Kanawha Blvd Eqst

I 
Chaileston, WV 2530i-0s90

I Memorandum

Honorable Members of the Joint Commit.tee on Government and
Finance

From:  E l l en  C la rk ,  C .P .A . (U
Director  Budget  Dj_v is ion
Legj -s la t ive Audi tor ,  s  Of  f ice
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r SLat€ Road Fund

I  The state road fund was co lLected at  1 ,02.342 of  the est imate for
r  t he  yea r  as  o f  Oc tobe r  31 ,  2001 .  The  en t i re  fundwas  $  5 .4  m i l - l i on

above the est imate for  the year .

t Sainy Day and personal Incone fax Reserve

I Revenue Shortfal l- Reserve Fund A(Rainy Day Fund) had a cash
I  ba lance  o f  $  $290 ,832 f450 .5?  as  o f  Oc tobe r  31 ,  2007 .

I
T
I
I
t
I
I
I
t
I
t
I
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Ba lance  Ju Iy  ! ,  ZA l i 235,075 ,891  .42

Cash f low loan to  Genera l
Revenue on July 3, 2007
To be repai_d 90 days.  This  is
a normal occurrence in JuIy
due to cash f low demands;  wi l l
be repaid in September.

56,  000 ,  000 .  00

Revenues JuIy  7,  2006-June
30 ,2007  (Su rp1us  f rom Fy  2007)

53,363 ,297 .92

Earnings 2 ,  393  ,27  5  .33

Ba lance  Oc tobe r  31 ,  2O0 j 29O,932 ,  450 .  57

Revenue Shortfal-I Reserve Fund B (Tobacco Sett lement Monies) had a
qgFh balance g!__$ 286,923,013.27 as of  October  3L,  Z\Oj
Bal-ance JuIy I,  2007 279 ,969 ,097 .79

Earn ings 6 ,  953  , 925  -  49

Bal-ance October  31,  2OOj 286,823 ,0 I3 .27

The special rncome Tax Reserve Fund had a cash balance of
$45 ,019 ,3 I8 .96  as  o f  Oc tobe r  31 ,  2OO1
Balance Ju ly  t ,  200i 45 ,  019 ,319 .96

Revenues JuIy  2007-June 2008 -0 -

Ba lance  Oc tobe r  31 ,  Z0O7 45 ,019 ,319 .  g6
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GENERAL REVENUE FUND FY 2OO7.2OO8
Monthly Revenue Estimates July 2007
as of October 31,2007 WVFIMS

SOURCE OF REVENUE
MONTH

ESTIMATES

FINAL
MONTHLY OVER/

NET UNDER ESTIMATES
MONTH VSACTUAL

COLLECTIONS COLLECTIONS
YTD

ESTIMATES

NET
YTD

COLLECTIONS

YEARLY
OVER/UNDER

ESTIMATES VS
ACTUAL YTD

COLLECTIONS

Perconal Income Tax
Consumer Sales Tax
Corp Income /Business Franchise
Severance Tax
Insurance Tax
Use Tax
Buslness and Occupation
Cigarette Tax
Interest Income
Propefi Transfer Tax
Departmental Gollections
Liq uor Profit Transfers
Beer Tax and Licenses
Charter Tax
Propefi Tax
Smokeless Tobacco Tax
HB 102 - Loftery Transferc
Miscellaneous Recelpts
Business Franchise Fees
Mlscellaneous Transferc
Senior Gitizen Tax Credlt Reimb.
Racing Fees
Telecommunications Tax
Estate and Inheritance Tax
Refundable Credit Reim LTY
Video Lottery Transfers
Speclal Revenue Transfer
Cash Flow Transfer

TOTALS
Minus Cash Flow Transfer

Percent of Estimates
TOTALS

Collections this day

99,300,000
88,500,000
3,500,000

28,400,000
28,800,000
15,600,000
14,800,000
9,200,000
4,000,000
1,040,000

900,000
20,000

910,000
320,000
680,000
460,000

5,000,000
120,000
50,000

100,000
140,000

0
0
0
0
0
0
0

98,977,111
75,013,804

497,495
28,805,588
24,386,319
12,606,722
17,112,772
9,315,370
5,009,456
1,142,963

984,074
45,000

785,902
610,658
603,361
421,034

12,100,934
94,291
36,140

0
0
0

37,441
-14,331

0
0
0
0

-322,889
-13,486,196
-3,002,505

405,588
-4,413,681
-2,993,278
2,312,772

115,370
1,009,456

102,963
84,074
25,000

-124,098
290,658
-76,639
-38,966

7,100,934
-25,709
-13,860

-100,000
-140,000

0
0

-14,331
0
0
0
0

436,400,000
354,300,000
96,000,000
88,700,000
52,800,000
47,s00,000
46,600,000
37,100,000
15,000,000
4,790,000
3,300,000
2,940,000
2,890,000
2,870,000
2,440,000
1,710,000
5,000,000

520,000
500,000
300,000
230,000

0
0

467,748,966
347,671,469
125,581,017
101,776,381
48,717,616
45,277,189
49,813,775
36,505,431
19,882,774
4,622,098
3,982,796
3,220,798
2,930,439
2,787,368
2,659,856
1,791,570

12,601,661
353,884
991,348
991,093

0
140,000
115,173
29,869

157,365
'155,875

0
0

31,348,966
-6,628,531
29,581,017
13,076,381
-4,082,384
-2,222,811
3,213,775
-594,569

4,882,774
-167,902
682,796
280,798
40,439

-82,632
219,856
81,570

7,601,661
- 1 6 6 , 1 1 6
491,348
691,093

-230,000
140,000
115,173
29,869

157,365
155,875

0
0

0
0
0
0
0

301,840,000
0

301,840,000

288,572,',t02
0

95.60%
288,572,102

55,369,525

-13,267,898
0

-13,267,898

1,201,890,000
0

1,201,890,000

1,280,505,812
0

106.54%
1 ,280,505,812

78,615,812
0

78,615,812

Prepared by Legislative Auditor's Offlce, Budget Divlsion
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STATE ROAD FUND
STATE ROAD FUND FY 2007-2008
Monthly Estirnates July 2007
as of OGTOBER 31,2OOZ WVFIMS

I IT

FINAL

MONTHLY OVER/
UNDER ESTIMATES

VS ACTUAL YTD
COLLECTIONS ESTIISATES

r I I I I I

SOURCE OF REVENUE
MONTH

ESTIMATES

NET
MONTH

COLLECTIONS

NET
YTD

COLLECTIONS

YEARLY
OVER'UNDER

ESTIMATES VS
ACTUAL YTD

COLLEGTIONS

Gasoline & Motor Carrier Rd Tax
Privilege Tax
Licenses & Registration
Highway Litter Gontrol

TOTALS

Percent of Estlmates

Gollections this day

41,400,000
13,819,000
5,826,000

110,000

45,520,788
15,542,311
5,597,331

70,166

145,003,583
63,892,972
28,236,443

531,240

4,003,583
909,972
506,443

6,240

4,120,799 141,000,000
1,723,311 62,993,000
-228,669 27,730,000
-39,834 525.000

61,155,000 66,730,597 5,575,597 232,239,000 237,ffi4,237 5,426,237
- - - - - J

709.120./5

17,621,E70

102.Uo/o

REVENUE SHORTFALL RESERVE FUND A as of October 31,2007t $ 290,832,450.07

REVENUE SHORTFALL RESERVE FUND B as of October 31,2007: $ 286,823,013.27

SPECIAL INCOME TA)( REFUND RESERVE FUND as of October 31, 2007: $45,019,318.96



I
t
I Office of the Legislative Aaditor

I Badgd Division
I Building l, Roam 332-lltest Wing

DhA Kanawha B:trvd East

I 
Charleston, Wy 25305-0590

WEST VIRGINIA LEGISLATURE

t  To:  Honorable Senate pres ident  Tombf in
Honorable House of  Delegates Speaker  Thompson

I Honorable Members of the Joint Committee on Government

I and Finance

-  F rom:  E l l en  C la rk ,  C .  p .  A6U

I 
Di rector  Budget  Div is ion
Leg is la t i ve  Aud i to r ' s  O f f i ce

I  Date:  November 15,  2OOl
I

Re: West Virginia Unemployment Compensatj-on Trust Fund

t we have revi-ewed the Auqust 2007 monthry report of the
Unemployment Compensation Trust Fund we received from WorkForce

I  West  Vi rg in ia .  August  is  the second month of  f isca l  year  2007-
I  2008 .

I  For  the f isca l  year  2007-2008,  the t rust  fund cash f low was as
t  fo l_ lows:

Trust  Fund Beginning Cash Balance 7-L-20O7 $251  , 1L2 ,738 .68

Receipts  Ju ly  I ,  2007 thru June 30,  2008 $30 ,798 ,588 .45

Disbursements
2008

July I ,  20A7 thru June 30, $25 ,079 ,787 .79

Bal-ance August  3J. ,  2007 $262 ,  831  , 539  -34

I  
rrEMS oF NorE:

Regular  benef i ts  pa id for  Ju ly  -  August  2007 were $2 mi l l ion
I  more than in  Ju ly  -  August  2006.  Tota l  d isbursements were $ 1.9
I  mi l l ion more than in  Ju ly  -  August  2006.

r Joint committee on Government and Finanee

t

304-3474870

t
I
I
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Rece ip ts  were  $  2 .2  m i l l i on  l ess  than  i n  Ju l y  -  Augus t  2006 .
overa l r  endlng t rust  fund balance was $ i .9  mir l - ion more as of
August  31 2041 than on August  31,  2A06.

west virginia's unemployment rate for the month of August 2007
was  4 .7  pe rcen t .  Na t i ona l  unad jus ted  emp loymen t  ra te  was  4 .6  %.

Seasonal ly  ad justed unemployment  rates were 4.9 percent  for  West
V i rg in ia  and  4 .6  pe rcen t  na t i  ona l l y .

s j -nce August  2006 emproyment  has r isen 21900 wi th  gains in  the
fo l l ow inq  a reas :  1 ,900  i n  t rade ,  t ranspor ta t i on  and  u t i r i t i es ,
900  i n  l e i su re  and  hosp i ta l i t y ,  1 ,500  l n  p ro fess iona l  and
business serv ices,  500 in  other  serv ices,  600 in  natura l
resources and mj-n ing,  600 in  construct ion,  400 in  educat ional"  and
heal th  serv ices.  Decl ines incruded 1,500 in  manufactur ing,  and
1,900 government  and 100 in  f inancia l  serv ices.
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FINANCIAL COIIDITION OF THE UNEMPLOYMENT COMPENSATION TRUST FUND
MONTHLY STATUS REPORT FOR THE JOINT COMMITTEE ON GOVERNMENT AND FINANCE

FOR THREE MONTHS STARTING JUNE 2OO8 AND JUNE 2OO?

THREE MONTH

Balance Forward

Add Rcc€ipb:
1. BondA$crsmcnt
2. R.gular Cohflbuton!:
3 Eftend€d Bcn€fitFunds
4. Emarg€ncyun€mploymcntFur
5. TEUC UnamdoymsntFunds
6 UCFE (FrdcnlAgsncice)
7. RoducadTaxCndlb
L Rc.dActFundr
L Tr.GuryldarstcrcditE
10. UCX (Minary Agcnct€r)

262.f2r.8s2.Es

$1,872.01
$1,160,056.00

$0.m
$0.00
$o.00

s100,@0.00
$0.00
30 00

82,058,014.91

244.018.639.17

$578.30
$11,5&t,993.47

90.m
$0.00
$0.00

$50,000.00
$0.00
0000
90 00

2M.792.O10.38

9718,40
$20,u7,745.20

$0 00
$0.00
$0m

$100,000 00
$n,7e7 01

$0@
s0@

261.712.331.76

12.11
824,106.30

0.@
0.00
0.00

100,000.@
0.00

305,395.46
2,611,781.87

267.112.788.88

0,00
12,872,07E.88

0.@
0.00
0.@
0.00
0.00
0.00
0.00

(3,1s6.60)
('t,772J@.72)

0,00
0.00
0.00

(1s0,000.00)
(29,787.O1)
305,395.46
(46,233.04)

256.952.759.62 33.439.588.16

0.00
18,126,509 57

0,00
0.00
0.00
000
0.00
0.00
000

Totd MonthlyRcccipts

Losr Disbuts mcnb:
Dsbt gond R.payrn€nt
Rcgular Ban€ttts:
Edsnded Bcnstitg
Emargcnoy Bcnaflta
UCFE (FGd6ral Workc6)Bcnsf its
UCX (Milltary Worke6)Bsnofits
Rs€d Act Fundg
GherAdjustmcnts

Total Monthly Dbburuamen

Trurt Fund Belencc

s0.qt
$4.219.*3.72

(Retire'd)
s9,840,533.77

($1.6'18.00)
t0.00

$82,914 96
$312,296.15

t1,895,0@.00
0.00

I 1.929.096.8E
$0.00

2443,t8,539.17

s0.00
s1l.787.571.77 $21.278,250.61

(R€tir6d)
$10,879,426 76

$0 00
($r,690 00)

$68,084 6€
$259,964 65

0.00
0.00

11.2t5.788.07

2&.88p..472.92

0.00
4.M1.295.74

(Retired)
8,752,274.61

0.00
(477.@',t

8,471.14
230,820.06

0.00
0.00

9.040.888.81
0.00

267.t t2.798.68

0.00
12.672.O78.8

(Raffrod)
12,515,694.69

0.00
(s,7o4.00)
8,445.47

253,621.7A
0.00
0.00

12.832.057.94
0.00

268.962.769.62

14126.509.57 e.045.881,91)

(Retired)
s11,.t59,232.68

$0.@

$o00
s86,675.70

$366,192,18
0.il)
0.00

11.914.100.56
s0.00

24{.792.0t0.s8

(R€tired)
11,963,705.41

0.00
(550.00)

64,659 04
219,525 40

0 0 0
0.00

12.247.729.8s

262.83J.FS9,3it

NA
1,Gr2,479.50

1,648,00
(s,(}sf .00)

(48.09e.64
(234,2ffi.741

(1,635,000.00)
0.@

(g2E.308.91)

32.322.016.16

' Thtac month url verhnca column 13 tha difiarrnoa baftlFn the eurn of thc prcviour ylar'B ttrrsa months dab fror oach cabgory and th. curcnt yaalc thrac months data.Thc purpoaa of thc r€port lr b 8horr, clgntfloant chrngar in racrlpts, dlsburtdmlirtr, or balanoas.
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State of West Virglnia

Puhlic Employees Insttrrnce Agcncy

B r a t n t b s h e e t s  
: - E : ' - r '  ;  ' :  

: ' t l i . l + ' l l : :  . ;  . . : ' " { i l : r $ , i f  i : . i , , . 1 : . : ' . i . ' '

.luly 31, 2007 and 2006
Accrual Basls

(Unaudlted-For Internal tlse Only)

I I

July
2006

.Iuly
2007Asscts

Cash and cash equil'alents
Deposits with third-pany adntinish'ators
Itrem iuir accounts receivatrle-net of

allowance f'ol dotrbtlirl accotlnts
Othcl accounts leceivatrle

Total ctlrrent assets

lnvestnrents

Furniture and equipment, net ofaccumulated depreciation

Restricted cashyemium stabilization life insurance

Restricted cash-new computer system

Total assets

l- lnhl l l t lcs and Retninct l  Enrnings

Cllainrs payable
Cun'ent claims PaYable
tlnearned revenue :
Accounts PaYable
Other accrued liabilities
f)ue to over-reserve fund

'fotal tiabilities

Retained earnings

Total tiabilities and retained eamings

N()1'E: July 200(r lncludes PEIA and RHBT balances'

For intenral use only. See financial comments'

Prelrared Ockrber 26, 2007

164,455,824
1,275,430

21,517 ,417
4,261,433

191,510,104

169,373,727

563.064
3,942,954
3,265,043

368.654,892

39,250,000
10,108,955
7,088,194

't3,687,042

1,184,467
1 19,865,539

1 91 ,1 84,1 97

177,470,695

$ '36E,654'892

314,947,407 $ 53,707,485

150,450,060

156,555,694

't65.912

3,942,741
3,833,000

41,060,044

12,818,033

397,152
213

(567,957)

53,630,000
8,928,717

10,451,080
10,282,915
't,191,307

24,162,249

(r4,380,000)
1,180,238

(3,362,886)
3,404,127

(6,840)
95,703,290

r08.646,268 82,537,929

(28,830.444)

53.707,485

NOTE

DRAFT,
104,358,',174

820,472

33,467,018
I 1,804,396

Increase
<Decrease>

60,097,650
454,958

(1 1,949,601 )
(7,542,s63)

Page 1 oI 4
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Financial Gomments

Year to Date JulY 31,2007 and 2006

f Accrual Basis
(Unaudited-For lnternal Use Only)

-

I Amounts indicated in the attached financial statements for July 2006 include the accounts of the West Viroinia Public

lnsurance Aqencv (PEIA) and the West Viroinia Retiree Health Benefit Trust Fund (RHBT). Amounts for July 2007 are

I 
PEIA onlv.

t
Amounts reported in the Budgeted Column in the attached Statements of Revenues, Expenses, and Changes in
Retained Eamings represent a one twelfth per month recognition of the annual budget except for claims expenses,

I which are based on the same month from the prior year.

I
PEIA's consulting actuaries have prepared an updated Actuarial Baseline Forecast dated June 28,2007 which indicates

- a surplus of $13,531 ,779 for Plan Year 2008. The Budget Column indicated in these reports has been adjusted to reflect

f this update.
r

I
I
I
I
I
t
t
t
I
I
I
I
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Assets

Cash and cash equivalents
Due from WV PEIA
Premium accounts receivable-net of $ 1,300;000

allowance for doubtful accounts:
Employers
Plan members

Accounts receivable
Annual required contributions
Transfer due from State
Prescription rebates
Retiree drug subsidy
Other receivables

Total assets

Liabilities
Claims payable
MAPD payable
Accounts payable

Total liabilities

Net assets held in trust for
postemployment benefi ts

For internal use only. See financial conments.
Prepared November 5, 2007

State of West Virginia
WV Retiree Health Benefit Trust Fund

Statemint of Plan Net Assets
July 31, 2007
Accrual Basis

(Unaudited-For Internal Use Only)

July
2007

$ 6,112,737
I19 ,865,539

6,759,963
2,331,255

5,606,442
3,306,161

767,905
7,622,393

8,772

145,941,063

I 1,300,000
4,399,549

30,820

15,730,369

$ 130,110,694

Page 1 of3
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State of West Virginia
llW Retiree Health Benefit Trust Fund

Financial Comments

Year-to-Date July 31, 2007
Accrual Basis

(Unaudited-For lnternal Use Only)

Amounts reported in the Budgeted Column of the attached Statement of Changes in Plan Net Assets represent a one
twelfth per monlh recognition, except for the PEIA over reserve transfer of the annual budget for Plan Year End June 30, 2008.
A seasonal claims budget is not yet available. The consulting actuaries have prepared an updated Actuarial Baseline
Forecast dated June 25,2007 which has been used as a basis for the budged amounts.

Emolover health oremiums represent amounts paid for retirees primarily due to the months'credit programs provided by the
various Plan Employers.

Emolover pav as vou oo premiums represent the retiree subsidy which is included in the active policyholder premium to the
extent that it is paid by the Employer.

Emolover accrued actuarial liabilitv fund are funds that are included in the active policyholder premium to the extent that it
has been committed to fund the liability.

Emplover Annual Reouired Contribution (ARC) represent amounts that must be contributed in a given.year to fully fund
the trust as determined by the actuarial valuation. This amount has been billed to the respective Employers year-todate
and is computed as a monthly rate per active employee of 991.54 for State Employers and $144.48 for Local Employers.

Emplover PEIA over reserve transfer is a transfer of excessive reserves of PEIA which have accumulated through
June 30, 20Q7 , as directed by State Code. The full amount due for Plan Year 2008 is reflected in the July 2007 financial
statements. These funds were designated to reduce current year ARC.

State of West Viroinia transfer are funds that have been set aside in the Fiscal Year 2008 State Budget to help fund the
ARC for State Employers.

Member health oremiums represent health premiums that have been billed to members who participate in the PEIA PPB,
MCO and MAPD Plans. These amounts are net of Employer contributions for those retirees who participate in the months'
credit program.

Member oav as vou qo premiums represent the retiree subsidy which is included in the active policyholder premium to the
extent that it is paid by the policyholder.

Page 3 of 3
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I WV PEIA - Monthly Trend

Plan DemooraDhics Jul{7 Aug-07 Sep-07
zwr - avgo

Fiscal 2006 - 2007 Fiscal % Change
ot.|| urug uost $10.960.87' s12,272,76t u l  t . $34,997.60r $r'6.396.76t
Vnount Paid Bv Plan Soonser $6.215.891 $8.937_66( $8.981.27t $24.1U.a4( $25,994.221 -7 15%
Vnount Paid Bv Membe6 M.744971 $3.335.09r $2.782.68! $10 862.76r $10,402.54 4.42q
Iotal Claims 173.364 189.171 185,959 548.494 538.07! 1-9401
qveraoe Elioible Mernber r53.233 153,346 153.830 153,470 r55.43; 1 taol

{veraoe * of Rt's Per Member Per Mon0l 1 . 1 3 1.23 1.21 1 . 1 9 1 . 1 5 3.24E
Plan Paid Per Member Per Month (PMPM) $40.5( $58.21 s5f #2.41 $55.71 -5.979(
Veraoe Elisible Enrollees 71,U0 71.016 71.168 71 075 72.557 -2.049l
NBraoe * d fu(s Per Errc0ee Per Mon0l 2.44 2.66 2.61 2.57 2.47 4.069{
rlan Paid Per Enrollee Per Month (PEPM) $87-5( $125.81 $126.2( $1 13.1€ $1 19.4i -5-2201

Rx Cost Share
\w. Claim Cost to Plan st5.8! v7.2! s48.3( $44.(x $48.3' -8920/.
ryo. Membercosuclaim $27.31 $17.6: $14 9( $19.8( $19.3: 2.44q
tercent member Cost Share 4:1.39 27.201 23.701 3r,09r 28.6q 8.609{

A\6rase Ingredient Co€ts
iimfe Source (no generhs available) $148.0i $153.4! $152.4i $r5r.3i $132./tt 14-2501
riulli-Source Brand (oen€rics availablel $36.8i sls.5i $35_91 $36.1t $.10.7r f .27q
3eneric Drugs $19.5t $m 4c $20.52 $20.1t $24 tr -18.049(

Brand/Generic Dispensino Rates
;inole Sourc€ (no oen€dcs) 32.479/. 32020t 30 99% 31 819,{ 37 7@1 -15 629l
,luli-Source Brand % (oenerics available) 1101. 1.069i 1.00% 1.06% 1.26q -15.939(
ien€dc Drus 66-41q 60.929( 68.01% 67.13% 6I.ME 9.979
ienerics Dispensed wl|en available 98.359 98.1149( 98.559 98.45% 97.989( 0.fr89(
)ercent of Plan Cosl for Singb Source 86.1391 82.1 1q 79.579. 82.35y.. 78.52.1 4.880/

Retail Phannacy Program
\W. DaySWCy 32.. 33.1 32.i 32.1 32.3 0.869(
N0. Phn CosUDav SuDplv $1.(x $1.4 $1.4t $1.3 $1.4[ -9.849{
\vo. Claim Costto Plan $35.4{ $46.7! $47.8t $43 5t s47.9( -9.0701
\w. Member Cost / Claim s27.2' $17.41 $r4.87 $19.6: $19 2i 236ot
)ercenl Member Cost Share 43.430A 27.2201 23.700t 31.1 19( 28.60/ I 669{
ioedal Maint Nehilk (% of claims flled! 10.999( 1.889 11.69% | 1.539( 1 11101 3.789(
)ther Maint (% of daims flled) 0.59% 0.64q 0.569( 0.609,{ t.3091 -54.100t
\w. Da\rs Suody tur Maint. Net\,vl€ 87.€ s7.( 87.; a7.t 47.1 -0.05%
folal # Cbims Ftls 1-3{ Days SuoDlv 150.764 162.7n 1 6 1 , 1 1 7 474.658 466.897 1.ffiof
lotal # Claims Fi[s 35,60 Dil Smdv 1.150 r.353 1.203 3.706 3.699 0.199(
Iotal # Claims Fills 61-90 Dav SuoDlv 19.802 23,190 22.@9 65,061 62.418 4.23.1
Total * Claims Fills 91+ Dav SUDDh 2t 99 -77.7Ao1

lltail SerYlce Proqram
qvo. Days Supoly 71.( 72.C 70.1 71. i 72.1 1-31q
qvo. Plan CGUDavs SuoDlv $ 1 . 1 $1.3€ $1 3( $1.2( $1.2; 0.$q
tuo. Costto Plan $79.8S $97.9C $96 1( $9r.71 $92.0( -0.399(
{vq. Member Cosuclaim $44 1€ $32.71 $25.8( $34_0I $1.A 7.7301
rercent lffiercost Share 35.619 25.05qr 21.15Et1 27 1001 25.694 5.940t
fotal # Claims Fi[ 1-34 Days SuDplv 51 55: 52, 158( t.48I 7.@.1
fdal # Claims Fills 35$0 Days Supplv 1 ! -33.339(
fotal * Claims FiUs 61-90 Days SupDlv 1.068 1.2U 1,096 3..148 3.46( -0.359{
fotal# Claims Fills 9l+ Day Supply

Fomulary ProgEm

i/S Formulary Drugs (% by claim) 23.7001 23.510A 22910] 23.370 25.05% -6.7r9{
VS Non-Fomtiary Drugs (% by claim) 8.770 8.50S{ 8.089i 8.14% 12.659l. -33.259(
\r/S Drugs (% bry claim) 1.119'. 1.069i 1 009 1-0601 1.26%. -15.93%
3eneric Druos (% bv Chim) 66 4101 66 929r 68.010t 67.130] 61.04% 9.979(
VS FormuhrvDruss(%bv$) 74.7901 70.159 68.259( 70.uq d22q t5 3901
Ys non-Formulary Druss (% by $) 11-Uo l 11.969{ 11.7201 11 7101 17.3M -32 30%
VVS Dn gs (% by $) 0.280/' o 2 1 q o.219i. o.230 o.4101. 45.29%
!€neric Druos (% bv $) 13.609 17.Mq 19g20tt 17 -43o/l 21 0704 17.30%

Specialry Druqs
lotal Druo Cosl $1.085.98i $1.164.601 $1.015.59r fi.266.27i $3.237.241 0_900,i
Amount Paid bv Plan SDonsor $1.030.$( $1,127,42r $986.33 $3144,723 $3.092.77r 1.689(
qrnount Paid W Members sa5 orf $ii7.r7r $29.36( $121,5541 9144.471 -15.869(
Total Claims 622 673 59( 1,8851 2.282 -17.4001
\w # d Rt's p€r Member per Month o o f 00 ( 0.fr 0.001 0.004 -74 ot
)lan Paid Per llember Per Monh (PMPM) $6.731 $7.3| $6.41 $6.$l $6.6: 2.9804
\9 Cl€im Cosl to Phn $1,657.501 $1,675 221 $1,671.7 t $1.668.291 $1.355-2( 23.099{
\V9 Claim Cost lo Member I $88.$l $55.241 $49 7€ $64.481 $63.31 1.6601
)ercent of Menber Cost Share s.07%l 3.19%l 2.89&. 372%l 4 46%l 16.61%
)ercentofoverall Drug Spend I e.e1%l e.4e%l 8.63%l t$%I a8e%f 4.9301

I 
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PIan Cost  PMPM
Average Mbrs/Mon-th

Subs/Month
% Uti I izin g_. M g.T p_g-ts_,"

v.* neteij uiiti.ing ry|fr"b--e_;i__ _
"/r .lf!.giI Utilizins_M-e.ry!b9.rg - "_""..

Current Period

-.qq8.4g*
. ."*_*L53,830'

7 1 1 6 8
433 o/o

Gurrent Period: 09/2007 .09/2007
Previous Period: 09/2006 - 09/2006

Previous Period % Ghange

321,".:1!
1 8 3 %

- 2 6 . 5 %

50.0 %; -12.3 Yo'4e:iw
0.7 o/o:

...".:,1.?:3-^li"D
-25.A D

Rxs P.MPM.
Retail Rxs PMPM

-23.7 alo

Rxs PMPM

Avg Retail Mbr Gontrib/Rx $14.8ei $13.ssl e.5 %
Avq Mail Mbr Gontrib/Rx l $25.801 $22.49' 14.7 o/o

A.yera_gq flal.9"g:_1181_"* __:.
. Ayg Retail Plan C_9_s."U_[x._ "."",." " "".1.

Avo Mail Plan CosURx
Avg"r_g*se tvt b.r."c_on!Lll LBl. " . . , .

A.yg- .$ ' .e - ta i ! - ! .n9*9 - .o - -9 -g -B . [ . " " * - - " " " - " - ; . - . " . . .$Q1 '9 -3 . l . . ' " -$ -6g2-h - ' - . " " ' - * - - - - - . "9 . "? "?
Avq Mailfnq GosURx $120.49 g11l.6d----------28-%

T
I
I
I
I
I
I
I
I
T
t
I
I
T

Ayer.qg.q AW.P/R1-. . "-
A-v,g'.,Re!a i l- Aw.PlBI
Avq MailAWP/Rx i $200/6

{vgrag_e p,"9-11s- sgnnlJJRI_"^ "
Avs Retail Days/Rx 32.31 .--.?.!.r?j. ""-  ̂  :5,Q %;

A.vq Mail Plan

% pfan Gost  T6.3yo:  79.9o/o,

% Member Contribution 23.7 Yo 20.1 o/o,
4 4 %

1 7  6 %
% Ret_ail Plg !9.9t"""*,
% Retail Mbr Gontrib

7 9 . 8 % l
[o.z;i"{ 

- 4 5 %
17 7 o/o

% Mai l  P lan Gost
% Mai l  Member Gontr ib

78.8 o/o'.

21.2 0 '.
81 j%"*  :2 .8_" i
18I o/o 12.0 Yoi

Page 1 of  3 10t11t07

This rcpotl may contain prctected health infonation, State and Fedenl taws may regutate the use and disctosm of this inlomation Unaulhqized duplicalion is ptdribited
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Current Period

Gurrent Period: Ogl2OOT - 09/2007
Previous Period: 09/2006 - 0912006

Previous Period % Ghange

o/o Mail Rxs-.

% Retail Rxs
",0-.9 -7sj"
s"91":hi

0 .0  % i

. f i " .1 ' /a
9 2_,.?lp

-89.7 ale,% Member Submit Rxs 0 . 1 Y o

I
AvgGENP!a4G.o-9. (Rx. . ' . . ' . . . . . . . " , . . . . . ' ' . . , , . , , . , , . ' . - , " ' - . . - " . . "$1* . . -q . "9"" -* - - . ' . ,^ - ' , ' , ' . - . . . . " -$?.2 ' :

Avg RetailGEN Pt-a-"4" C*gg-U,Bx - .
Avq Mai lGEN Plan GosURx

-?? j.!t:
-JU.U -1)

-3 .9%T
I 68.0 %7o Generic Rxs

_"96-6 "o/_ej . ""
- - .  1^2%t , "

62.2 o/ot

:11,?"1{,
19.,,1,'191

9.3  %,

Qr9 7"
0.9 %

I
I
I
I
T
t

% Mait Single*:So_-urce Efgnd. .". , . , """ ,37.19._%1,. . .,... .!?, "2.%t . ^" " 
-1F.,? ii:,,,

7o Mail !lt4J.ti-Sgg-r-c-e.9rnn-{--. p-l-.V:'. 0:7'/2'. .. 2.7"Yo
% Mail Generic : 61.5 %i 57.1 o/o! 7.7 o/o:

% DAw Els. . . . .  . .
% Retail DAW Rxs

MailDAW Rxs
% Generic Conversion*_

% Retail GEN Gonversion
% Mail GEN Conversion

1 . 3
98.6 %

-w
9 8 j %
p8.,0- o/o,

p.8-,9%1, "-

.?"?,s,ii.
,.. -29",!)_Y'

-24.8 ul,

0.5 7o.'
0 .5  % l
O . 1 Y o |

Total Plan 9o.it. .
. Retail P.lan Gost

Mai l  Plan Gost

-"$8,9e1'l!".e-,Q.%, "-^ -$LQ?-1"9'V!!,11.' .-. - .,- *i","i,ii:t:
- 9"8rq94,e11:"3l1 _ "_.,_$_15',99?,_3_7.9-8-,- . . ::44 5'4

$156,205.52i $278,24323,,___:a3.9_!'"

I
t

Total Member Contribution
Retail Member Contrib

$.*?/"9e,9,5*e:?3.
$2,747 ,957.32

$,1,9,p2,83.1-:99
$4,023,064.40

-31 .8 o1',

-31 .7 'Jir

Page 2 of  3 10t11t07

This repotl may contain prctected health infomatiu. State and Federat taws may rsgulate the use and disdosure ol lhis infomtion. Unaulhqized dupli@li@ is prohibiled
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WV Public Employees Ins - w/o AccessllW

Gurrent Period

Mail Member ContriL- $41.901.91r

E X P R E S S  S C R I P T S *
C h o r t ; a g  t h e  F u ? u r e  o f  P h o r m a . y

www expfess-scripts.com

Gurrent Period: 09l2OO7 - 09/2007
Previous Period: 0912006 - 09/2006

Previous Period % Ghange

$64.773.48l -35.3 %

.JL,

frA
VJ'
ry

I
I

Total Rx Count_
Retail Rx Qount-
Member Submit Rxs 1 4 ?111*_*_--s_9-6.?:,'

2.880i -43.6 shlMaif Rx Count 1.624
Totaf Admin
Totaf UG Sq,vings^ $6,434,636.60: $9,814,737.72 -34.4 a/<t

To ta | ,Los tSav ings ' . . . , , . ' " . " - . ' ' . . . . : ' ' ' . , , ' , . , . " . - "$ "1 " "0 . ,n -9 " ' ' 9 ,9 " ; , " , " " " ' - ' ' " - " - . ' ' " - " -$19*J " -5 -0 .14 : ' , . , . '-43.8 ela

*__q.g",gi___"

I
I
I
I
I
I
I
I
I
I
I
I
T

Graphs based on Current Period: 0912007 - 0912007

Claim Source by Rx Count

,:'--_\
i ' \

99.1% |  
- -  o .so loo '0Yo

ta.-,,r'

l l M a i l

frMemoer Submit
Retail

Drug Type by Plan Cost
o . 2 %
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West Virginia Board of Risk and Insurance Management
UNAUDITED BALANCE SHEET

September 30
2007

ASSETS
Short Term Assets

Cash and Equivalents
Advance Deposit with Carrier/Trustee
Receivables - Net
Prepaid Insurance

Total Short Term Assets

Long Term Assets
Investments

Total Long Term Assets

TOTAL ASSETS

LIABILITIES
Short Term Liabilities

Accounts payable
Claims Payable
Agents Commissions Payable
Unearned Revenue
Current Estimated Claim Reserve

Total Short Term Liabilities

Long Term Liabilities
Compensated Absences
Estimated Noncurrent Claim Reserve

Total Long Term Liabilities

TOTAL LIABILITIES

Prior Year Net Assets
Current Year Earnings
TOTAL NET ASSETS

TOTAL LIABILITIES AND RETAINED EARNINGS

$ 31,669,286 $
126,899,160

2,964,414

30,651,336
98,497,808
1,543,705

3.464.716 3.517,768
164,997,576

118,931,349

134,210,617

1 10 ,019,653
1 18,931 ,349 1 10,019,653

283,928,925 244,230,270

2,049,052
140,279

2,481,507
9,853,427

1,208,800
75,076

513,659
10,934,810

54,853,556 51,706,302
69,377,821

200,147
108,657,526

64,438,647

163,620
124,962,701

108,857,673 125,126,321

178,235,494

97,546,877
8,146,554

189,564,968

44,843,685
9,821,617

105,693,431 54,665,302

$ 283,928,925 $ Z++,230,270

11t14t07
DRAFT - Unaudited - Management Purposes Only
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West Virginia Board of Risk and Insurance Management
UNAUDITED INCOME STATEMENT

For the three months ending

September 30

Operating Revenues
Premium Revenues
Less - Excess Insurance

Total Operating Revenues

Operating Expenses
Claims Expense
Property & MS Claims Expense
Personal Services
Operating Expenses

Total Operating Expenses

Operating Income

Nonoperating Revenues
Court Fees
Claim Interest Income
Investment Income

Total Nonoperating Revenues

Net Income

14,483,466 15,760,473

3,062,491 3,192,404

8,210

5,075,8s3
5,084,063

8,146,554

2007

18,700,472 $
(1  ,154,515)

20,480,348
(1,527 ,471\

17,545,957

13,358,418
1 10,508
345,521
669,019

18,952,877

13,038,361
1,618,642

324,772
778,698

7,260

6,621,953
6,629,213

I
I
I
I
I
I
t
I
I

9,821,617

11t14t07
DRAFT - Unaudited - Management Purposes Only
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West Virginia
Children's Health Insurance Program
1018 Kanawha Boulevard East
Suite 209
Gharleston, hM 25301
Phone: 304558-2732
Tollfiee: I {77-V\IVA CHIP
Fax:30465V2741
www.wvchip.org

Joint Committee on
Government and Finance

Report

November 2007
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October tl,2007 Enrollment 25,045
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WestVirginia

Assets:

Cash & Cash Equivalents
Due From Federal Govemment
Due From Other Funds
Accrued Interest Receivable
Fixed Assets, at Historical Cost

TotalAssets

Liabilities:

Due to Other Funds
Defened Revenue
Unpaid lnsurance Claims Liability

Total Liabilities

Fund Equity

Total Liabilities and Fund Equity

Health Insurance Program
Balance Sheet

September 2007 and 2006
Basis)

September 30, 2006

$1,607,055
$3,601,813

$637,154
$8,395

$63.071

$5.917.488

Variance

$3,673,616 229o/o
($676'954) -19o/o

$50,262 8o/o
$12,551 15O%

($60) 0o/o

$31159-410 52o/o

$687,416
$20,946
$63.011

$92,275
$981,900

$79,405
$1,276,374
$3.290.000

$4.645.779

$1.271.709

$5-917-486t
I
I
t
t
I
t
]

J
I

PRELIMINARY FI IAL STATEMENTS

Unaudited -For Purposes Only - Unaudited



West Virginia Ghildren's Health Insurance Program
Gomparative Statement of Revenues, Expendilures and Ghangee in Fund Balances

For the Three Months Ending September 30, 2OO7 and September 30, 2fl16
(Modlfied Accrual Baslsf

I
I
I

September 30,2OO7 September 30, 2006 Variance

109,035 1%
459 Oolo

15,099
48.442 294o/o

173.035 2o/o

Revenues:
FederalGrants
State Appropriations
Premium Revenues
Investment Earnings

Total Operating Revenues

Operating Expenditures:
Claims:
Outpatient Services
Physicians & Surgical
Prescribed Drugs
Dental
I npatient Hospital Services
Vision
Outpatient Mental Health
Durable & Disposable Med. Equip.
Therapy
Inpatient Mental Health
Medical Transportation
Other Services
Less: Collections*
TotalClaims

General and Admin Expenses:
Salaries and Benefits
Program Administration
Eligibillty
Outreach & Health Promotion
Current
Total Administrative

Total Expenditures

Excess of Revenues
Over (Under) Expenditures

Fund Equity, Beginning

Fund Equity, Ending

2,418,617
1,929,324
1,887,300
1,321,104

896,652
299,756
244,635
90,371
89,286
71,238
68,328
15,948

Q26.0781
9.106.481

129,390
552,O52
86,251
4,153

35.447
807.293

9.913.774

897,610

3.485.118

43g2J2g

2,341,893
2,119,1il
1,803,046
1,256,299
1,17 '1 ,988

343,998
319,953
123,489
93,517

196,100
104,121
47,338

(2Og.4261
9.712.470

121,990
477,303
64,649
6,643
10.962

681.547

10.394.017

244,332

1.427.377

1,?u1J39

76,724 30/o
(189,830) -9o/o

84,254 59lo
64,805 5%

(275,336) -23o/o
(M,242) -13o/o
(75,318) -24o/o
(33,118) -27%
(4,231) 4%

(124,862) 4,4%
(35,793) -UVs
(31,390) €60/6
n7.6521 80h

(605.989) $%

7,400 6%
74,749 160/0
21,602 330/0
(2,490) -37o/o

24.485 223o/o
125.746 180/0

U8O.2431 -5o/o

653,278 2670/0

2.457.741 23go/o

3J_1!_-E19 248%

I
I
I
I
I
T
t
I
t
t
I
I
t
I
!
,l

'Collections are primarily drug rebates and subrogation
' State Appropriations restated in prior year to actual draw deposited

PRELIMINARY FI NANCIAL STATEMENTS

Unaudited - For Management Purposes Only - Unaudited
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Weet Vlrginia Children's Health Insurance Program
Budget to Actual Statement
State Flscal Year 2008
For the Three Months Ended September 30,ZO07

Projected Cost
Premiums
MedicalCopays
Drug Copays
Subrogation & Rebates

Net Benefit Cost

Salaries & Benefits
Program Administration
Eligibility
Outreach
Current Expense

TotalAdmin Cost

TotalProgram Cost

Federal Share 80.97%
State Share 19.03o/o

TotalProgram Cost

$49,020,492
136,290
576,800
489,250
760.000

47,058,152

$12,255,123
$34,073

$144,200
$122,313

190.009
$11,764,538

$129,918
541,699
85,014
6,799

71.935

$835,356

$12.599,894

$10,205,914
$2.393.980

ue59s-8gr

Monthly
Budoeted Amt

$4,085,041
11,359
49,067
40,771
63.333

3,921,513

$43,306
180,566
28,339
2,263

23.978

$278,452

$4,199,965

3,401,971
797,993

$4,199,905

55.366 72,324
2,347,753 3,607,782

$40,243 $41,241
189,848 306,071
80,693 0

1 ,780 611
18.320 7,534

$330,884 $355,457

Budgeted for Year to Date
Year Budoeted Amt

Year to Date Year to Date
Ac'tual Amt Varlance*

$8,932,307 $3,322,916
15,099 $19,974

o 144.200
0 122,313

226,078 (36.078)
$8,691,130 $3,073,408

$129,389 $529
537,928 3,771
87,339 (2,325)
3,052 3,737

37.255 34.681

$794,9ts3 $40,392

$9,486.093 $9,113,9q9

$7,692,273 2,519,641
$1.793.820 600.160

$9-490.093 $3.113.800

Sep-07 Auo-07 Jul-07

$2,408,572 $3,685,635 $2,838, 1 01
5,453 5,529 4,117

-1
-100Vo

260/0

$519,
2,166,

340,
27 ,1

$3,341

' PoEitive percenEg$ indicatefavorablevariances
'" Budgeted Year Based on CCRC Actuary 6/302007 Report.
Please note: Medlcal and Drug Co-pay figures are incomplete.

1

Qo/o
1o/o

-30h

55o/o
48o/o

5%

98.388
2,735,596

$47,905
42,049
6,646

661
11.401

$108,622

$2,678,637 $3,963,239 $2,844,219

2,172,107 3,213,790 2,306,376
506.530 749.448 537,842

$2,678,637 $3,963,239 52,844,218

Unaudited - Cash Basis For Management Purposes Only - Unaudited



Uru CHIP Enrollment Report
October 2007

County Pop. TotalCHIP Total Medicaid Total CHIP/Medicaid
County 2005 Est. Enrollment Enrollment CHIP/Medicaid Enrollment
Rankino (0-18 Yrs) Oct-07 Enrollment % of Pooulation

AfiACHMENT 1

Total % # Children Est- #
lnsured lnsured Uninsured
312002" Rankino' Elioible*

I
t
I
I
I
I
I
I
t
t
I
I
T
I
I
t
t
I
I

285
324
480
1 9
88
224
236
486

1,395
653
81
336
3 1 5
356
103
93

Barbour 3,248
Berkefey 22,882
Boone 5,706
Bmxton 3,044
Brooke 4,658
Cabell 18,900
Calhoun 1,389
Clay 2,454
Doddridge 1,607
Fayette 9,692
Gifmer 1,154
Grant 2,463
Greenbrier 7,110
Hampshire 5,110
Hancock 6,270

Hanison
Jackson
Jefferson
Kanawha
Leuris
Lincoln
Logan
Marion
Marshall
Mason
McDowell
Mercer
Mineral
Mingo
Monongalia
Monroe

14,973
6,277
11,465
40,647
3,577
4,945
7,610
11,245
7,176
5,461
5,170
12,687
5,973
6,204
't4,346

728

307
1,130
322
210
299
998
132
205
128
951
96
158
578
288
412
143
935
386
432

2,111
298
411
545
792
423
u7
422

1,107
309
433
711
252
226
462
483
1 1 9
108
151
542
623

1,302
498
159
282
238
228
165
147

Oct-07

1,518
4,967
2,434
1,514
1,375
7,573
781

1,313
876

4,543 |
553
855

2,591
1,696
2,065
949

5,598
2,233
1,899
15,746
1,726
2,376
3,743
4,019
2,601
2,238
3,242
6,206
1,871
3,129
3,753
875
934

2,400
2,924
385
455
627

2,182
3,004
6,398
2,300
785

1,570
1,094
1,366
424
845

1,825
6,097
2,756
1,724
1,674
8,571
913

1,518
804

5,494
649

1,013
3,169
1,984
2,477
1,092
6,534
2,6',|,9
2,331
17,857
2,024
2,787
4,288
4,811
3,024
2,585
3,664
7,313
2,180
3,562
4,464

56.2o/o
26.6%
48.3o/o
s6.6%
35.9%
45.3%
65.7o/o
61.8o/o
50.07o
56.7o/o
56.3o/o
41.1o/o
M.6Vo
38.8%
39.5%
SV.Ooln
43.6%
41.7o/o
20.3o/o
43.9o/o
56.60lo
56.4Yo
56.3%
42.8o/o
42.1%
47.3o/o
70.9%
57.60/o
36.5%
57.4o/o
31.1o/o
4tr.3o/o
34.5o/o
52.2o/o
37.60/o
30.9%
35.3olo
45.3olo
42-9o/o
29.0o/o
48.1o/o
46.9o/o
42.2o/o
56.7olo
57.4%
48.2o/o
43.5%

92.5o/o
93.9%
97.90/o
95.670
98.5%
91 .60lo
88.0%
95.1o/o
96.4o/o
92.1Yo
92.8o/o
95.8%
94.8o/o
91.3olo
92.9o/o
93.69/o

93.90/o

93.9o/o

96.4To
88.0%
93.3%
92.1o/o
95.9o/o
97.5o/o
95.7o/o
93.8olo
91.0o/o
9O.7o/o
88.5olo
92.6%
93-1%

94.4o/o
95.6%
99.07o
93.9%
87.7o/o
9O.2o/o
93.2o/o
91 .7o/o
89.7o/o
96.2o/o
90.5olo
88.9%
90.9olo
93.1o/o
94-9o/o

255
1,084
133
155
0**

1,218
207
94
60
706
1 1 5
82
306
295
M3
204
0*
v0
651
772
431
327
654
516
2"t7
249
373

1,268
251
566

1,144
1916

u
21
4
1 3
3
39
52
1 5
6
36
32
1 1
1 7
40
31
26.
1

22
23
7
53
27
37
1 0
5
1 2
25
41
43
51
33
29
49
1 9
1 4
2
24
54
47
28
38
48
9
M
50
42
30
1 6

Morgan
Nicholas
Ohio
Pendleton
Pleasants
Pocahontas
Preston
Putnam
Raleigh
Randolph
Ritchie
Roane
Summers
Taylor
Tucker

3,365
5,478
9,068
1,632
1,593
1,717
6,354
12,522
15,992
5,971
2,2U
3,266
2,322
3,307
1,354

127
1,160
2,862
3,407
504
563
778

2,724
3,627
7,700
2,798
9U

1,852
1,332
1,594
589
9521

Page 1
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County
Rankino

Upshur
Wayne
Webster
Wetsel
Wirt
Wood
Wyoming

County Pop.
2005 Est.
(0-18 Yrq)

4,956
9,176
2,020
3,732
1,269
19,063
5,092

# Children
lnsured

Rankino*

46
55
1 8
35
I
45
20

Totals 382,490 168,633 44.1o/o

Hlghest 9o d Chil&en In$red

*Based on data from "Health lnsurance ln WestWrginia: The Children's Report"- a suruey by
The lnstitute for Health Pollcy Researeh at the West Virginla llniverclty Rohert C. Byrd Sclence Cenbr

*There may be some unlnsured eligible chlldren ln these cwnties, but accordlng to the resafF
of tcne survey sampltng none wene found.
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nE 2!d Highestgo cf chlHren Insrrcd

2td br/yest 06 of Children Ingrred

Lilest 96 dChfldren Inzured

WV CHIP Enrollment Report
October 20OT

TotalCH|P
Enrollment

Oct-07

401
567
199
225
132

1 , 1 1 5
441

25,045

TotalMedicaid
Enrollment

Oct-O7

2,112
3,966
1,OU
'1,562

522
7,379
2,662

143,588

Total
CHIP/Medicaid

Enrollment

2,513
4,533
1,233
1,787
654

8,494
3,103

CHIP/Medicaid
Enrollment

% of Pooulation

5O.7o/o
49.4o/o
61.1o/o
47.9o/o
51.60lo
44.60/o
60.9%

Total o/o

lnsured
312002*

90.4o/o
87.7o/o
U.7o/o
92.5%
96.3%
90.5%
94.O%

93.4%

ATTACHMENT 1

Est. #
Uninsured
Elioible'

547
1,034
103
334
46

1,624
231

22,446

Page2
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Legislative Oversight Commission on

Health and Human Resources Accountability

November 2007

Department of Admi nistration

State Children'sHealth Insurance Program
UPDATE



WV CHILDRBN'S HEALTH INSURANCE AGENCY

Rrponr Fon NovBMBER 2007

I. Enrollment on October 3L,20072 25,045
See Attachment l for enrollment by county.

Current l2-Month Enrollment Period: November 2006 through October 2007

I
s
I
t
t
I
I
I
t
t
I
t
t
I
I
I
il
I
t

26,000

I zs,ooo
E
E,
o
5 24,000
o
tt
E
; 23,000
z

22,OO0 1

+d a€ ,S €" *f f* sd S.',s-|o"$ q<3 06

Enrollee Totals: August 2007 to October 2007

Month Total 7 Year Total
August

September
October

1 ,856
1 ,778
1 .658

Average
High
Low

1,789
2,084
1,493

New Enrollee (Never Before on CHIP) Totals: August 2007 to October 2007

Month Total I Year Total
August

September
October

750
812
732

Average
High
Low

793
917
668

II. Re-enrollment for 3 Month Period: August 2007 to October 2007

Total Forms Mailed
Enrolled within
Notice Period

Reopened Cases
After Closure Final Closures

Month Total # Vo 4 Vo # Vo
August 2,150

September 1,936
October 1.863

1,293
1 ,093
1 ,112

60%
56%
60%

252
268
223

12%
14"/o
12 / "

615
575
528

29%
30%
28/"
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WVCHIP
Report For November 2007
Page 2

III. Financial Activity
Please see this month's financial statement at Attachment 2.
The average annualized claims cost per chitdfor the month ended September 2007 was $I,7gg.

Annual Expenditures for a 3 Year Period: SFY 2005 - SFY 2007

sFY 2006 FFPVa
2006

Federal 35,472,537 80.97 34,247,276 81 .09 33,767,136 82.26
State 8,336,944 19.03 7,986,385 18 .91 7,235,862 17.74
Total Costs 43,809,481 100.00 42.233.661 100.00 41.002.999 100.00

E SFY 2OO7

r SFY 2006

, D SFY 2005

Monthly Budgeted and current 3 Month period: July 2OO7 - September 2007

Budgeted Wtd. Avg.
Per Month For Qtr.

40

3so
.9

= 2 0
c

1 0

0

5

4
o
O \ t
=

- 2

1
I

0

Budgeted Per
Month

Wtd. Avg.
For Otr.

Actual
September 2007 Ausust 2007 Julv 2007

Federal 3,401,971 2,562.953 2 .172 .107 3,213,790 2,302,963
State 797.994 599,078 506.530 749.449 541.255
Total 4.199.965 3,162,031 2,678,637 3,963,239 2.844.218



WVCHIP
Report For November 2007
Page 3

IV. Other Highlights

Frosnar, FuNorxc UpolrB

Although a revised SCHIP reauthorization bill was again passed by Congress in early
November, it fell short of votes needed in the House to override a Presidentialveto. The current
Contingency Resolution for continued SCHIP funds now expires December 14th. When
Congress returns after the Thanksgiving recess, they will again take up discussions on SCHIP
reauthorization, but recent reports on negotiations indicate that chances for reaching a
compromise are dimming. This may mean that SCHIP would be funded through the entire year
(as has happened with some other programs) through continuing resolutions.
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County
Ranking

Barbour
Berkeley
Boone
Braxton
Brooke
Cabell
Calhoun
Clay
Doddridge
Fayette
Gilmer
Grant
Greenbrier
Hampshire
Hancock

Harrison
Jackson
Jefferson
Kanawha
Lewis
Lincoln
Logan
Marion
Marshall
Mason
McDowell
Mercer
Mineral
Mingo
Monongalia
Monroe
Morgan
Nicholas
Ohio
Pendleton
Pleasants
Pocahontas
Preston
Putnam
Raleigh
Randolph
Ritchie
Roane
Summers
Taylor
Tucker

County Pop.
2005 Est.
(0-18 Yrs)

# Children
Insured

Ranking-

34
21
4
1 3
3

39
52
1 5
6
36
32
1 1
1 7
40
31
26

3,248
22,882
5,706
3,044
4,658
18,900
1 ,389
2,454
1 ,607
9,692
1 , 1 5 4
2,463
7 ,110
5 , 1  1 0
6,270
2,950
14,973
6,277
1 1 , 4 6 5
40,647
3,577
4,945
7 ,610
11,245
7 ,176
5,461
5 ,1  70
12,687
5,973
6,204
14,346
2,728
3,365
5,478
9,068
1 ,632
1,593
1 , 7 1 7
6,354
12,522
15,992
5,971
2,234
3,266
2,322
3,307
1,354
1 ,887

1  , 1 6 0
2,862
3,407
504
563
778

2,724
3,627
7,700
2,798
944

1,852
1 ,332
1,594
589
952

43.60/o

41 .7Yo

20.3o/o

43.9Y"
56.6%
56.4o/o

56.3%

42.80/o

42.1"/"
47.3o/o

70.g1o

57.60/0

36.5%
57.40h

31 .10/o

41 .3Y"
34.504
52.2o/o
37.6%
30.9%
35.3o/o
45.3/"
42.9/"
29.0o/o
48.1"/"
46.gyo
42.2V"
56.70/o
57.4yo
48.2o/o
43.5o/o
50.5%

0**
340
651
772
431
327
654
5 1 6
2 1 7
249
373

1 ,268
251
566

1 , 1 4 4
196
285
324
480
1 9
88

224
236
486

1,395
653
81
336
3 1 5
356
103
93

1
22
23
7
53
27
37
1 0
5
1 2
25
4 1
43
5 1
33
29
49
1 9
1 4
2

24
54
47
28
38
48
9

44
50
42
30
1 6

WV CHIP Enrollment Report
October 2007

TotalCHlP
Enrollment

Oct-07

307
1 , 1 3 0
322
210
299
998
132
205
128
951
96
158
578
288
4 1 2
143
936
386
432

2 , 1 1 1
298
411
545
792
423
347
422

1 ,107
309
433
7 1 1
252
226
462
483
1 1 9
108
1 5 1
542
623

1,302
498
1s9
282
238
228
1 6 5
107

TotalMedicaid
Enrollment

Oct-07

1  , 5 1 8
4,967
2,434
1 , 5 1 4
1 ,375
7,573
781

1 , 3 1 3
676

4,543
553
855

2,591
1 ,696
2,065
949

5,598
2,233
1 ,899

15,746
1 ,726
2,376
3,743
4 ,019
2,601
2,238
3,242
6,206
1 ,871
3 ,1  29
3,753
875
934

2,400
2,924
385
455
627

2,182
3,004
6,398
2,300
785

1 ,570
1,094
1 ,366
424
845

Total
CHIP/Medicaid

Enrollment

1,825
6,097
2,756
1,724
1 ,674
8,571
9 1 3

1 , 5 1 8
804

5,494
649

1  , 0 1 3
3 ,1  69
1,984
2,477
1 ,092
6,534
2 , 6 1 9
2,331
17,857
2,O24
2,787
4,288
4,811
3,024
2,585
3,664
7 ,313
2 , 1 8 0
3,562
4,464
1 , 1 2 7

CHIP/Medicaid
Enrollment

7o of Population

56.2o/o
26.60/0
483%
56.6%
35.9%
45.3o/o
65.7Yo
61  .8 / "
50.AYo
56.7"/"
56.3%
41 .1" / "
44.6yo
38.8%
39.5o/"
37.Oo/o

Tota l%
Insured
3/2002.

92.5/"
93.9%
97.gyo
95.6%
98.5%
91 .6/"
88.0%
95.1yo
96.4o/o
92.1%
92.8/o
95.8%
94.8Y"
91.3%
92.9/o
93.6%
99.9%
93.9%
93.9%
96.4%
88.OV"
93.3Yo
92.1o/o
95.9%
97.5o/o
95.70/o
93.8%
91 .O/"
90.7o/o
88.5%
92.60/o
93 .1%
89.2V"
94.4o/o
95.6%
99.0%
93.9%
87.7Y"
90.2o/o
93.27o
91 .7"/"
89.7o/o
96.2o/"
90.5%
88.9%
90.9%
93j%
94.9/"

ATTACHMENT 1

Est. #
Uninsured
Eliqible"

255
1 ,084
1 3 3
155
0-.

1 ,218
207
94
60

706
1 1 5
82

306
295
443
200

T

Paoe 1



WV CHIP Enrollment Report
October 2007

County Pop. TotalCH|P Total Medicaid Total CHIP/Medicaid
2005 Est. Enrollment Enrollment CHIP/Medicaid Enrollment
(0-18 Yrs) Oct-07 Oct-07 Enrollment 7o of Pooulation
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46
55
1 8
35
8

45
2Q

WK Highest cf children Insured

ATTACHMENT 1

County
Rankinq

Upshur
Wayne
Webster
Wetzel
Wirt
Wood
Wyoming

4,956
9 ,176
2,020
3,732
1 ,268
19,063
5,092

2 ,112
3,966
1,034
1 ,562
522

7,379
2,662

2,513
4,533
1,233
1,787
654

8,494
3 ,1  03

168,633Totals 382.490 25,045 143,588

50.7Yo

49.4/o

61 j%

47.9o/"

51 .60/0

44.60/"

60.9%

44.1"/"

'{ Highest d Children Insured

d Lowest cf Children Insured

Lowest of Children Insured

401
567
199
225
132

1 , 1  1 5
441

Total%
lnsured
3/2002-

90.4Y"
87.7o/"
94.7Yo
92.5/"
96.3%
90.5%
94.Qo/"

93.4o/o

# Children
Insured

Ranking*

Est. #
Uninsured
Eligible"

547
1,034
103
334
46

1,624
231

22,446

* Based on data from "Health lnsurance in West Virginia: The Children's Beport" - a survey by
The lnstitute for Health Policy Research at the West Virginia University Robert C. Byrd Science Center

*"There may be some uninsured eligible children in these counties, but according to the results
of the survey sampling none were found.

G;;_l
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ATTACHMENT 2

West Virginia Children's Health Insurance Program
comparative statement of Revenues, Expenditures and changes in Fund Balances

For the Three Months Ending September gO, 2OOZ and September 30, 2006
(Modified Accrual Basis)

September 30,2OO7 September 30, 2006
Revenues:
Federal Grants
State Appropriations
Premium Revenues
Investment Earnings

Total Operating Revenues

Operating Expenditures:
Claims:
Outpatient Services
Physicians & Surgical
Prescribed Drugs
Dental
Inpatient Hospital Services
Vision
Outpatient Mental Health
Durable & Disposable Med. Equip.
Therapy
Inpatient Mental Health
Medical Transportation
Other Services
Less: Collections*
TotalClaims

General and Admin Expenses:
Salaries and Benefits
Program Adm inistration
Eligibility
Outreach & Health Promotion
Current
Total Administrative

Total Expenditures

Excess of Revenues
Over (Under) Expenditures

Fund Equity, Beginning

Fund Equity, Ending

8,537,543
2,193,799

15,099
64.943

10.81 1 .384

Variance

109,035 1Vo
459 0/o

15,099
48.442 2940/0

173.035 20/"

2,418,617
1,929,324
1,887,300
1,321,104

896,652
299,756
244,635

90,371
89,286
71,238
68,328
15,948

Q26.078\
9.106.481

129,390
552,052
86,251

4,1 53
35,447

807.293

9,913.774

897,610

3 .485 .118

4.382.728

2,341,893
2,119, ' t54
1,803,046
1,256,299
1,171 ,988

343,998
319,953
123,489
93,517

1 96,1 00
104,'121
47,338

e08.4261
9.712.470

121,990
477,303
64,649
6,643
10,962

681.547

10.394,017

244,332

1,O27.377

1.27' t .709

76,724 3%
(18s,830) -9%

84,254 5%
64,805 5%

(275,336) -23o/"
(44,242) -13o/o
(75,318) -24o/o
(33,118) -27o/"

(4,231) -5To
(124,8621 -64%

(35,793) -34%

(31,390) -66"/"
(17.652t 80/o

(605,989) -60/o

7,400 6%
74,749 160/"
21,602 33/o
(2,4s0) -37%

24.485 223/o
125.746 18%

(480.243) -5%

653,278 267%

2.457.741 239%

3.1 1 1.019 245Y"

- Collections are primarily drug rebates and subrogation
- State Appropriations restated in prior year to actual draw deposited

PRELIMINARY FINANCIAL STATEMENTS

Unaudited - For Management Purposes Only - Unaudited



West Virginia Children's Health Insurance Program
Budget to Actual Statement
State Fiscal Year 2008
For the Three Months Ended September 30,2OO7

Budgeted for Year to Date
Year Budqeted Amt

$12,255,123
$34,073

$144,200
$122,313

190.000
$11,764,538

$129,918
541,699
85,014
6,789

71.935

$835,3s6

$12,599.894

$10,205,914
s2,393,980

$12599-8s1

Year to Date
ActualAmt

$8,932,307
15,099

0
0

226.078
$8,691,130

$129,389
537,928
87,339
3,052

37.255

$794,963

$9.486.093

97,692,273
$1.793.820

$9.486.093

Year to Date
Variance*

$3,322,816
$18,974
144,200
122,313
(36,078)

$3,073,408

$52e
3,771
(2,325)
3,737

34.681

$40,392

$3,113,800

2,513,641
600.1 60

$3iL!_3-800

Monthly
Budqeted Amt

$4,085,041
1 1 , 3 5 8
48,067
40,771
63.333

3,921 ,513

$43,306
180,566
28,338
2,263

23.978

$278,452

$4,199,96s

3,401,971
797,993

$4,199,965

Sep-07

$2,408,572
5,453

55.366
2,347,753

$40,243
189,848
80,693
1,790

18,320

$330,884

$2,678,637

2,172,107
506.530

s?,629-.q92

Auq-07

$3,685,635
5,529

72.324
3,607,782

$41,241
306,071

0
6 1 1

7.534

$355,457

$3,963,239

3,213,790
749.448

$3,963,239

Jul-07

$2,838,101
4,117

98.388
2,735,596

$47,905
42,009
6,646

661
1 1 . 4 0 1

$108,622

$2,844,218

2,306,376
537.842

$2,844,218

Projected Cost
Premiums
Medical Copays
Drug Copays
Subrogation & Rebates

Net Benefit Cost

Salaries & Benefits
Program Administration
Eligibility
Outreach
Current Expense

TotalAdmin Cost

Total Program Cost

FederalShare 80.97%
State Share 19.03%

Total Program Cost *

. Positive percentages indicate favorable variances

.. Budgeted Year Based on CCRC Actuary 613012007 Report.
Please note: Medical and Drug Co-pay figures are incomplete.

Unaudited - Cash Basis For Management Purposes Only - Unaudited

47.058.152

1
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West Virginia Children's Health Insurance Program
WVFIMS Fund 2154

For the Month Ended September 30, 2002
(Accrual Basis)

Funds Invested

Interest Earned

Total

$4,272,959

64,943

$4,337,901

Unaudited - For Management Purposes Only - Unaudited
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I Department of Administration Leasing Report
r For The Period of october 1,200T through November 14,2007

I NEW CONTRACT OF LEASE

I EMPLOYEE GRTEVANCE BOARD
I

EGB-011 New contract of lease for 3 years consisting of the untimited use
I of a conference room/hearing room ai$soo.oO per mbnth full service with' Raleigh Gounty Gommunity of Aging, in the City of Beckley, Raleigh

I County.
I

WEST VIRGINIA STATE UNIVERSITY

I WSU-00{ New contract of lease For 1 year containing 240 square feet of
office space at $10.00 psf, rate full service with \WSU R&D Corporation in

I 
the Gity of Institute, Kanawha County.

DIVISION OF JUVENILE SERVICES

r DJS-0{ I New contract of lease for 25 years consisting of approximately
I 2.14 acres of land at $1.00 annually with Wood County Gommission, in the
I City of Parkersburg, Wood County.

I DEPARTMENT OF HEALTH AND HUMAN REsoURcEs
I

HHR-158 New contract of lease for 1 year containing 310 square feet of
I office space at $14.00 psf, full service with Berkeleybusiness Park'r Associates in the City of Martinsburg, Berkeley County.

STMIGHT RENEWALS

I 
"*-uRANcEpRocRAM

I CHP-002 Renewal for 3 years containing 3,012 square feet of office space- at the current psf rate of $13.00 with Riggs Development, LLC in the City of
- Charleston, Kanawha County.
r

DIVISION OF CORRECTIONS

I COR{33 Renewal for Zyears containing 10,358 square feet of storage
and office space at the same $7.27 psf rate with Doran H. Frame and

I 
Geraldine Frame, in the City of Chaileston, Kanawha Gounty.

I Pagel ofL
I



I
I
I
I
t
I
I
I
I
I
t
I
I
I
I
I
I
I
I

STRAIGHT RENEWALS CONTINUED

FSC-026 Renewal for 1 year containing 200 square feet of storage space
at the same rate of $60.00 per month, with Climate Control Storage plus,
LLC, in the City of Fairmont, Marion County.

RENEWAL/RENT INCREASES

DIVISION OF GORRECTIONS

GOR-030 Renewal for 1 year containing 1,046 square feet of office space
with a rental increase from $10.80 psf to $11.08 psl full service with Mull
center Limited Liability co., in the city of wheeling, ohio county.

LOTTERY COMMISSION

LOT'002 Renewal for 5 years containing 6,200 square feet of office space
with a rental increase from $8.30 psf to $9.76 psf rate, full service with
Kanawha-Roxalana company in the city of Charleston, Kanawha county.

LOT-011 Renewal for 5 years containing 36,200 square feet of office space
with a rent increase from $8.30 psf to $9.76 psf. rate, full service with
Kanawha-Roxalana Company, in the Gity of Charleston, Kanawha County.

DECREASING SPACE

FOR-077 decrease office space from 288 square feet to 144 square feet, at
the same $12.50 psf, full service, with Frankie walkup, in the city of
Lewisburg, Greenbrier County.

Page2 of2
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WV DEPARTMENT OF HEALTH AND HUMAN RESOURCES
BUREAU FOR MEDICAL SERVICES
MEDICAID CASH REPORT
sFY2008

MONTH OF AUGUST 2OO7

REVENUE SOURCES
Beg. Bal. (5084/1020 prior mth)

MATCHING FUNDS
General Revenue (0403/1 89)
Rural Hospitals Under 150 Beds (0403/940)
Tertiary Funding (04031 547)
Loftery Waiver (Less 550,000) (5405/539)
Lottery Transfer (54051 87 1 )
Trust Fund Appropriation (51 85/1 89)
Provider Tax (5090/1 89)
Certified Match
Reimbursables (1)

Other Revenue (MWIN, Escheated Warants, etc.) 508414010 & 4015
CMS - 64 Adjustments

TOTAL MATCHING FUNDS

FEDERAL FUNDS

TOTAL REVENUE SOURCES

TOTAL EXPENDITURES:
Provider Payments

TOTAL

t-Tro?,1tr8osl

tl1rqioa657

$384,969,1 $2,015,777,274

T $ftFreprTl
11.369.779 $28.344.1

Note: FMAP (07' - 72.82o/o applicable July - Sept. 2007) ( 08' - 74.25o/o applicable Oct. 2007 - June 2008)
(1) This amount will revert to State Only if not reimbursed.

ACTUALS
8t1t07
Thru

8t31tO7
25,948,284

26,247,046
216,333
404,667

0
0
0

12,950,000
2,514,433

358,265
21,485

$68,660,513

s138,457,292

ACTUALS
Year-To-Date

Thru
8t31t07
$26,493,079

52,494,092
432,667
809,334

6,450,000
2,500,000

0
24,850,000
4,969,818

835,449
21,485

$1 19,855,925

$265,1 1 3,1 76

PROJECTED
9t1t2007

Thru
06/30/08

341,211
2,163,
4,046,666

16,822,578
7,800,

30,556,594
130,450,072
17,585,742
4,264,032

(21,485)

$554,E79,127

,147$1

155,300,072

5,099,481
0

$674,735,051

$1,726,011

I $1,ees^Bozeo'11
$ 1 1 148
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BUREAU FOR MEDICAL SERVICES
EXPENDITURES BY PROVIDER TYPE
sFY2008

| | I I I fTI I I I ITI I I

MONTH OF AUGUST 2OO7 TOTAL ESTIMATED ESTIMATED ACTUALS ACTUALS PROJECTED

EXPENDITURES:
Inpatient Hospital Services
Inpatient Hospital Services - DSH Adjustment Payments
Mental Health Facilities
Mental Health Facilities - DSH Adjustment Payments
Nursing Facility Services
lntermediate Care Facilities - Public Providers
lntermediate Care Facilities - Private Providers
Physicians Services
Outpatient Hospital Services
Prescribed Drugs ***

Drug Rebate Offset - National Agreement
Drug Rebate Offset - State Sidebar Agreement
Dental Services ***

Other Practitioners Services
Clinic Services
Lab & Radiological Services
Home Health Services
Hysterectomies/Sterilizations
Pregnancy Terminations
EPSDT Services
Rural Health Clinic Services
Medicare Health Insurance Payments - Part A Premiums
Medicare Health Insurance Payments - Part B Premiums
120Yo - 134% Of Poverty
Medicaid Health Insurance Payments: Managed Care Organizations (MCO)

Medicaid Health Insurance Payments: Group Health Plan Payments
Home & Community-Based Services (MR/DD)
Home & Community-Based Services (Aged/Disabled)
Community Supported Living Services
Personal Care Services
Targeted Case Management Services
Primary Care Case Management Services
Hospice Benefits
Federally Qualified Health Center
Other Care Services
Less: Recoupments
NET EXPENDITURES:

Collections: Third Party Liability (line 9A on CMS-64)
Collections: Probate (line 98 on CMS-64)
Collections: ldentified through Fraud & Abuse Effort (line 9C on CMS-64)
Collections: Other (line 9D on CMS-64)

SFY2OOT SFY2OOS
Current
Month
Auo-07

Current
Month
Arn-O7

Year To-Date
Thru

08t31t07

09t01t07
Thru

06/30/08

226,282,408
54,096,937
40,250,781
18,924,239

413,063,985

58,706,822
128,612,962
98,279,923

305,342,895
(93,163,811)
(31,467,242)
37,032,s09
20,319,941
38,178,813
7,948,506

27,688,972
571,881

2,458,929
6,602,490

16,768,356
62,881,209
3,492,445

241,130,268
360,065

200,535,722
56,417,341

38
36,793,019
7,800,004

738,666
9,736,788

15,204,205
126,149,153

( 1

229,804,865
54,331,200
42,231,954
18,81  1  ,200

437,881,637

61,22't ,903
131 ,675,987
105,465,915
340,245,439
(85,011,600)
(30,218,400)
39,606,038
21 ,707,667
38,539,490
8,697,854

31,413,779
628,069

2,696,948
7,245,819

17,586,200
70,281,400

254,923,200
482,900

230,116,182
89,132,81  5

40,243,200
8,609,312

882,800
10,297,200
17,522,314

136,183,348

13,698,376
13,582,800
3,257,669
4,702,800

36,507,645

5,106,900
9,028,127
8J23,708

26,293,030
(1 ,166,678)
(3,e06,714)
3,053,746
1,704,631
2,968,477

680,069
2,449,808

48,369

207,700
559,823

1,465,517
5,856,783

21,243,600
37,146

17,703,415
6,856,370

3,095,631
668,169
67,908

792,092
1,355,500

10,550,052

11,356,568
15,138,061
2,924,870
4,690,367

36,528,522

4,517,708
7,880,809
7,427,525

23,800,492
(774,332)
(382,902)

2,773,436
1,595,758
3,777,27',\

580,834
1,808,844

37,112

167,536
400,851

1,449,114
5,518,589

328,279
22,054,653

24,424
18,070,563
4,651,061

3,306,180
501,041
61,401

8 1 0 , 5 1 1
1,O72,529

10,695,005
(100.888

29,257,867
15,138,061
6,398,714
4,690,367

71,003,889

9,146,383
19,248,093
17,069,548
54,481,929

(17,409,886)
(6,916,754)
6 ,317,866
6,558,179
9,822,705
1,324,619
3,949,589

75,144

362,858
898,237

2,866,294
1 1  ,037,618

649,732
39,962,186

53,074
37,296,293
10,612,983

6,482,077
1,135,697

123,714
1,721,943
2,208,479

21,875,263
(195.7701

200,546,998
39,1 93,1 39
35,833,240
14,120,833

366,877,748

52,075,520
112,427,894
88,396,367

285,763,510
(67,601,714)
(23,301,646)
33,288,172
15,149,488
28,716,785
7,373,235

27,464,190
552,925

2,334,090
6,347,582

14,719,906
59,243,782

(64e,732)
214,961,014

429,826
192,819,889
78,519,832

33,761,123
7,473,615

759,086
8,575,257

15,313,835
114,308,085

1q5 770

2.137.739,218 2,333.236,637 196.592.469 192.692.192 367.246.991 1,965,989,646

(4,6',t8,212
(98,465

(389,328
(6,565,965
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BUREAU FOR MEDICAL SERVICES
EXPENDITURES BY PROVIDER TYPE
sFY2008

MONTH OF AUGUST 2OO7 TOTAL ESTIMATED EST!MATED ACTUALS ACTUALS PROJECTED

NET EXPENDITURES and CMS-64 ADJUSTMENTS:

Plus: Medicaid Part D Expenditures
Plus: State Only Medicaid Expenditures

SFY2OOT SFY2OOS
Current
Month

Arrc-O7

Current
Month
Auo-07

Year To-Date
Thru

oryaltoT

09lo1l07
Thru

nA/?n/nR

2,126,067,248 2.333.236.637 196.592.469 192.692.192 367,246,991 1.965.9E9.646

28.577.768 31.440.000 2.418 462 2.496.301 4.983.275 26.456.725

4.557.527 3.928.434 302.187 290,923 674.716 3.253.718

TOTAL MEDICAID EXPENDITURES

Plus: Reimbursables (1)

TOTAL EXPENDITURES

797,151 1 3 j02 2

2.162.476.23011 Z,StZ,+02,2221 199,605,20711 195,764,6 1,998,802,90

(1) This amourt $ll €v€d !o slal€ Only it not €imbun€d.
;cMsbcuren!y€viewingponiorsoIthesepayments.Unli|r€viewFcomple!edtE5€3xpens*wi||bedas{'f€dassta!e-on|yonlh€cM'

these co!t! lo r€main slate-only if tny of h€m are disallou€d
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I BUREAU FOR MEDICAL SERVTCES
I SFY 2007 Medicaid Approved Claims Report
r  As ofNovember 15,2007
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This report's data is prepared based on claims received and approved for payment (Modified Accural basis of
Accounting). Therefore, the data presented in this report will not match the CMS-64 Quarterly Reports which are
prepared on a cash basis.

I
I

sFY 2007 SFY 2008 Tentative YTD Totals
REF#CMS 64 Cateoorv Of Service 200707 200708 JUL-AUG 2OO7

1 A noatient Hosoital Services 229.365.525 16,081 ,619.05 12.854.855.89 28.936.475
1 B noatient Hosoital Services - DSH 54.220.771 0.00 15,322,603.00 15.322.603
2A Vlental Health Facilities 40.628.759 3.014.542.58 3,387,736.72 6.402.279
28 Mental Health Facilities - DSH 18.800.405 0.00 4,690,367.00 4.690.367
3 \ursinq Facilitv Services 405.794.188 33.445.596.59 35.875,301.46 69,320,898

48 Intermediate Care Facilities - Private
Providers

58,697,74'l 4,759,140.96 4.476.718.71 9,235,860

5 Physicians Services 122.327.646 9,780,262.26 8,187,620.'11 17.967.882
o Sutpatient Hospital Services 100.870.576 7,580,937.86 9.681.523.70 17.262.462

Prescribed Druos 317.302.91025.390.944.59 24.416.107.76 49.807.052
7 Part D Premium - State Onlv 28.577.768 2 446 974.25 2.496.301 .  1 5 4,983,27!

741 Drug Rebate Offset - National (93,411,3'.t81(16;561,981.84 774.332.00] (17
742 Druq Rebate Offset - State (3't.239.277', (6.607.424-76\ t2.902.001 ( a2i

ill Total Rebates (124.650,595,(23,169,406.60) 1.157.234.00: Q4.326.641
ill NET DRUG COST 221.230.083 4,708,512 25.755.175 30,463,686
8 Dental Services 37.945.980 3.020.273.53 3.484.249.05 6.504.523
I Other Practitioners Services 20.762.927 4.672.115.66 ' t .721.945.74 6.394.061
1 0 Clinic Services 35.142.939 3.220.304.97 1.723.761.00 4.944.066
1 1 Lab & Radioloqical Services 1 6. 1 50.843 644,140.52 608.506.78 1.252.647
12 Home Health Services 28.558.463 1.904.676.77 2.358.330.03 4.263.007
1 3 Hysterectomies/Steri lizations 560,1 1 5 39.881.59 30,195.35 70.077
1 4 Preqnancy Termination 220.178 28.496.02 17,725.28 46.221
1 5 EPSDT Services 2.450.918 181.768.88 212,505.40 394.274
1 6 Rural Health Clinic Services 6.696.486 390.751.33 450,018.25 840,770

't7A Medicare - Part A Premiums 15.465.910 0.00 2.879.128.00 2,879.128
178 Medicare - Part B Premiums 61.496.992 0.00 1 1  .710.688.50 1 1  .710.689
184 Manaqed Care Orqanizations 257.900.656 1 ,1 38,250.55 22.054.652.53 23.192.903
1 8 CGrouo Health Plan Pavments 329.728 28.650.18 47,339.73 75,990
1 9 Home & Community-Based Services

(MR/DD)
201,156,249 17,820,044.71 18.782.547.08 36.602,592

20 Home & Community-Based Services
(Aqed/Disabled)

56.505.657 5.018.000.97 5.822.755.20 10,840,756

23 Personal Care Services 35.989.302 3.000.305.63 3,384,212.33 6.384.518
24 Tarqeted Case Manaoement 7.850.996 585.019.91 530,756.60 1.115.777
25 Primary Care Case Manaoement 800.1 39 0.00 62.133.00 62.1  33
26 Hospice Beneflts 9 .991.391 979.918.29 859.899.31 1 , 8 3 9 , 8 1 8
28 Federally Qualified Health Center 15.469.566 1  . 1 5 3 , 8 1  1  . 1 8 1.168.897.84 2.322.709
29 Other Care Services 1 1  1  .8s3 .165 9.389.860.62 9.493.771.20 18,883,632

Unclassified 211,644 0.00 0.00 0
ilt I-OTALS 2.175.445.938132,586,882.85207,635,919.70 340.222.803

ApprovedClaimsReport(20 07 -1 1 -1 5)
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TotaX Net Ineome & Gains

This Month $15,243,000

WV Money Market
WV Gov't Money

Market

WV Short Term
Bond

Total Net Asset$ Under

$3^3940&1000

Last Month
$3;36513,000

Fiscal Year $46,97 0,000

Sept.
2007

5.3yo

Beginning of Fiscal Year
$2,923,172,000

Millions
$4,000
$3.500
93,000
$2,500
$2,000
$1.500
$1,000

$500
$0

16.lVo Growth This Fiscal
Year

Millions

$r8
$16
$14
$12
$10
$8
$6
$4
$2
$0

=Fa '89EEEE"Eg ;

Outpacing Last Year
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Fiscal Year Return
Comparisons
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Effective Rates of Reftrm
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FiscaI
Year
2008

s.3%

5.4o/o 5.4o/o

Fiscal Year
2008

(Pasr 12 Months)

5.5o/o

Fiscal
Year
2007

5.5o/o

5.50

Fiscal Year
2007
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4.0q
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60p4

5 V/o
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3 096

2 W a .
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Exports Boost Economic Growth;

Home Building Falls to l2-Year Low

The U.S. unemployment rate rose to 4.7o/o in September, but job growth accelerated by 110,000 after a
revised 89,000 increase in August. The August figure was originally reported as a decline, the first in four
years. During the second quarter, the U.S. economy gtew at a revised 3.8% annual growth rate, boosted by a
surge in exports and the fastest pace in more than ayear. Consumer spending slowed to a L. o/o annual pace
from 3.7%o the previous quarter. Residential construction dropped to a l2-year low and sales of previously
owned homes dropped to a S-year low in August. The number of properties on the market rose to a record in
August and manufacturing slowed, suggesting second quarter growth will be the strongest of the year. U.S.
consnmer prices unexpectedl y felt 0 -l%o in August as energy prices fell 3 .2Vo, the largest decline since October.
The core CPI, which excludes food and energy, rose 0.2%o in August and 2.lo/o for the trailing twelve months.
The Producer Price Index also fell more than forecast in August, dropping I.4Vo, the biggest decline since
October. The drop in the August PPI was led by a 6.60/o decline in energy costs. Excluding food and energy
costs, producer prices rose 0.2%o in August. Over the last twelve months, the PPI and the core PPI only rose
2.2%. Oil prices reached record highs in September, topping $83/banel and consumer confidence fell to the
lowest level in two years.

The Fed lowered the overnight lending rate at the September l8th meeting by a greater-than-expected half a
point, dropping it to 4.75yo, as in{lation continued to recede andrecession concems increased. This was the
first rate cut since 2003 and further cuts are expected if inflation remains under control. The Fed will next meet
on October 31, 2007. For the month of September, the yield curve steepened as yields shifted lower on the
short end of the curve, but increased slightly on the long end due to concerns about inflation. The 3- and 6-
month Treasuries fell 31 and 13 bps to 3.80% and 4.08Vo, respectively. The Z-year Treasury yield declined 15
bps in September to 3-98o/o, while the 3-year Treasury dropped 13 bps to 4.02%o. The lO-year Treasury yield
rose 6 bps to 4.59% as the 3O-year Treasury yield rose slightly to 4.\4Yo,widening the yield spread between the
30-year and the 2-year Treasury to 85 bps.

Ninety-day T-Bills returned 0.38% in September, underperforming the 0.71% return of 1-3 Year
Government Bonds. Year-to-date in2007,90-Day T-bills have earned 3.91o/o, while 1-3 Year Government
Bonds have retumed,4.860/o. For the last 12 months, T-bills underperforned with a 5.2lVo retum as 1-3 Year
Government Bonds earned 5.81%-
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West Virginia Board of Treasury Investments
Financial Highlights as of September 30,2007

I Monthly Rates of Return for Operating Pools (Netof Fe6)

VW Monev Market
0 50%

-9

I  ^ ' '

;+a b
:\

K . ' i  b  . '
H,\, C'

o
o . o

o

EPa '8 !AE$ i " '95
*FY2008Actual
- - O - . F Y 2 0 0 7 A c t u a l

Benchmarks:
-"-*{- Otigroup 90 day T-bill Index + 1 sbps
--'l- iMoney Net Money Ma*ei Index

0.50%

0 450/.

o &o/o

0.35%
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t|V\| Short Term Bond

Pool

WV Money Market
WV Gov't Money Market
WV Short Term Bond
WV Bank
Loss Amortization
Loans
Participant Accounts

Summary of Value and Earnings (nrhousands)

Fiscal Percent of Total Net Asset Value

Sept Net YTD Net
Income lncome

Asset Value (Loss) (Loss)

$ 2 , 4 3 5 , 1 8 6  $ 1 0 , 2 3 7  $ 2 9 , 3 7 8
260,307 1,057 3,094
234,3U 1,764 5,033
75,850 277 501

160,7M 1,131 6,486
131,523 440 1,336
96,100 337 1,142

$ 3 , 3 9 4 , 0 6 4  $ 1 s , 2 4 3  $ 4 6 , 9 7 0

I Participant Accounts,
2.8o/o

lLoans, 3 9%

! Loss Amodizlion,
47Yo

gWV Bank,2.2o/o

OWV Short Term
Bmd,6 97o

IWV Got'l Money
Market, T 7oh

IWV Money Market,
71 80/o

SeCuritieS by Type for Operating Pools (percentage of Asset varue)

WV Gov't Monev Market

u s .
Gov'l

AgencY
Bonds,
23 O8o/o

Short
Term

lssues,
7692Vo

Govt

Short
Term

lssues,
88 40o/o

lW Short Term Bond

u,s.
Treasury
lssues,
27 06%

U S Got'l
Agency
Bonds,
11 490/0

US Got't
Mortgage
Backed
lssues,
2 79o/o
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WEST VTRcTNIA BOARD oF TREASURY INVESTMENTS

SCTTNOUT,E OF NNr ASSETS, OPERATIONS & CHNNCNS rN NNr ASSETS
Unnunttno

Snprnnnsnn 30, 2002
(INTHoasANDs)

WV Money
Market Pool

wv
Government

lYloney
Market Pool

WV Short
Term Bond

Pool
WV Bank

Pool

Participant
Dlrected

Other Pools Accounts
Assets
Investments:

At amortized cost
At fair value

Collateral for securities loaned
Other assets
Total assets

Liabilities
Payable for securities loaned
Other liabilities
Total liabilities
Net Asseh

Investment income
Interest and dividends
Securities lending income
Net accretion (amortization)
Provision for uncollectible loans
Total investment income

Expenses
Fees
Securities lending bonower rebates
Total expenses
Net investrnent income

Net realized gain (loss)
from investments

Net increase (decrease)
in fair value of investrnents

Net gain (loss) from investments
Net increase (decrease) in net
assets from operations

Distributions to participants

Participant rctivity
Purchases, reinvestment of units

and contributions
Redemptions and withdrawals
Inter-pool transfers in
Inter-pool transfers out
Net increase (decrease) in net
assets from participant activity

Increase (decrease) in net assets
Net assets at beginning ofperiod
Net assets at end of period

$ 2,43r,033 $ 259,910

426,068 34,619
4,434 427

2,86r,53s 294,956

$ 75,000 $ 131,085
$ 239,26r - 160,764

63,509
1,636 850 442

304,406 75,850 292,291

$ 46,364
48,778

959
96, I 0l

426,068

$ 4,253
r,7 53
6,000

12,006

215
1,554
1,769

r0,237

34,6t9 63,509
28r 30 6,563@rere

T 6- T-tZdJo-'. W- - - -

$ 676 $ 896 S 27'l
200 255
385 47

1,261 1,198 277

362

(1e)

,ru iot

$ 4 4 4 $

542

23
l 8 l
ffi

35
201

r,057
236
962 )r, e8;

I
342

z)

779

t0,237

10,237

851,750
691,876

25,000

134,874

t,057

1,057

70,137
71,8_75

(1,738)

277

277

277

25,000

2s,277

)< )11

(s)
(s)

5 5  I

25
4,t26

802

1,764

1,404

971

1,57 |

440

440

134,874 (1,738)

971

t,33 r

(4,101)

t,s1t (3,764)
2,300,312 262,912 , 233,003 50,s73 290,7t6 99,864

TZ ffi- T-ZEbF- W T-75tr50-- @ 
-$-i-6Fr
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Executive Office
601 57th Sfeet SE
Charleston, WV 25304
Phone: (304) 926-04/i0
Fa<: (304)926-0446

November 1.2007

The Honorable Earl Ray Tomblin, Chainnan
Joint Committee on Government and Finance
Room 227M, Building I
State Capitol Complex
Charleston, West Virginia 25305

The Honorable Richard Thompson, Chairman
Joint Committee on Government and Finance
Roonr 234M, Building I
State Capitol Corhplex
Charleston, West Virginia 25305

RE: Underground Storage Tank Fund proposal

Dear Chairman Tomblin and Chairman Thompson:

Please find enclosed for yotr review the West Virginia Deparbnent of Environmental
Protection's Underground Storage Tank Fund Proposal as required by Senate Bill No. 490,
enacted by the Legislature in2007. If you need fi.rther information or assistance on this, please
feel free to contacime.

Sincerely,

g./ .--P._ll'*--.,*,{
Stephaiie R. Timmenneyer o

Cabinet Secretary

Enclosure

SRT/kww

cc: Aaron Allred
John Homburg

Joe Manchin III, Govemor
Stephanie R. Timmermeyer, Cabinet Semetary

www.wvdep.org

I
I
I
I
I

!
T
I Promoting a healthy environment.



Proposal to:

WEST VIRGINIA LEGISLATURE
Joint Cornmittee on Government and Finance

regarding

Senate Bill 490

from

West Virginia Department of
Environ mental Protection

*

clelc

Stephanie R. Timmermeyer
Cabinet Secretary

November 2007
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Proposal Regarding underground storage Tank rnsurance Fund

Background ofProposal

On March 8,2007, the Legislature passed Senate Bill No. 490, amending the State Code
related to the Underground Storage Tank Insurance Fund (Fund). The bill provided that
the Fund would cease to operate and any remaining assets of the Fund be administered by
the Secretary of the Department of Environmental Protection (DEP) pursuant to the bill's
terms and further directed the Secretary to submit a proposal by November 1, 2007 for
the remediation of the fifty-eight (58) sites that had been previously insured under the
Fund. The bill expressed the sense of the legislature that "to the extent public funds are
determined by the Legislature to be available, they may be appropriated to assist
individuals with the remediation of these sites and to prevent potential adverse
environmental impacts and harm to human health that could result from a failure to
remediate."

The legislation requires the Secretary to include in her proposal budget amounts needed
each year for completing remediation activities by December 31,2009, but in any event
by December 31, 2012. The Secretary must also include in her funding request money to
reimburse persons and vendors who have incurred costs not yet reimbursed for work
undertaken at the sites previously authorized by the Secretary. Accordingly, the DEP
submits the following proposal:

Reimbursement of Previously Incurred Costs

Although the last major distribution of moneys from the Fund occurred n 2004,
remediation work has continued at many of the sites, and reimbursement of these costs is
important, as recognized, by Senate Bill No. 490. The DEP has continued to collect
invoices from those claimants who have continued to remediate their sites, and on
September 7, 2007, sent a letter to the claimants requesting that they provide any
additional invoices so all such costs could be reflected in this proposal. As of mid-
October, invoices had been submitted for thirty-two (32) sites for a total amount of
approximately $2.9 million. See Attachment A, column (c).

These invoices have not been reviewed or adjusted, and the first step in the DEP's
proposal is to retain a qualified claims adjuster who can determine which costs are
reimbursable consistent with industry standards, previous Fund practice and the terms of
the policies previously issued by the Fund. The Fund currently has a balance of
approximately $727,000, and in order to expedite reimbursement of these previously
incurred costs, the DEP proposes to use a portion of this balance to retain an adjuster who
can begin reviewing the invoices and complete the work by July 1, 2008. The DEP will
request the adjuster to first review the approximately $180,000 worth of invoices that
have been submitted for the eight (S) sites that have completed remediation (see
discussion on page 4 of this proposal). This will allow the DEP to reimburse these
particular claims during the spring of 2008 and will still leave a sufficient balance in the
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Fund to meet contingencies, including a lawsuit awaiting decision by the Kanawha
County Circuit Court. The remaining $2,700,000 of costs previously incurred is included
in the cost estimates for FY 2009 under column (D of Attachment A, along with the
remediation costs requested for that fiscal year. This will ensure that all reimbursable
costs incurred to date are paid out to persons after authoization of moneys by the
Legislature, effective July 1, 2008, and will allow the continued remediation of these sites
to progress with future reimbursements occurring in a timely fashion.

The DEP will consult with the Underground Storage Tank Advisory Committee before
reimbursing any of the previously incurred costs determined valid and reimbursable.
Additionally, before such costs can be reimbursed, Senate Bill No. 490 requires the DEP
to enter an agreement with the claimant speciffing the degree of cleanup required for the
site and any other conditions the DEP believes necessary.

Future Remediation-Methodolory and Estimated Costs

The next step in the DEP's proposal is to address how site remediation at the previously
insured sites will be completed within the time frames specified in Senate Bill No. 490.
This proposal also includes budget estimates necessary to accomplish the remediation
work at all of the sites. The cost estimates are broken down by fiscal year for the next
four and one-half years, ensuring completion of all remediation by December 3 l, 2012 in
accordance with Senate Bill No. 490. See Attachment A, columns (f) through O.

The DEP believes the actual remediation work should be carried out by the claimants and
proposes to follow the same approach as outlined in a letter to the claimants on April 28,
2006. This approach requires the claimants to place all future work out to bid following
the bid process required under the UST Fund rule, 33CSR32. It also requires the
claimants, before continuing any remediation work, to enter an agreement with the DEP
specifuing the degree of cleanup that will be accomplished at the site and any other
conditions the Secretary believes appropriate, such as a schedule of compliance to
complete the work.

The levels of cleanup required by Senate Bill No. 490 (also reflected in the DEP's April
2006 letter) are "voluntary remediation" or risk-based standards, or if more cost effective,
an alternative standard resulting in at least the same degree of cleanup. There are three
potential mechanisms that will achieve this cleanup standard. Two are risk-based
approaches, resulting in a site cleanup where the future uses of the property are limited
and protective of human health and the environment. These are the "Voluntary
Remediation" approach and the "Uniform Environmental Covenant Act" (UECA)
approach. The UECA approach follows the agency's Voluntary Remediation and
Redevelopment Act Guidance but would only address contaminants previously covered
by the Fund. The third approach is found under the Leaking Underground Storage Tank
(LUST) program, which depending upon the cleanup status of the site, may in fact be
more cost effective. All three of the mechanisms result in a type of o'no further action"
letter or certificate from the DEP after completion of the work. The DEP will engage in
discussions with each claimant and finalize an agreement outlining which mechanism
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will be used, a timetable for completion of the work, and any other conditions the
Secretary considers reasonable.

Explanation of Cost Estimates

The DEP has reviewed each of the sites and has estimated the costs that will be required
to complete remediation, including the DEP's oversight costs at each site closed under a
risk-based approach. These estimates are based upon a preliminary review of the status
and needs of each site without the benefit of the precise assessment and sampling tools
that will be required before actual remediation work continues. For purposes of
estimating costs, the DEP has assumed that most of the claimants will utilize the UECA
approach in lieu of the Voluntary Remediation approach because State funds will only be
available for the cleanup of contaminants covered by the Fund, not any other
contaminants that must be addressed under the Voluntary Remediation progmm. No
matter which risk-based approach is followed, however, the administrative costs
associated with the program will be reimbursable.

The DEP has projected that ten (10) of the sites can be remediated using the LUST track
at a lower cost than cleaning the sites to a risk-based standard, and these sites' costs are
noted separately from the sites that can be cleaned up under the UECA program in
Attachment A, column (d).

To derive the estimates for future remediation, the DEP compiled a list of project tasks
that are generally associated with the cleanup of these types of sites and assumed a
certain cost for each task. These line-item costs are based upon the agency's experience
in remediating similar sites and discussions with several consultants familiar with this
type of work.

The cost estimates for future remediation work at each site were then reviewed in relation
to the invoices submitted for each site, any remaining deductible amounts and the limits
of liability applicable to each site under the terms of the Fund's insurance policy
(generally $1,000,000 per site). There are four sites where, after payment of the invoicei
submitted to the DEP, future costs estimates will exceed the $1,000,000 limit. See note
in Attachment A, column (d) "exceeds limit of liability." Senate Bill No. 490 at W.Va.
Code $22-17-22(b) expressly restricts the amount of money that can be paid out to these
claimants in accordance with the limits of liability, and the requested iudget amounts
have therefore been adjusted to reflect this fact. If additional funds are necessary to
completely remediate these sites, it will be the responsibilrty of the claimants to pay the
additional amounts.

Seven (7) of the sites pose a greater risk than the others due to the presence of free
product or potential off-site migration of petroleum-based contaminants, and these sites
are listed as the first seven sites on Attachment A. There is also a separate total at the end
of Attachment A showing the costs needed on a fiscal year basii to reimburse these
priority sites for past costs and complete remediation activities.
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All of the cost estimates for future remediation are broken down into budget years,
commencing with FY 2009 and terminating in the middle of FY 2013, in accordance with
Senate Bill No. 490. In order to complete the remediation of these sites within the
required time frames, work at most of the sites should begin in FY 2009, explaining why
the costs in that year are estimated to be substantially higher than in subsequent fiscal
years. Under this approach, the DEP estimates that more than half of the sites still
requiring remediation can be closed within the first two fiscal years and the cost estimates
in Attachment A reflect these differing time frames in columns (fl through O.

An alternative approach to the one described above is to more evenly distribute the costs
between the fust and second fiscal years by only frrnding the previously incurred costs
and the costs for the seven (7) priority sites during the frst fiscal year, FY 2009, plus the
costs of an adjuster. This approach would mean the other sites would not receive
reimbursement for future remediation work until FY 2010, but they may still be able to
complete the remediation work within the legislative time frames if the work is
cornmenced that year and pursued in an expeditious manner. If this alternative were
chosen, it would result in a cost of approximately $4,800,000 for FY2009 and
approximately $5,000,000 for FY 2010, with approximately $2,400,000 remaining to be
distributed in FY 2011 through the first half of Fy 2013.

In a similar manner to the invoices for past work, the costs related to future remediation
must be adjusted by a professional claims adjuster before any payments are made to the
claimants. The Secretary will consult with the Underground Storage Tank Advisory
Committee prior to payment of the claims. The DEP has included the costs for an
adjuster in its cost estimates for FY 2009 through FY 2013. See Attachment A, columns
(f) through (j). These estimates are based upon the DEP's past experience in hiring an
adjuster for the UST Fund.

Sites that are Closed or Near Completion

Eight (8) of the sites have received "no further action" letters from the DEP, meaning no
further remediation is required at the site and no additional costs will be incuned,
although approximately $180,000 is still needed to fully reimburse these sites for past
costs. These sites are listed as the last eight (8) sites on Auachment A. As previously
noted, the costs to reimburse these sites will be paid out of the Fund's current balance.
Several other sites are expected to complete remediation in the near future and will
therefore have fairly minimal costs estimated for the future.

Sites with No Responsible Party

There may be four (a) sites where a responsible party no longer exists to continue site
remediation. The DEP proposes to review the particular facts at each of these sites and
determine whether there is a viable entrty that can conduct the remediation work. If there
is not, the DEP will use the appropriated moneys to contract directly to undertake the
work at these sites, using the same approach it does in other situations where there is no
responsible party to conduct site cleanup.
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Summary

The above proposal represents a total amount of approximately $12,150,000, extending
from FY 2009 to the second half of FY 2013. As explained in this proposal, this figure
represents DEP's best estimation of the moneys that will be required to fully reimburse
the claimants for their past costs and for future remediation of the sites, after some
reduction at four of the sites based on the limits of liability. The cost estimates for FY
2009 total approximately $9,900,000, representing approximately $2,700,000 in invoices
for past costs, the remediation costs for the first year's work at all of the sites and the
costs of an adjuster. The cost estimates for the subsequent fiscal years represent the costs
of an adjuster and the continued remediation work that is required to complete closure of
the sites within the time frames specified by Senate Bill No. 490.

The DEP believes this proposal represents a sound approach to reimbursing the persons
who purchased insurance from the State Fund and will allow the State to continue
working with these persons to fulfill their legal obligations to complete remediation of
the sites in a manner that is protective of human health and the environment. The DEP
respectfully requests the Joint Committee on Government and Finance's favorable
consideration of this proposal.
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UST Fund Sites
Cost Estimates
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(a)
Insured

Site Name and
Location

(b)
Total Paid

to
Date

(c)
Invoices

Pending Review
by Adjuster

(d)
Estimated UECA
or Closure

Costs

(e)
Total Requested

Amount for
Invoices and

Closure Based on
Limits of Liability

(f)
FY2009
Invoices,
lst Year

Remediation
and Closure

Costs

(g)
FY20l0
Second

Year
Remediation
and Closure

Costs

(h)
FY20l I
Third
Year

Remediation
and Closure

Costs

(D
FY20t2
Fourth
Year

Remediation
and Closure

Costs

0)
ls t  hal f
FY20l3
Closure
Costs

$31  B ,128 $330,775 $147,995 $478,771 $422,840 $29,547 $26.384 $0 $c

lhester
Flancock Counly

$0 $30,806 $75,977 $97,156 $69,058 $28,098 $0 $o $0

$3,598 $0 $472,466 $472,466 $355,579 $41,640 $41,640 $16,640 $16.967

Bill's Quaker State,
Moundsville Marshall
Countv

$443.850 $90.534 $626,512

i exceeds limit of
liability

$551,1 50 $441.082 $86,604 $23,464 $0 $0

'  . ,  : . .  ,  ,  $135,208
Laynan's Auto
Marshall Countv

$56.845 $566,080 $622,925 $398,529 $72,903 $72,903 $78,590 $c

A&B Auto Sales
Wheeling
Ohio County

$333.970 $0 $487,125 $487,125 $316,559 $72,112 $72,112 $26,342 $C

Sonny's One Stop
Martinsburg
Berkelev Countv
Appalachian Oil Co.
S & S Express

$294,639 $0 $452.589 $452.589 $356.453 $74,821 $21 ,315 $0 $c

Mercer CounW
pparacnlan ull uo
all's Markette
lercer County

$ J J 1 $0 32,358 s84.972
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Cost Estimates
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(a)

Insured
Site Name and

Location

(b)

Total Paid
to

Date

(c)

lnvoices
Pending Review

by Adjuster

(d)
Estimated UECA
or Closure

Costs

(e)

Total Requested
Amount for
Invoices and

Closure Based on
Limits of Liability

FY2009
Invoices,
lst Year

Remediation
and Closure

Costs

f)( (e)
FY20t0
Second
Year

Remediation
and Closure

Costs

(h)
FY20l l
Third
Year

Remedietion
and Closure

Costs

(i)
FY20t2
Fourth
Year

Remediation
and Closure

Costs

0)
lst half
FY2013
Closure
Costs

Appala.hian Oil Co. $160,462 $O $54,095 $S4,09S $38,980 $15,115 $0 $0 $0
Village Store
Mercer Cormtv
Appslachian oil co. $303,942 $0 $346,504 $346,504 $332,387 $14'117 $0 $0 $0
Ye olde Food Shopp€
M€rcer Countv

Billy oil $107,914 $11,484 $31,345 $42,a29 $42,A29 $0 $0 $0 $c
weirton
Brooke Comtv
Buckrer's Tradin' Post

$50,003 $8,642 $434,744 $443,386 $351,5,14 $70,661 $8,66i $12,520 $0
Mehose Square,
Pdnceton

Jhico Dairy $654,625 $244,656
Dairy Mart #5,
\4organtown
Vlononsalia Countv

$603,702

* exceeds limit of
liability

s340.375 s340.375 $c$0$0$0

re $94,274 $303,368 $303,368 $0 $0 $0 $c
Dairy Mart #6,
Morganiown
Mononsalia Coutv
clements oil $o $0 914,316 $14,316 $14,316 $0 $0 $0 $0
Amold's Exxon,
Smithburg
Doddridee Coutrtv
Clyde Cooper
(2 RPs - one which is

the property owner)
Cooper's Service
Center, Parkersburg,
Wood County

$663.672 $0$0$0$0 $25,681 $25,681 $17.320 $8,361
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Cost Estimates
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(a)
Insured

Site Name and
Location

(b)

Total Paid
to

Date

(c)
Invoices

Pending Review
by Adjuster

(d)
Estimated UECA

"" i  Closure
Costs

(e)
Total Requested

Amount for
Invoices and

Closure Based on
Limits of Liability

(f)
FY2009
Invoices,
lst Year

Remediation
and Closure

Costs

(e)
FY20l0
Second
Year

Remediation
and Closure

Costs

(h)
FY20l I
Third
Year

Remediation
and Closure

Costs

(D
FV2012
Fourth
Year

Remediation
and Closure

Costs

CI)
ls t  hal f
FY2013
Closure
Costs

Prima Ma*eting, LLC $O SlZ,SSt
Pantry Store #29,
williansto*n wood
Countv
Potts, Gretchen $431,605 $0 $37,477 $37,477
Potts Service Station,
\,lewell

:lancock Countv
$30,401Raleigh Boone

Nellis
pqone County

$0 $ 1  1 3 , 9 1  1 $c

$0
Roach & Sons -

Cupp's Texaco,
Martinsburg

s908.521

Berkeley CounW

$9,723 : l  :  )
* exceeds limit of

liability
LUST closure

$41,479 $41,479 $0$0$0

$cRogers Motor Lodge
Weston
Lewis County

$443.570 $0 -
$35,754 $35,754 $29,395

R'l 'Rogers
Park Ave. Exxon,
Hinton
Summers CounW

$283.633 $0 $423,985 $423,985

Sigmon, Mary
Fred's Ashland, Belle
Kanawha County

$185,482 $54,962

LUST closure

$c$0

$68,655 ,052 $15,szbb,/J5 s235, , 1
Pantry Store,
Philippi
Barbour County
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(a)
Insured

Site Name and
Location

(b)
Total Paid

to
Date

(c)
Invoices

Pending Review
by Adjuster

(d)

Estimated UECA
or Closure

Costs

(e)
Total Requested

Amount for
Invoices and

Closure Based on
Limits of Liabil itv

(f)

FY2009
Invoices,
lst Year

Remediation
and Closure

Costs

(e)
FY20l0
Second
Year

Remediation
and Closure

Costs

(h)

FY20t I
Third
Year

Remediation
and Closure

Costs

(i)
FY2012
Fourth
Year

Remediation
and Closure

Costs

CI)
I st half
FY20l3
Closure
Costs

Southern Gas & Oil
Y460 Shell Station,
lrinceton
Wercer Cou4ly

$67,263 $0 $427.998 $427,998 $341,097 $70,549 $16,352 $0 $c

Southland Corp.
Store #10673, Ranson
Jefferson County

$439.677 $341,433 $143.933

Southland Corp.
Itore #10663,
lharles Town
lefferson Cqunty

$299.531 $241.602 $107,471 $349,073 $285.960 $15,867 $15,867 $31,379 $0

Swecker, Chris
Country Convenience
& General Store
Valley Bend
Randolph County

$19,877 $0 $54,799 $36,131 $5 ,519 $13,149 $O $C

LUST closure
ln-state Petroleum $92,531 $0 $33,489 $33,489
Point Gas. Statior
Wheeling
Ohio Countv
Vernon McCoy Trust
Ranger Pic Pac,
Ranger
Lincoln County

$28,355 $ 1 , 0 5 5
* additional

invoices
previously

denied

$105,744 $106,799 $83,643 $9,267 $13,889 $0 $c

;ler-Clevenger
:'s Sunoco,
ington
ll County

,749 1 1 184, ,669 $18,673
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(a)

Insured
Site Name and

Location

(b)
Total Paid

to
Date

(c)
Invoices

Pending Review
by Adjuster

(d)

Estimated UECA
or Closure

Costs

(e)
Total Requested

Amount for
Invoices and

Closure Based on
Limits of Liabilitv

(f)
FY2009
Invoices,
lst Year

Remediation
and Closure

Costs

(e)
FY20l0
Second
Year

Remediation
and Closure

Costs

(h)
FY20l I
Third
Year

Remediation
and Closure

Costs

(i)
FY20l2
Fourth
Year

Remediation
and Closure

Costs

CI)
ls t  hal f
FY20r3
Closure
Costs

Wheeler-Clevenger
Lundy's, Kermit
Mingo County

$42,617 $0

LUST closure

$81,262 $78,401 $2,861 $o $0 $c

worley's Exxon $73,884 $0 $377,606 $377,606 $337,688 $2A,751 $11,167 $O $C
Beckl€y
RaleiAh Countv
Chico Dairy
DairyMart#72,
Richwood Ave.
Monongalia CounW

$711,234 $6,378 Case closed $0 $0 $0 $0 $0 $c

Chico Dairy
Dairy Mart#73,
Morgantown

$396,522 $1 13,283 Case closed $0 $o $o

Mononealia Countv
lQDick inson&Co.
Malden

$145.426 $40,752 Case closed $0 $0 $0 $0 $0 $c

Kanawha County
\icholas County Bd.
ff Education
Richwood
\icholas County

$29.920
$0 Case closed $0 $0 $0 $0 $0 $0

)rima Marketing, LLC $52,gog $4,g69 Case closed
lantry Store #5606,
Vlannington
Vlarion Countv

$o $o $o $o $0 $0

It 2 Shopping Center
)hio River Rd.,
luntington
labell CounW

$0 $14,244 Case closed $0 $o $o $0 $0 $0
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(a)
Insured

Site Name and
Location

(b)
Total Paid

to
Date

(c)
Invoices

Pending Review
by Adjuster

(d)
Estimated UECA
or Closure

Costs

(e)
Total Requested

Amount for
Invoices and

Closure Based on
Limits of Liabil ity

(0
FY2009
Invoices,
lst Year

Remediation
end Closure

Costs

(e)
FY20r0
Second
Year

Remediation
and Closure

Costs

(h)
FY20t I
Third
Year

Remediation
and Closure

Costs

(i)
FY2012
Fourth
Year

Remediation
and Closure

Costs

c)
lst helf
FY2013
Closure
Costs

Southland Corp. $0 $0
store F28i to, 

lu $u $o $o $c

Hedgesville
Berkelev Countv
wneeler-Ul€venger $341,620 $0 Cale ctosed
Sunoco Express,
Williamson
Vino. c^rnrv

$12,919,924 $2,877,594 $10,662,977 $12.149.532 $9,646.960 $1,293,665 $650.723 $367.748 $200,436

Adiuster Costs $336.000 $1 00 ,1  83 $68.479 $54.387 $46.022
Total $9,982,960 $1.383.848 $719.202 $422,135 $246,458

Costs for 7 Priority Sites (first 7 sites listed

207,257



(President Tomblin presides)

AGENDA
IOINT COMMITTEE ON GOVERNMENT AND FINANCE

November 28,2007

3:00 - 4:00 p.m. Senate Finance Room

1. Approval of October 9. 2007. minutes

2. Committee Reports/Requests:
Select Committee B - Veterans' Issues (Senator Hunter and Delegate Fleischauer, Chairs) Requests
quthorization to increase the amount of the contrqct with WVUfrom $21,558 to, not to exceed 825,000,

for WVU to do a survey of returning veterans.- Aaron Allred

MOVE to increase the amount of the contract with WVU from $21,558 to, not to exceed
$25,000, for WVU to do a survey of returning veterans, be authorized.

3. Monthly/Ouarterly Reports Distribution:
Status Reports on the Lottery Commission, General Revenue Fund and Unemployment
Compensation Trust Fund

4, Workers'Compensation: JaneCline,InsuranceCommissioner

5. Division of Highways Audit

6. MonthlyiOuarterly Reports Distribution:
PEIA, BRIM, CHIP and Lease Report - Donna Lipscomb

7, Monthly/Ouarterly Report Distribution from Department of Health and Human
Resources:
Medicaid Report - Martha lValker, Cabinet Seuetary, DHHR

8. Monthly Report on the Pharmaceutical Cost Management Council: Shuna Phares, Chair

9. Board of Treasury Investments Report Distribution

10. Department of Environmental Protection's Undersround Storage Tank Fund Proposal
Distribution

11. Other Business

12. Scheduled Interim Dates: December 9 - 11
Januarv6-8 .2008

13. Adjournment
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#8 Stonecrest Drive
Huntlngton, WV 25701

HAYFLICH & STEINBERG
8*44e/9o//*,Mccounfa:2tu

Phone: (304) 69"1-5700
Fax: (304) 69'7-5704
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November 16,2007

To the Joint Committee on Government and Finance
West Virginia Legislature

And

Management of the West Virginia Department of
Transportation, Division of Highways

This letter is intended to infomr the Joint Committee on Govemment and Finance of the West
Virginia Legislature and management of The West Virginia Departrnent of Transportation,
Division of Highways @ivision) about significant matters related to the conduct of the annual
audit so it can appropriately discharge its oversight responsibility and that we comply with our
professional responsibilities to these parties.

ln addition to our report dated November 16,2007 on the Division's financial statements, we
also issued a report dated November 16,20A7 on our consideration of the Division's internal
control over financial reporting and on our tests of compliance and other matters based on an
audit of financial stratements performed in accordance with Government Auditing Standmds.
That report noted c€rtain reportable condition#findirtgs which are also summarized in this letter.

In addition, this letter summarizes various other comments and recommendations we noted
during our audit of the Division's financial statements for the year ended June 30, 2007, as well
as certain other commtmications required by auditing standards generally accepted in the United
States of America

We will be pleased to respond to any questions you have about the foregoing. We appreciate the
opportunity to be of service.

This report is intended solely for the information and use of the Joint Committee on Govenment
and Finance of the West Virginia Legislature and the Division's management and is not intended
to be and should not be used by anyone other than the specified parties.

@dlgr-gA's,?u/-
Hayflich & Steinberg, CPA's, PLLC



West Virginia Department of Transportation

Division of Highways

Summary Listing of Significant DeficiencieVFindings, and Other Comments and Recommendations

June 30. 2007

Fiscal Year Ended

Page 06130107 06130106 06/30/05

SIGNIFICANT DEFICIENCIES/T'INDINGS

Information Systems Controls ) 2007-l 2006-l 2005-l

Procurement of Architectural and Engineering Services 2006-2 20054

Evaluation of Consultant's Work (Current Year Comment) 30 2006-3 2005-5

Authorization of Overtime Pay (Cunent Year Comment) ) l 2006-4 2005-6

Land and leases 8 2007-2 2006-5 2005-7

Accounts Receivable Collection and Financial Reporting 2005-2

Independent Engineer's Cost Estimate 2005-3

Notice to Proceed Utility Delays 9 2007-3

Payroll Auttrorization Procedures I O 2007-4

OTIIER COMMENTS AND RECOMMENDATIONS

Inlernal, Erternal and Procedur* Compliance Audit Group

Extemal Audit hocedures l l x X X

Outdoor Advertisine t2 x

Subrecipient monitoring of federal programs t2 x x x

Non{ompliance with Audrorized Funding Techniques l 4 X x

Intemal Audit- lnformation Svstems Review X

Intemal Audit and Procedures Complianc€- Audit Methodology ard Rotation x

Audit Committee x

lntemal Audit - Findings Follow-up x

Information Slstems

Programming Confrols l 5 X x x

Computer Security Incident Response Plan t 5 x x x

Disaster Recovery Plan Update t 6 x x x

Windows Directorv Access t 6 x x x

Accounts payable electronic authorization t 7 x x x

DMV cash register inhuder lockout functionality 1 7 x x x

Dormant User Accounb l 8 x x x

Backup procedures 1 8 K x x

Event log managerrcnt l 9 x x x
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Fiscal Year Ended

Page 06130107 06130106 06/30/05

OTIIER COMMENTS AND RECOMMENDATIONS (Continued)

Project Record System (PRS) SQL Server Log Reviews l 9 x X

PRS Field Application: Resource Management 20 x x

PRS Field Application: Password Policies and Management 20 X x

PRS Application Change Control 2 l X x

Windows Network Audit Policy 2 l x x

Windows Wireless Infrastruchre 22 x x

Windorvs Patch Manaeement 22 x x

Windows Obsolete Network Operating System (NOS) 23 x x

Windows User Rishts 23 x X

Windows Anti-Virus 24 x x

Windows Generic User Accounts 24 x x

Software Licensing Agreements 25 x x

Request for Proposal (RFP) Adequacy 25 x

lT Stratesic Plan x

Server Build Standards Documentation 26 x

3tale Computer Objects in Active Directory 26 x

lime/Day restrictions 27 x

A,ccount lnckout Confi euration 27 x

Jser Access & Termination Forms 28 x

{etwork VulnerabiliW Assessments 28 x

lhanee Conhol Procedures 28 x

dtccount lockout policy x

)nline E-Commerce x

lhysical Access x

Jser access segregation of duties x



Fiscal Year Ended
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TOTIIER COMMENTS AND RECOMMENDATIONS (Continued)

llest Virginia State Compliance
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3onflicts oflnterest 29 x x x

Lease Receivables - Automatic Renewals 30 x x

Evaluation of Consultant's Work 30 X

Leased Property Occupancy Prior to Payment x x

Lease Revenue - Fair Rental Value x x

Land x x

Lease Cancellations X

West Virsinia Procedural Rule x x

Accounts Rece ivable Collection and Financial Reporting (PY Finding) x x

Waste Tire Remediation x

Procurement - Advertisement of Bids X

Monitoring of Disadvantaged Business Enterprises X

Lease Renewals x

Land - Property Sold x

Sommissioner and Property Management Lease Records x

l.ease and Propefty Records x

Other Comment

Purchasing - Requisitions 32 x x x

Risk Analysis JJ x x X

Security oflnventory 36 x x x

Insurance Policies 36 x x

Idle EquipmentTime 5 t x x

{uthorization of Overtime Pay @rior Year Finding) J I x

Routine Work Travel Paid by the State x x

furchase Card Credits x

Duplicate Payment x

Itale Dated Checks x

atccounts Receivable - Monftlv Reconciliation x

:nventory Conhol x

?avroll Reconciliations x
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SIGNIFICANT DEFICIENCIES IN INTERNAL CONTROL AND REPORTABLE
COMPLIANCE AND OTHER MATTERS FINDINGS

In planning and performing our audit of the financial statements of the West Virginia Division of
Highways (the Division) as of and for the year ended Jund 30, 2007, in accordance with auditing
standards generally accepted in the United States of America, we considered the Division's
intemal control over financial reporting (internal control) as a basis for designing our auditing
procedures for the purpose of expressing our opinions on the financial statements, but not for the
purpose of expressing an opinion on the effectivenegs of the Division's intemal control.
Accordingly, we do not express an opinion on the effectivpness of the Division's internal control.

Our consideration of internal control was for the limited purpose described in the preceding
paragraph and would not necessarily identify all deficiencies in internal control that might be
significant deficiencies or material weaknesses. Howerler, as discussed below, we identified
certain deficiencies in internal control that we consider to be significant deficiencies.

A control deficiency exists when the design or operation qf a control does not allow management
or employees, in the normal course of performing their alssigned functions, to prevent or detect
misstatements on a timely basis. A significant defipiency is a control deficiency, or a
combination of control deficiencies. that adversely the entitv's abilitv to initiate.
authorize, record, process, or report financial data reliably' in accordance with generally accepted
accounting principles such that there is more than a likelihood that a misstatement of the
entity's financial statements that is more than ial will not be prevented or detected
by the entity's intemal control.
deficiencies in internal control.

We consider the folfowing deficiencies to be significant

Information Systems Controls (Internal Control Finding 2007-l)
(Partial Prior Year Finding)

The management of the Division is responsible for establishing and maintaining adequate
information systems internal controls over financial reporting. Furthermore, an integral part of an
entity's internal control structure is the effective segregation of duties, which involves assigning
responsibilities for authorizing transactions, recording transactions and maintaining custody of
assets to different individuals, thus reducing the risk of errors or fraud occurring and not being
detected. Additionally, the Division entered into an agreement with the West Virginia Office of
Technology (OT) dated February 1,2007, pursuant to West Virginia Code Article 6 Chapter 5,A',
OT is to provide the Division with a standardized technology infrastructure from a centrally-
managed technology infrastructure support organization. The expected benefit is a decline in
technology cost, network and system availability is expe0ted to improve, and security risks to
diminish.' Although the Division and West Virginla Code outsourced the technology
infrastructure of the Division to OT the Division retains the final responsibility for establishing
and maintaining adequate information systems internal corltrols over financial reporting.



The Division operates a wide variety of computer applications, many of which affect federal and
state programs' data. During our review of the information systems controls we noted the
following:

o Through the West Virginia Information System & Communication Department of the State
of West Virginia (IS&C), the Division had a vulnerability test conducted on all access points
from the IS&C systems to the firewall at the Division's system access point. However, the
vulnerability test performed did not include a test of the internal network or the wireless
networks utilized by the Division. By completing this review, the Division will have
assurance that network devices and server platforms are protected from current and emerging
threats and vulnerabilities. Furthermore, the Division has not had a code review on all
online/e-commerce applications utilized by the Division. Also, there are no policies and
procedures in place for conducting periodic vulnerability testing and intrusion testing of the
various computer systems maintained by the Division. (Noted in prior year)

o Programmers in the Division's Information Services Department have access to production
programs in the REMIS system and the Project Record System (PRS). This access grants the
Division's Information Services Department personnel the same rights as a business user of,
the application, which allows them access to data and transaction authority. (Noted in the
prior year)

o The Division's Information Services Department is not notified immediately upon the
termination of employees. Lack of notification to the Information Services Department in a
timely basis increases the risk of unauthorized access to the information systems and data.
Furthermore, the Division maintains several user accounts which are not for specific
employees of the Division. (Noted in the prior year)

We recommend the followine:

o The Division should complete a vulnerability assessment of the internal network
environment including the related wireless networks. In addition, we recommend that the
Division complete a code review on all online/e-commerce applications. Both of these
reviews could be conducted under a statewide contract that is currently in place with IS&C.
Furthermore, we recommend that the Division develop policies and procedures for
conducting periodic vulnerability and intrusion testing of the various computer systems
maintained by the Division.

o The Division should remove programmer access from production applications and develop
policies and procedures regarding programmer access. The policies and procedures should
address controls over development, testing, security, compiling, or moving of programs to
the production environment. The Division should institute a formal programming policy,
procedure, and project management process that provides controls that cover the necessary
review of all aspects of the programming function both intemally and at vendors used to
develop programs and web based applications. If access is necessary, mitigating controls
such as monitoring of programmer access and activities within the production application
should be performed and documented.
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o The Division should establish policies and procedures to ensure that the Information Services
Department is notified immediately of all employee terminations. The Division should also
identi$, and document user accounts not utilized by employees but need within the servers,
such as application and system accounts. User accounts deemed-as unnecessary should be
disabled or removed.

Managements Response: Agree - The internal network is undergoing a multitude of changes
including migration from the legacy DOT Microsoft Domain to the consolidated Executive
Domain, network backbone infrastructure upgrades and upgrades to the Wide Area Network
The migration to the Executive Domain is expected to be completed by the second quarter 2008.
Once the new infrastructure is in place, a vulnerability assessment will be conducted. DOT and
Office of Technolog,, QD will work together to determine f the assessment can be
accommodated through OT or whether a third party will be engaged.



Land and Leases (Compliance and Internal Control Finding 2007'2)
(Partial Prior Year Finding)

Section 157-2-8 of the West Virginia Code sets forth various requirements regarding land and

lease issues. West Virginia Code sections 17-24-19, 5A-8-9, and 12-2-2 also address various

criteria to be followed by the State regarding land and lease issues. We noted several issues

relating to land and leases, including the following:

o There was not a comprehensive detail of additions and disposals related to land and land

improvements for the year provided by the Right of Way Division. Further, although the

Division has a comprehensive detail list of all land and land improvements, it does not

have a process in place to ensure that the listing is reconciled to the general ledger

balances.

o There is no system to readily track leases or other property maintained by the Division.

o We noted that the one right of way auction there was no indication the sale was properly

recorded in accounting due to the Right of Way division controlling the accounting

instead of finance.

o We noted that the one right of way auction had not been removed from the records in a

timely fashion due to a conflict as to where the sales proceeds should be applied'

We recommend that the Division develop policies and procedures to establish sound record

keeping and internal controls to address the issues noted above. Furthermore, the Division

should review the information systems utilized for tracking land by the various departments and

determine whether intemal programming efforts can enhance the integration of the information

systems utilized by the various departments.

Managements Response: Agree - The Division had two presentations by outside vendors for a

rtght of way tracking system during the past six months. The systems presented would allow for
a-complete tracking of the right of way process per parcel, project, and even individuals

assignid. The Right of Way Division's proposed budget for FY 2008 included a line item for a

similar system. Shoutd this be approved a request for proposal and bidding process would be

started.

Districts are now submitting quarterly reports to allow central office to track acquisitions, sales

and leases. The Division is currently working on developing our own system to track leases.

The subject property and structure were acquired for Highway Project APD'0484(I 15), Parcel

28 - Hardy County. The property was purchased as an uneconomic remnant from the owners'

Being the property and structure were not needed for highway purposes, the district requested a

Property Maiagement authorization to auction the property and structure. Therefore, the Chief

of Federal Aid (Right of Way) asked FHWA whether the sale should be credited to the statewide

sale of federal-aid excess property or the APD project. The property was removedfrom the

records as soon as response was given. The Division will review its' current policies and

procedures and make recommendations to establish sound record keeping and internal controls'
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Notice to Proceed - Utility Delays (Compliance and Internal Control Finding 2007-3)

The management of the Division is responsible for establishing and maintaining adequate
controls related to issuing formal "notices to proceed" stipulating the date on which it is expected
that a contractor should besin work on an awarded contract.

o There were fifteen instances identified where contractors were provided with a formal
notice to proceed prior to securing proper authorizations to proceed from utility
companies resulting in idle equipment rental charges from contractors.

We recommend that the Division develop policies and procedures to eliminate its exposure to
idle equipment rental charges.

Managements Response: Agree - The projects in question were designed and programmed
prior to the acceptance of the compromise bill. A delay in the advertisement of these proiects
placed them in lettings after agreements had been made. The Division failed to follow policies
and procedures by not reviewing the Utility Status Dates in the contracts and by not requesting
the Utilities to review and revise the dates they provided. By following the current policies and
procedures, the Division should eliminate its exposure to idle equipment charges due to Utility
Delays.



Payroll Authorization Procedures (Compliance and Internal Control Finding 2007-4)

The management of the Division is responsible for establishing and maintaining adequate
controls related to the approval of payroll for employees of the Division.

The daily labor reports (DOH - 12) are not being properly approved prior to entry in the
Division's payroll system.

We reviewed 40 individual employee payroll cash disbursements during the fiscal year ended
June 30, 2007 and noted the following:

o There were 16 instances identified where there was not approval of the daily time sheet.

o There were 4 instances in which the annual leave form was not approved by a supervisor.

The Division appears to have sound policies and procedures in place for the approval of
individual employee pay but has failed to actively enforce the procedures. We recommend that
the Division enforce and monitor existing payroll authorization procedures.

Managements Response: Agree - The Division's managerial staffwill stess to our supervisory
staff the importance of thts functional control. It is certainly management intent to have all
employees accountable for all payroll related matters.
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OTHER COMMENTS AND RECOMMENDATIONS

During our audit we became aware of several other matters that are opportunities for

strengthening internal control and opportunities for improving operating efficiency. Our

comments and suggestions follow. In addition, we became aware of immaterial instances of

noncompliance and other matters which are also reported below. We have discussed these

comments and suggestions with various Division personnel, and will be pleased to discuss them

further at your convenience.

Internal. External. and Procedures Compliance Audit Group

External Audit Procedures
(Prior Year Comment)

Traditionally, the External Audit group has examined every proposal and every invoice for each

external vendor based on their interpretation of West Virginia State Code Section 17-3-4.

Effective May 18, 2006, the Division Commissioner approved a change to the third party final

cost audit requirements. Now, the External Audit Group is not required to perform an audit on

final cost audits of third party negotiated contracts that are less than the petty purchase amount of

$100,000.

We recommend that the External Audit Group continue to follow the new policy while

continuing to challenge their processes and continuing to gain efficiency, effectiveness, and

timelinesJ. Furthermore, this would also allow the Intemal Audit Group to remain focused on

Internal Audit risk areas of the Division.

Managements Response: Agree - Auditing Division is addressing this recommendation by

revisiig our methodotogy for reviewing final audits. Since March 2007, we have been working

with the various contracting divisions to ensure that interim invoices are more thoroughly

reviewed at the time of receipt. By ensuring invoices are reviewed at the division level it will be

possible to cease the final audit process we curcently use. In order to provide adequate audit

coverdge we will audit a sample of all paid invoices on a semi annual basis.

We have set a goal of early 2008 for completion of final audit work of all final invoices in the

current backlog. l4/e are currently training the divisions and districts in review of interim

invoices. Once these two areas are addressed we will fully implement our plan to cease the

Jinal audit review.

This new methodology will allow auditor resources to be redirected to the performance of more

internal audit work and facilitate a more ffictive audit function for the Department.
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Outdoor Advertising

The review of revenue generated from the outdoor advertising program indicates a lack of
control over ltnancial reporting. Revenues reported on the trial balance consist of cash receipts
on the program with no amount disclosed as outstanding and unpaid by licensees.

We recommend that the Division develop policies and procedure to better account for the
revenue.

Managements Response: Agree - Management concurs with the recommendation and will take
all steps necessary to have the Accounts Receivable Section invoice and account for all outdoor
adv ertis ing r ev enue and r e ce ivable s.

Sub-Recipient Monitoring of Federal Programs
(Partial Prior Year Comment)

Pass-through entities are required to develop monitoring procedures including programmatic and
financial monitoring to ensure subrecipients have used federal funds for authorized purposes.
The Division performs some monitoring activities related to its subrecipients; however, the
Division does not have a formalized monitoring plan in place to ensure that federal funds are
spent for authorized purposes. We specifically noted the following items.

o The Division does not perform desk reviews.

o There is no corrective action or auditee response to the noted findings for some of the
items tested. There is no wav to determine whether frndinss were suffrcientlv addressed.

o One instance was noted where a report was not ,.".tu.0"*thin 9 months o, Urru, ,.u,
end for one of twelve items tested.

o The audit report of the subrecipient was not stamped when received for two of twelve
items tested

We recommend that the Division develop a formalized desk review monitoring plan that
includes the scope, and the monitoring procedures to be performed. The plan should be
developed to ensure compliance with the requirements of the Office of Management and Budget
Circular A-133.

t2



Managements Response: Agree

o Alt of our projects are subject to, and actually do receive, audits performed by the
WVDOH Auditing Division at the completion of each project. In addition, each invoice
submitted by a project's Sponsor is reviewed and approved by the proiect manager and
the SPR Accountant prior to payment. An A-133 audit is the yearly oudit performedfor
the Sponsor if reimbursement to the Sponsor meets or exceeds $500,000 in federal funds
during the fiscal year under which the project is developed. This is a total amount that
may include federal funding from other sources, not just the 

'|WDOH. In many cases we
have reimbursed a Sponsor less than $100,000 and the Sponsor has received over

$400,000 from other sources. Since these are in-depth audits often concerning other

federal funding agencies than ours, we forward them to the WVDOH Auditing Division

for their review. Howeyer, we understand that the Auditing Division does not intend to

review these audits on a routine basis. Our staff is not qualified to review and comment

on such audits in depth. We are greatly concerned that if we become the last ffice to

review them, we will ultimately be held responsible for the "correctness" of these audits

whether the WVDOH is the primary grantor agency or not. W'e feel that the audit/review
process would be better served if an accredited in-house auditor were to routinely

examine the A -1 3 3 audits following a review at our level. If this were the case, we would

be far more comfortable performing our own reviews, as they relate to our own grant

programs, particularly for those projects that receive 5500,000 or more in

reimbursementfrom WDOH within a givenJiscal year.

o In the future, we will attach a note regarding any required actions taken on an audit
report.

o This is, and will tikely continue to be, a problem. Fiscal years are varied and audits are

often received late. Even those audits done through the State Auditor's ffice have been

coming in late. We will keep working on this, but in many cases this is an issue beyond

our direct control.

We will attempt to stamp each report as received.
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Non-Compliance with Authorized Funding Techniques
(Prior Year Comment)

According to Section 6.2.1 of the Treasury State Agreement (fSA), the composite clearance
funding technique requires that the State request Federal funds such that they are deposited on
the dollar-weighted average number of days required for funds to be debited from the State's
account for a series of disbursements as determined by the Highway Planning and Construction
Cluster program's clearance pattem.

From discussions with Division staff, it was determined that the Division has not properly
implemented the composite clearance funding technique for payroll costs for programs 20.205,
Highway Planning and Construction, and 23.003, Appalachian Development Highway System.
According to Division staff, personnel costs that are chargeable to the Federal programs are
entered into Division's billing system as the time is worked. The Division's system then
accumulates these costs, along with other direct costs, to determine the amount of Federal funds
to be drawn. The funds are drawn such that they are deposited ten days from the request date.
Since all personnel at Division are paid in uurears, this results in the Federal funds being
deposited in the State's accounts up to twenty-four days in advance of the payroll disbursements
clearing the State's accounts.

It appears that when the West Virginia State Board of Investments (the State agency previously
responsible for the Cash Management lmprovement Act (CMIA) was working with the Division
to implement the composite clearance funding technique there was no differentiation made
between how funds were to be drawn for payroll costs and how fi.rnds were to be drawn for
program costs. Additionally, when the CMIA was implemented, all State employees were paid
current. Because of this, at the time the funding technique was first implemented, the method for
drawing funds for payroll costs may have substantially complied with requirements for the
composite clearance funding technique.

The funding method employed by the Division for payroll costs does not comply with the
authorized funding technique as outlined in Section 6.2.1 of the TSA. This may result in each
program having generated a State interest liability on payroll costs for fiscal year2006 and2007.

The Division Staff should continue to work with the Treasurer's Office to resolve this iisue.

Managements Response: Agree - The Department will continue to meet with the State
Treasurer's Office Staf in regards to CMIA issues. The Department has worked over a decade
in establishing clearance patterns for reimbursable funding from FHWA. Currently, the
Department provides the State Treasurer's Office the information requested and will continue to
provide and workwith them to meet the requirements of the CMIA review.

t4



Information Svstems

Programming Controls
(Prior Year Comment)

In response to our comment in prior years, the Division has drafted policies and procedures for
programming controls; however, the policies and procedures do not address controls over
development, testing, security, compiling, or moving of programs to the production environment.
Furthermore, there is no formal standardized programming project management process to

control programming projects from inception to completion. A formal programming policy,

procedure, and project management process can provide controls that cover the necessary review

of all aspects of the programming functions.

We recommend the development and use of a comprehensive programming policy and project

management procedure to control programming functions both intemally and with vendors used

to develop programs and web based applications for the Division.

Managements Response: Agree - These policies and procedures would have to be established as

o joint effort by the programming managers. Some policies would apply to the mainframe

system but not to the personal computer environment and vice versa.

Our exception to the comment is noted below:

Although all phases of a project are not covered in the policies and procedures, control is

addressed in the area of moving programs to production. Only the section managers and

database administrator have access/authority to move programs to production and to replace

them in the program libraries. Therefore, a programmer analyst cannot change production or

update the production library.

Computer Security Incident Response Plan
(Updated Prior Year Comment)

OT is in the process of implementing an institution wide IRP (Incident Response Plan), which

was provided for our review. While deemed to be adequate, this plan was not finalized and was

not in place at the time of our review. An Incident Response Plan provides methods to pursue a

quick and clear containment and recovery from a security event.

We recommend OT finalize, and implement the Incident Response plan at the Division.

Additionally, we recommend the OT perform security training to staffpertaining to the purpose

and usage of the newly developed incident response plan.

Managements Response: Agree - The OT is in the /inal review stage for the Security Incident
Management Plan. Expected acceptance of plan IQ 2008.

A security training program for staff is in development and will include Incident Response.
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Disaster Recovery PIan (DRP) Update
(Updated Prior Year Comment)

The existing DRP for the Division is now maintained by OT, but does not include specific details
pertaining to the restoration of services for the Division. Additionally, the DRP has not been
tested. The lack of clear, documented priorities will prevent OT from restoring the most
important processes and respective dependencies at the Division in the event of a disaster.
Additionally, adequately testing the DRP decreases the risk that OT and the Division would be
unable to respond to a disaster event.

We recommend that OT enhance the DRP to include specific details on the restoration of
services and business units pertaining to the Division. Additionally, we recommend that OT
develop a process.where the DRP is adequately reviewed and tested an annual basis.

Managements Response: Agree - Though no documented DRP existed prior to consolidation to
the OT. The OT can provide DR on a limited basis to the DOT, however, formal planning and
testing has not taken ploce. As part of the ongoing IT consolidation, the OT has continued to
reJine the general DRP to identify and include the necessary level of detail for each covered
Agency. The /inalized plan will include testing schedules and metrics, as well as the review
process for the same. The OT has identified a dedicated resource to facilitate DR planning.

Windows Directory Access
(Prior Year Comment)

The "Everyone" group was found to have frrll access to two (2) shared folders, and read &
execute permissions on three (3) shared folders on servers tested. When the "everyone" group is
used to grant permission to directories and files, all users obtain those granted permissions. The
"everyone" group's access permissions should be removed from share access to ensure data
confidentiality and reduce the risk of unauthorized access.

We recommend OT remove the "Everyone" group's access permissions to all directories and
files. In addition, policies and procedures should be established for when new directories or
shares are created, their access is appropriately configured.

Managements Response: Agree - The OT is working through a redesign of the DOT lTindows
Directory Access as a part of the migration to the Executive Domain. This, and several other
general security related concerns will be resolved as part of the final network migration into the
Executive Domain. The Account Management Section within OT is responsible for all aspects of
resource provisioning; to include user and share creation, deletion modification. This is done
according to established documented policy and procedures.

The Everyone Group has been removedfrom all identified shares.

l6



Accounts Payable Electronic Authorization
(Prior Year Comment)

The Division relies on the internal controls established in REMIS, the internal accounting
information system utilized by the Division. Accounts payable invoices are authorized for
payment in the REMIS system prior to transferring the approved invoices for payment into the
West Virginia Financial Information Management System (FIMS). The electronic authorization
for an invoice to be paid is made automatically when the REMIS system entry is set to "pay" the
invoice by accounts payable staff. Accounts payable staff activate the "pay" status after they
have matched the approved purchase order, receiving report and invoice, all with the proper
intemal approvals. The authorization occurs nightly as the "paid" invoices are processed from
REMIS into the FIMS application. If the origin of the payment entry is accounts payable staff,
the accounts payable supervisor's electronic authorization is attached to the transaction. This is
done without a review of each payment by the accounts payable supervisor which is the
electronic authorization accepted by the West Virginia State Auditor's Office in the FIMS
system.

The use of an electronic authorization without the review by the accounts payable supervisor of
the document being authorized circumvents the approval process. We recommend that electronic
authorizations for transactions be performed only after a review of the transaction is performed
by the authorizing individual.

Managements Response: Agree - The Division of Highways is currently moving towards the
scanning of invoices to the State Auditor's Ofrice. Once fully implemented the scanning process
should resolve this Jinding as the Accounts Payable Clerk is tracked in the poyment paying
process.

DMV Cash Register Intruder Lockout Functionality

The DMV Cash Register system does not provide intruder detection controls. Intruder detection
limits the number of invalid login attempts a user has to access the Cash Register system.
Unauthorized users often attempt access to an application with the use of password cracking
utilities. Intruder lockout functionality limits the ability to run such utilities preventing
unauthorized access to the application.

We recommend the DMV request that the Cash Register vendor provide intruder detection to the
Cash Register System, and configure it for three (3) invalid login attempts. This will ensure that
the Bank is notified of unauthorized and invalid attempts to access the network. Exceptions
should be formally documented per the Bank's information security policy.

Managements Response: Agree - DMV will request the Cosh Register vendor to provide
intruder detection and con/igure it for three (3) invalid login attempts.
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Dormant User Accounts
(Prior Year Comment)

There were eight (8) dormant user accounts found on the Cash Register System, five (5) dormant
accounts found on the Windows Network information system, four (4) dormant user accounts
found within the PRS system, and five (5) active user accounts for which Human Resources had
no record of employment, but which may be used for external contractors. Dormant user
accounts increase the risk ofunauthorized system access.

We recommend OT and the Division implement procedures to ensure terminated employees are
disabled or removed in a timely basis. Additionally, we recommend OT and the Division
implement procedures to ensure that all active domain user accounts can be accounted for.

Managements Response: Agree - For the Windows Network: This, and several other general
security related concerns will be addressed as part of the final network migration into the
Executive Domain. The Account Management Section within OT is responsible for all aspects of
resaurce provisioning; to include user and share creation, deletion, modification. This is done
according to established documented policy and procedures.

In the interim, the OT has employed scheduled reports of existing accounts. These reports are
designed to identify 'stale' accounts; which are defined as accounts with no activity for 30 days.
This report is generated every 30 days, and identified accounts are then disabled until further
review specifies the correct course of action.

Backup Procedures

OT has not fully documented procedures for daily network backups of all Division resources.
Properly documented procedures provide assurance that backup activities are providing the
Division with adequate protection from permanent loss or destruction of data. Documentation is
also important in providing assurance that the process can be performed in the event of staff
turnover or if IT employees that normally perform the process are unavailable.

We recommend OT formally document the network backup procedures.

Managements Response: Agree - As part of the consolidation to the OT, the lack of documented
baclatp procedures and or policies from DOT originally made this area of concern particularly
dfficult for the OT to address. Going forward, the OT has spent a signi/icant amount of time
and resources addressing this issue in particular. As part of the overall migration, the OT will
include the identi/ied DOT baclup processes into the existing OT Data Center backup model. At
that time the OT will provide detailed documentation of the process and procedures. In the
meantime, an established interim process has been put into place.
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Event Log Management
(Updated Prior Year Comment)

OT does not have an effective or efficient process to manage events on the Division's network.
Proper event log management decreases the risk of a security event going unnoticed.

We recommend that OT implement a process to manage network event logs. A third party tool
could assist OT to centrally manage the logs, review reports, and archive events for storage.

Managements Response: Agree - The OT has since deployed the Enterasys Dragon Security

Command Console (DSCC). The DSCC is currently logging all access for DOT's VPN,

Firewall, FTP and Domain Controller. These logs are being correlated with the Enterasys
Network Behavioral Detection sensor and NetFlow (collectedfrom DOT's core routers).

Project Record System (PRS) SQL Server Log Reviews
(Prior Year Comment)

The PRS SQL Server generates application and security logs, which management of the Division

indicated are reviewed frequently. However, the reviews are not evidenced with a sign-off. Event

logs provide details that include evidence of intrusion, problems within the SQL server, and
general health of the application. Reviewer signoff on SQL application and security logs

provides assurarlce that unusual activity is investigated.

We recommend all reviewed SQL logs be evidenced with sign-offs.

Managements Response: Agree - We feel our current process of reviewing SQL logs is

sufficient. It is our intent to improve the documentation of this review, so it can be ascertained a

major problem would not go undetected.
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PRS Field Application: Resource Management
(Prior Year Comment)

The Division has devised a process, and developed an application that allows field offices and
remote users to connect to their PRS database resources via a Virtual Private Network (VPN)
connection. However, the Division does not own the workstations or laptops that are being used
by consultants who utilize the PRS Field version of the application. The Division cannot be sure
that the computers attaching to the Division's network have up to date Antivirus definitions,
critical patches or service pack levels. Computers that are not adequately protected, or are
infected with a computer virus can infect, or otherwise damage network resources within the
Division.

We recommend that the Division implement a higher level of control over remote client
computers, and implement a process or procedure to assure that client antivirus software, critical
patches and service pack levels are up to date.

Managements Response: Agree - The OT is evaluating products and technologies to address
this concern on an enterprise level. As stated in prior year reports, the WVDOT does not own
the desldop/laptops used by contractors accessing the PRS system. The contractor is required to
bring in the desktop/laptop prior to project start date. The PC/MN staff checl<s for antivirus
software, critical patches and that service pack levels are up to date. The VPN connection limits
access to the specific PRS serter and application program andfiles only.

PRS Field Application: Password Policies and Management
(Prior Year Comment)

The Division has devised a process, and developed an application that allows field offrces and
remote users to connect to their PRS database resources via VPN connection. This functionality
is made possible by three control mechanisms, each with its own independent password. These
passwords cannot be changed by the end user due to system limitations of the Cisco VPN
solution, and database authentication method that is in use. Weak password parameters and
management practices increase the risk of unauthorized access to the system.

We recommend that the Division develop and implement specific password policies and
procedures that require passwords for these control mechanisms to be manually changed at
regular intervals.

Managements Response: Agree - The VPN passwordwill be migrated to authentication through
Active Directory at the post Executive Domain migration period. Authorized users of PRS are
recognized from their network logon identiJication. To logon to the network (and thereofter
occess PRS or any other program autho;rizedfor the user), users must enter their assigned logon
ID and current unique password, Nerwork logon passwords are subject to the DOT's password
policies and this method of user identiJication is common across all DOT network applications
and worlrs ffictively at this time.



PRS Application Change Control
(Prior Year Comment)

The Division has methods and mechanisms that are in place regarding change management for
the PRS application; however, these changes do not go through a formal change control process.
Parameter and database structure changes and other such modifications are performed by the
administrator without formal authorization. The lack of a formal change control process
increases the risk of inappropriate or unauthorized changes being made to the system.

We recommend that the Division develop and implement a formal parameter change control
procedure for the PRS system.

Managements Response: Agree - Requests are made to the mqnager of PC/LAN applications
and will be reviewed by the Director of Information Services. If approved, changes will be
logged and processed. Microsoft Source Safe source code librarian is used to track changes.
The updates are then distributed to the Districts and remote sites.

Windows Network Audit Policy
(Prior Year Comment)

The existing Audit Policy on the Division's Microsoft Windows network needs to be improved

to record additional information. In addition, the server security log sizes are not set to record

and retain information to suffrciently investigate a security incident. System auditing tracks

system level events such as logons and file and directory access. It can provide valuable

information in the event of an unauthorized network intrusion.

We recommend that OT enhance the use of the Audit Policy to record the following events:

In addition, we recommend OT increase the size of the logs between 16MB and 199MB
depending on the frequency of log archival
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Managements Response: Agree - The above referenced guidelines are reflective of the overall
design for the Executive Domain. The Client Services Delivery section of OT will continue to
work with the Security group within OT to develop and implement standardized event logging
and retention log size. llhere possible, the OT has incorporated the same within the existing
DOT domain. This initiative on the legacy domain has been limited due to barriers in
connectivity, access, and hardvvare age and condition.

Windows Wireless Infrastructure
(Prior Year Comment)

We were able to connect to an unsecured wireless access point connected to the Division's
network. Additionally, the Division is using 128 bit WEP encryption on their wireless bridge,
which is extemally mounted on the Division's building. This device is configured to provide
wireless access to the Division network for detached clients outside of the physical building.
WEP technology has many known weaknesses that increase the risk of unauthorized access to
data.

We recommend that OT remove the unsecured wireless access point from their network, and
strengthen their encryption levels on their wireless bridge. In addition, we recommend that the
Division implement a Wireless Intrusion/Prevent Systems that will alert management when
unauthorized wireless devices attempt to connect to their network.

Managements Response: Agree - The unsecured wireless access point was removed from the
DOT nerwork at the time of discovery. The wireless bridge is planned to be replaced by o
traditional data circuit to improve reliability. WPA2 security standards will be implemented on
all future wireless deployments and will include radius authentication.

\ilindows Patch Management
(Prior Year Comment)

Ten (10) sampled Division servers did not have the most current Microsoft service-pack.
Implementing service packs on a timely basis decrease the risk of unauthorized access caused by
operating system vulnerabilities.

We recommend that OT review and enhance the current patch management program to ensure
that all Division servers and workstations are updated to current service pack and available hot
fix levels. In addition, a formal change control process should be implemented to ensure any
system or configuration changes are appropriately authorized.

Managements Response: Agree - This has been corcected. The OT has incorporated the DOT
network into its existing Microsoft Windows Server Update Services infrastructure patching
system. This is parented out of the OT, and includes the existing Executive Domain as well. The
process has been formalized.
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Windows Obsolete Network Operating System (NOS)
(Prior Year Comment)

The Division is utilizing one (1) Windows NT 4.0 server and one (l) Windows NT4 workstation
in their production network environment. This operating system has not been supported by
Microsoft since 2004. Windows NT Server 4.0 cannot adhere to the Division's intended network
security policies, due to features that do not exist on the NOS. Lack of adequate systems security
and use of an unsupported operating system may provide the opportunity for unauthorized access
to systems and data.

We recommend that the Division replace the Windows NT 4.0 servers with equipment running
the most current NOS.

Managements Response: Agree - The Windows NT environment is currently required to support
a business application. Testing is being conducted to determine whether the issue can be
resolved by utilization of an NT4 virtual image on a Miuosoft XP Professional system. If the
virtual machine is unsuccessful, the OT will physically segment these devices from the network
until the DOT is able to replace the business application. As stated in prior year, an RFP for a
new business system is inprocess.

Windows User Rights
(Prior Year Comment)

Local users on domain member servers have "access this computer from the network" rights.
This setting will allow a user to log into the server from the network using a local account,
bypassing domain security.

We recommend that the Division restrict the rights to the setting "access computer from the
network" strictly to domain users on the member servers.

Managements Response: Agree - This implementation of this process has been ongoing for the
existing DOT domain. Once the migration to the Executive Domain has been completed, this

will no longer be an issue.
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Windows Anti-Virus
(Prior Year Comment)

Virus protection software has not been installed on three (3) of the ten (10) Division servers
selected for testing. Additionally, two (2) servers were found to have virus definitions that were
out of date. Unauthorized users can inadvertently or deliberately infect the network with highly
damaging viruses or malicious software. Once infected, the containment and restoration process
may render the network, databases and other related resoruces unusable for a period of time.

We recommend that OT install anti-virus software on all servers and develop procedures to
ensure virus signature files are frequently updated.

Managements Response: Agree - This issue has been resolved. Antivirus is installed on all
DOT servers and is updated through a standard routine update process.

Windows Generic User Accounts
(Prior Year Comment)

Of the 100 users sampled, we detected seven (7) generic user accounts on the Division's Active
Directory network. While these user accounts appear to be needed for business purposes, they
have not been documented. Generic user accounts do not provide for individual accountability
and increase the risk of unauthorized access going undetected, and increase the risk of
unauthorized system access.

We recommend that OT disable and delete generic user accounts or provide compensating
controls with their use. Examples of compensating controls include setting stronger account
restrictions and password controls by initiating a password on each user account, restricting the
user account to specific workstations, and maintaining daily logs of users assigned to generic
user accounts. In addition, we recommend that OT document all generic, system and application
user accounts.

Managements Response: Agree - The process of identifying and removing duplicative and/or
unnecessary generic accounts within the existing DOT domain has been ongoing. The accounts
that have been identffied as necessary have been documented and have strong controls
implemented, as well as listing the individuals the OT has been informed of having access.

At the completion of the migration to the Executive Domain, the use ofwindows generic accounts
will be limited to deJined service roles only and will be audited.
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Software Licensing Agreements
(Prior Year Comment)

The Division does not have a system in place to ensure compliance with all software licensing
agreements.

We recommend that the Division and OT develop procedures to ensure compliance with
software licensing agreements.

Managements Response: Agree - The DOT and OT will work cooperatively to ensure the
licenses acquired by the DOT are reflective of the installed sofh,uare base. Wen the migration
to the Executive Domain is complete, the OT will deploy an automated inventory tool which will
enhance and formalize this process.

Request for Proposal (RFP) Adequacy

We reviewed the RFP (Request for Proposal) that has been drafted for the replacement of the
existing DMV cash register system. Our review reveals that there are no requirements pertaining
to the encryption of credit card numbers stored or cached within the system. Deficiencies in an
RFP may cause the Division to purchase a software solution that does not, or cannot meet all the
requirements of the organization.

We recommend the DMV review the existing RFP, and include requirements pertaining to the
encryption of locally stored sensitive data, and, to be sure that all other organizational
requirements are included.

Managements Response: Agree - Suggested language has been received from our IT Auditors
and was added in the final RFP.
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Server Build Standards Documentation

OT has not fully developed a server build standard guide. Sever build standards include
information regarding the configuration of servers, and help IT staff to ensure that servers are
configured appropriately. A server build standard should include, but may not be limited to:

o Sensitive application services;
o Securityparameterconfiguration;
o Required exceptions;
o Protocols in use; and
o Standard software installation list.

Documentation of items listed above will help to ensure exceptions related to server
configuration, such as the ones noted in the report, will be limited.

We recommend that OT establish documented server build standards to ensure that servers are
configured according to established standards.

Managements Response: Agree - The OT has an existing team charged with the building of
servers, and has defined base installation instructions for the general server roles. Exceptions
to the standard builds are documented.

Stale Computer Objects in Active Directory

We identified multiple stale computer objects in the Active Directory database. Inspection of
servers and workstation objects finds there to be 102 registered "Windows NT4" computer
objects in the Division's Active Directory database. These stale objects represent computer
accounts that are no longer in use, but that still exist within Active Directory. The existence of
stale objects in Active Directory can create security concems and could present problems in the
event that Active Directory restoration would need to be performed.

We recommend that OT remove these objects from the Active Directory database. Additionally,
we recommend that OT create a procedure to ensure that accounts for retired computers have
been completely removed from Active Directory.

Managements Response: Agree - The process for the legacy DOT Domain does not include the
deletion of stale PC accounts. They are instead disabled then moved to a designated container
speci/ically deJine d for this role.

Once the migration to Executive Domain has been completed, this will no longer be an issue.
The Executive Domain has automated processes to prune these types of machine accounts on
regular intervals.
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Time/Day Restrictions

OT is not utilizing the time/day restriction feature for Windows user accounts. This feature
allows the Organization to restrict users from gaining network access during non-business hours
thereby reducing the risk that unauthorized users exploit these user accounts to gain access to the
network.

We recommend that OT develop and implement time/day restriction standards that cover a
significant majority of the user population. Both the standards and approved exceptions should
be documented per the IT security policy.

Managements Response: Agree - The OT believes that implementation of Time/Day restrictions
is a business decision and technologt plays a supportive role. The OT can implement these
restrictions and document upon request by DOT. The OT will work with DOT to determine if
and or when restrictions will be put into place as standard part of the planning process of
migrating to the Executive Domain.

The Information Security Group within OT will consider modifying the applicable security
policies to incorporate Time/Day restrictions.

Account Lockout Configuration

The Account Lockout Policy on the Microsoft Windows network is not configured adequately.
The account lockout threshold is currently configured to seven (7) invalid login attempts.
Unauthorized users often attempt access to a network with the use of password cracking utilities.
When set properly, intruder detection limits the ability to run such utilities preventing
unauthorized access to the network.

We recommend the Windows Account Lockout Threshold to be set to three (3) invalid logon
attempts.

Managements Response: Agree - The recommendation is in fact the standard on the existing
Executive Domain, but has not been implemented on the legacy DOT domain. This will be
resolved upon completion of the migration to the Executive Domain.
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User Access & Termination Forms

OT was unable to produce eight (8) out of fifteen requested user access forms, and zero (0) out
of fifteen requested user termination forms. User authorization form and termination forms
provide crucial information to update employee user accounts in the designated application (s),
maintain an audit trail of changes to user permissions and ensure accounts belonging to former
employees are disabled in a timely manner. The lack of such documentation increases the risk of
unauthorized access to system resources.

We recommend that management enhance the existing procedures of add/change/delete
authorization forms to ensure that any change in employee status is accounted for.

Managements Response: Agree - This, and several other general user account related concerns
will be addressed as part of the /inal network migration into the Executive Domain. The Account
Management Section within OT is responsible for all aspects of resource provisioning; to
include user and shqre creation, deletion, modification. This is done according to established
documented policy and procedures.

Network Vulnerability Assessments

There is no documented evidence that OT has performed or had third party internal or extemal
network vulnerability assessments of the Division's network structure. By completing these
types of review, the Division will have assurance that perimeter network resources, network
devices and server platforms are protected from current and emerging threats and vulnerabilities.

We recommend that OT complete a wlnerability assessment of the internal and external network
environment at the Division.

Managements Response: Agree - The OT InfoSec is currently working to procure Tenable
Security Center or equivalent. lY'e expect this purchase to be made by 2M quarter 2008. This will
provide DOT with ongoing vulnerability discovery and remediation. This will also allow DOT to
be auditedfor policy compliance.

Change Control Procedures

OT has not documented change control procedures for the Division's network, including changes
to the firewall, router, switches, server, and workstations. Lack of documented change control
policies and procedures increase the risk of unauthorized changes to network devices.

We recommend that OT document change control policies and procedures over network devices.

Managements Response: Agree - The OT is in the initial stages of developing a change
management process. A change control log for Servers has been initiated, and Con/iguration
Control Boardfor PC devices is in place.

28



West Virginia State Compliance

Conflicts of Interest
(Partial Prior Year Comment)

Chapter l7-2A-5 of the West Virginia State Code states in part that: 'No person, while in the
employ of or holding any official relation to any person, firm or corporation selling or furnishing
materials entering into the construction, reconstruction, repair or maintenance of any state roads
or highways, or any part thereof, or who is pecuniarily interested therein as a stockholder or
otherwise shall be appointed commissioner or be otherwise employed in any capacity or
employment by the commission or commissioner." Furthermore, Section II, C-13 of the
Division's policies and procedures regarding conflicts of interest states in part that, "Generally, it
may be concluded that there is a conflict of interest in an employee's public position if the
combination of official and outside activities result in any of the following: (1) Cause or appear
to cause the treatment of offrcial duties with an1'thing but complete impartiality; (2) Cause or
appear to cause the use of public position for personal gain; or (3) Interfere with or impair the
efficiency of performance in the public position.

Areas of concem related to conflict of interest which should be addressed include: (l) employees
with significant approval power for contracts who take employment with such contractors; (2)

employees who have immediate family members with financial interest in businesses which
contract with the Division; (3) employees who may have other employment with vendors who
supply the Division; and (4) family members who may work together or may approve each
other's time or other projects.

Through inquiry and observation, we identified several employees with significant approval
authority that did not have conflict of interest statements on file.

We recommend that the Division work with the West Virginia Ethics Commission to prepare and
maintain a list of the employees with significant approval authority and obtain conflict of interest
statements from them and initiate an education process identifying and defining potential
conflicts of interest. We strongly recommend that this policy be implemented and followed
through to ensure that the Division is practicing acceptable methods of protecting itself from
potential self-dealing issues.

Managements Response: Agree - The Director of the Ethics Commission and the Director of
Finance Division have already had verbal discussion concerning this issue. Hopefully, we will
resolve the issue prior to the calendar year.
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Lease Receivables - Automatic Renewals
(Prior Year Comment)

Both the Division and Mountaineer Gas have assumed responsibility of the lease agreements
between the original parties in the lease agreement (New York Central Railroad and United Fuel
Gas Company). The original leases were established in 1947 as a utility easement. They are set
up as automatic renewals and the latest documentation contained in the file is a Lease Receivable
Notice Report dated 1994. Further, no appraisals were found in the files. Lease numbers are
0352-0120, 0353-0120, 0356-01 20, and 0354-0120.

We recommend that the Division review these leases to see if the amounts are still reasonable
I and periodically review them for updates as needed.
I

Managements Response: Agree - The above referenced leases hove now come to term and by
letter dated August 17, 2007, the District notified Mountaineer Gas Company the leases are
being cancelled. The company is to obtain utility permits for these easements.

Evaluation of Consultant's Work
(Prior Year Finding)

Chapter 5,{, Article 8, Section 9 of the West Virginia Code states in part that: "The head of each
agency shall make and maintain records containing adequate and proper documentation of the
organization, functions, policies, decisions, procedures and essential transactions of the agency
designed to furnish information to protect the legal and financial rights of the state and of
persons directly affected bythe agency's activities." Further, Section 157-I-7.I0 of the code of
State Rules states that: "Upon completion or performance termination of the consultant's work,
the responsible Division will prepare a report recording its evaluation of the consultant's efforts.
A copy shall be sent to the consultant for review and comment and any written comments
received shall be attached to the final report. All consultants with active contracts shall be
evaluated in March of each year on each active project. On contracts where the final product has
been accepted by the Division but the final invoices have not been paid, the consultant will not
need to be evaluated..."

We noted the following during our review of the Division's evaluation of consultants' work:

Through inquiry and observation it was determined that the Division has not finalized and
implemented its new procedures for evaluating consultant's work. Our attribute testing focused
on nineteen large projects in which all nineteen projects received final evaluations but not all
were performed in a timely fashion.

We recomrnend that the Division adopt and implement policies to be in compliance with West
Virginia Code Section 157-1-7.10.
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Managements Response: Agree - In the late 1990's, the DOH, working in conjunctionwith the
American Council of Consulting Engineers of West Virginia (ACEC of WV) developed a new
evaluation form for reviewing work by. consultants on highway projects. At the same time, the
DOH and ACEC of WV wrote up a process by where the evaluation would not only be done
annually and at the end of the project, but also during various milestones of the proiect such as
preliminary ffice review, final ffice review, etc. These additional evaluations were intended to
provide more feedback to the consultants as to how well they were doing rather than iust once a
year. It was also a process agreed upon by only the DOH and the ACEC of WV. It was not

fficially approved by the FHWA, nor wos it implemented into the West Virginia Code or the
Code of State Rules. The additional evaluations turned out to take a lot more time than
originally thought; therefore, the DOH was not able to make all the evaluations agreed upon by
the DOH and ACEC of W. Due to the high workload and many other demands on the Project
Manager's time, many of the evaluations required at various milestones were not done. Trying
to comply with providing evaluations at so mqny milestones hindered the DOH's ability to even
be in compliance with Section 157-l-7.10 of the Code of State Rules.

In order to be in compliance with the Code of State Rules, the DOH will no longer require
evaluations of consultants at various milestones, but will require evaluations be made once a
year on every active project, and an evaluation performed at the completion of each
active project. The annual evaluations will be completed in March on all active proiects.

To enable us to be in compliance with the Code of State Rules, the following steps have been
taken:

L The Section Head of the Review Section of Engineering Division has been tasked with the
responsibility of seeing that evaluations for all active consultant projects be performed in March
of each year. He has further been tasked with the responsibility of seeing that evaluations are
done at the completion of each active project. He will have the responsibility of providing all
evaluations to the Section Head of the Initial Design Section in a timely manner for distribution
and file. Currently, Mr. Dave Bodnar is the Section Head of the Review Section and Mr. Carl
Bowyer is the Section Head of the Initial Design Section.

2. The Section Head of the Initial Design Section of Engineering Division has been tasked
with the responsibility of sending the evaluations to the consultantsfor review and comment, and

further has the responsibility of seeing that any and all comments receivedfrom the consultants
in regard to the evaluations are attqched to thefinal report andfiled appropriately.

Byfollowing Chapter 5A, Article 8, Section 9, of the l[/est Virginia Code and Section 157-l-7.]0
of the Code of State Rules and assigning responsibility as noted above, it is felt that the DOH
can be in compliance in regard to evaluation of consultants work on all active projects.
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Other Comments

Purchasing - Requisitions
(Prior Year Comment)

The Division utilizes manual purchase requisitions for the processing and approval
documentation of purchasing requests. Although this process is working, we recommend that the
Division review the current information systems technology to determine if electronic
requisitions could be utilized to create a more effective and efficient process.

Managements Response: Agree - During the past three months the Department has
participated in surveys regarding SAP and ERP system. The Department is hopeful a statewide
financial system can be implementedwhichwill include a purchasing module.
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RiskAnalysis
(Partial Prior Year Comment)

Risk management is a key component in effective management and strategic planning. The
Division operates in a complex environment and is responsible for numerous activities and
functions which have been assigned to different levels of the organization. The Division faces
multiple risks arising from factors such as an aging work force, catastrophic weather conditions,
changes in demographics and economic factors that influence fuel usage and automobile sales
(major sources of non federal revenue), and uncertainties about future levels of federal aid.
Additionally, the Division should respond and plan for issues related to errors, irregularities,
defalcations, misappropriation of assets, and changing political agendas. In addition, because the
Division is impacted by a vast array of issues, there is risk associated with managing and
planning for changes that occur outside the agency that have significant impact on operations.
Generally, an effective risk assessment is based on formal input from personnel across the
agency and effective risk management involves the formal assessment of the risks identified and
the planned approaches to mitigate significant risks to critical activities.

We recommend that management continue to develop and implement a formal risk assessment
plan. The process at a minimum should include:

. Identification of the primary goals and objectives of the Division.

o Establishment of a formal Committee or designation of a top managerial position to
analyze risks that may impact management's ability to achieve the critical goals and
objectives identified. Information gained from this analysis should be communicated to
all top and midJevel managers.

o A plan to mitigate or offset risks that are deemed likely to impact the operation of the
Division in the short-term. Formal or informal plans may exist for short-term problems
such as computer failure, occupancy problems, or how best to respond to minor
budgetary problems, but the collection of those plans and notification to other managers
of their existence may benefit the organiz.ation.

o A long-term plan to address the condition of the Division's bridges including
identification of required repairs and replacements.

r A long.term plan to address the Division's labor shortages. The Division's present
workforce is getting older and replacement workers aren't coming up through the ranks in
great enough numbers to meet coming demand.
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Managemenls Response: Agree The Division of Highways' goal is to provide a safe and fficient
highway systemfor the public in the most cost-ffictive manner in order to transport the people,
goods and services throughout the State. Wth this goal in mind, our objective is to design,
construct and maintain roads in the State Highway System.

The Division has a formal program review committee comprised of top management that reviews
all facets of the agency. These weekly meetings review the current financial status of the agency
in addition to personnel, highway projects, etc. The meetings are multi-faceted in that they
assure that the Division is working within the budget, they consider the political impact, the
current environmental and economic factors that may impact the budget and, when necessary, to
realign the program to meet those needs.

The Division is in the process of creating and updating the needs for improvement in
management systems throughout the agency. In order to accomplish this goal, the Division is
looking to acquire new technolog,, to monitor, maintain and/or improve existing management
systems. These programs include the bridge maintenance progrdm, the maintenance progrom,
and geographic information systems progrqm.

Each yeati the Division in conjunction with the Federal Highway Administration, selects areas
and/or programs within the agency and conducts a formal review of the processes for possible
improvements. In some oreas, this has resulted in eliminating or combining certain steps to
expedite the process and/or program under review.

Informal self-assessments are routinely performed by all functions and programs within the
Division. In order to allocate limited resources to cover expanding demands for the maintenance
and development of the State's transportation system, Division managers are making daily
assessments to determine resource allocation.

The Division has narrowed its current performance measures to meet both the mission of the
agency and the needs of the public. Goals and objectives are set to create and maintain an
outstanding transportation network. In an effort to increase the fficiency and ffictiveness of
operations, the reliability of financial reporting, compliance with applicable latvs and
regulations and the safeguarding of assets, the Division's Auditing Division is conducting
training in internal controls and risk assessment for managers. This course has been specifically
designed for the Division to assist managers in defining and identifying risl<s within our
organization. Performing regular self-assessments within all levels of the Division will allow
managers to implement an internal control structure that will not only reduce the level of risk but
also detect deficiencies in a timely mannen

34



The Division has had a bridge maintenance program in place for many years. Each structure in
the State Highway System is inspected at least every two years to assure the integrity of the
structure and to protect the public. The Division employs personnel that have been specifically
highly trained to review bridges to assure that the structure is structurally sound. The Division
also offers municipalities this service in order to assure their structures are structurally sound
and that their maintenance needs are addressed in a timely manner to avoid a catastrophic
accident. Within the State Highway System, the bridges are rated for replacement according to
this review and maintenance work is identified and scheduled accordingly in order to keep the
structure open to the public. In the unlikely event that a review would determine a structure to
be unsafe for vehicular travel, the structure would be closed immediately.

The Division is well aware of the labor shortage within the agency. As a short-term measure, we
are recruiting retired employees to help with snow and ice removal. The Divisionb top
manqgement is working with both the Governor's Office and the State Division of Personnel to
develop new recruitment/retainment methods. These ffices are considering numerous
suggestions including but not limited to recruitment bonuses, increased salaries to retain
employees, and alternative work scenarios such as flex time.
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Security of Inventory
(Prior Year Comment)

Management of the Division has made significant progress in enhancing the physical security of
inventory throughout the State; however, during our physical inventory observations, we noted
that there were several locations where inventorv was not secured durins non-business hours.

We recommend that management continue to evaluate the costs JnO O.n.Ots of securing
inventory and ensure that locations not secured are adequately documented and supported by a
cost/benefit analysis. Further, management should ensure adequate funding is budgeted to secure
locations that are considered high risk and for which the benefit of securing the location would
outweigh the cost.

Managements Response: Agree - The Department continues to review our facilities and strive
to improve security with the Buildings and Grounds Program. During the past year additional
emphasis was placed on salt storqge and gasoline storage sites. The Department is limited in
funding sources and there are many qreos in need of afunding source.

Insurance Policies
(Partial Prior Year Comment)

During 2007 management with the assistance of WVBRIM reviewed and updated the insurance
policies for buildings and grounds in all divisions. No determination was made as to the
adequacy ofcoverage for building contents.

We recommend that management continue to work with WVBRIM and determine if the Division
has adequate coverage for building contents.

Managements Response: Agree - The Department will continue to work with I(VBMM to
ensure that our buildings and their contents have adequate insurance coverage.
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Idle Equipment Time
(Partial Prior Year Comment)

The Equipment Idle Charges report summarizes the amount of time Division equipment remains
idle within the Districts and assigns an hourly rate base on a calculated rental rate determined for
cost allocation purposes to arrive at a total of lost time for equipment on idle status. The report
for 2007 and 2006 reflected computed amounts of approximately $24,400,000 and $21,700,000.
The Division performed a comprehensive review of idle equipment during 2007 considering
usage and quality of existing equipment and held an auction for the various pieces of equipment
that were determined to be unessential to Division operations.

Managements Response: Agree - On July l, 2007 rolling equipment stock in the maintenance
organizations was reallocated to match the core maintenance plan activities. This process
identified underutilized equipment that was the main cause of the idle equipment time. The
reduction and reallocation of equipment is expected to have a significant impact on idle
equipment time and we expect this to impact the long term rental rates of the equipment.

Authorization of Overtime Pay
(Prior Year Finding)

The management of the Division is responsible for establishing and maintaining adequate
controls related to the approval and authorization of overtime pay for employees of the Division.

Total overtime expense for fiscal year 2007,2006 and 2005 was approximately $13,519,000,
$8,505,000, ffid $14,002,000, respectively, a $5,014,000 increase and $5,497,000 reduction
respectively. For a six month period January to June of each year, the totals were $7,889,000 for
2007,$4,792,000 for 2006, and $6,814,000 for 2005 and a $3,097,000 increase anda52,022,000
reduction, respectively.

We recommend that the Division continue to review and monitor their policies and procedures
for approval and authorization for overtime pay to determine if changes are needed. Furthermore,
we recommend that management continue to review overtime paid to determine the
appropriateness of the amount charged and the effectiveness of the hours worked. In addition, we
recoillmend that the Division work with the West Virginia Division of Personnel and review
their policies and procedures for determining which employees are eligible for overtime and
ensure policies and procedures are in compliance with the new Federal overtime laws and
regulations. In addition, management should monitor overtime for individuals within the
retirement window to ensure that compensation for retirement calculation purposes is not
inappropriately inflated. Further, management should work to seek resolution of the overtime
increment pay.

Managements Response: Agree - The Division of Highways attempts to use overtime only when
it is absolutely necessary. Certainly a large percentage of overtime is related to weather.
Additionally, the Division is approximately five hundred employees short of our reduced quotas.
This situation tends to reduce the flexibility of managers to keep the overtime as tightly
controlled as in the past.
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November 16.2007

To the Joint Committee on Govemment and Finance
West Virginia Legislature

We have audited the financial statements of the governmental activities, the business-type
activities, the aggregate discretely presented component units, each major fund, and the
aggregate remaining fund information of The West Virginia Department of Transportation
Division of Highways for the year ended June 30, 2007, and have issued our report thereon dated
November 16, 2007. Professional standards require that we provide you with the following
information related to our audit.

Our Responsibility under U.S. Generally Accepted Auditine Standards
Auditing Standards

As stated in our engagement letter dated May 11,2007, our responsibility, as described by
professional standards, is to plan and perform ouraudit to obtain reasonable, but not absolute,
assurance about whether the financial statements are free of material misstatement and are fairly
presented in accordance with U.S. generally accepted accounting principles. Because an audit is
designed to provide reasonable, but not absolute assurance and because we did not perform a
detailed examination of all transactions. there is a risk that material misstatements may exist and
not be detected by us.

As part of our audit, we considered the internal cohtrol of The West Virginia Deparfinent of
Transportation Division of Highways. Such considerations were solely for the purpose of
determining our audit procedures and not to provide any assurance concerning such internal
control.

As part of obtaining reasonable assurance about whether the financial statements are free of
material misstatement, we performed tests of The West Virginia Department of Transportation
Division of Highway's compliance with certain provisions of laws, regulations, contracts, and
grants. However, the objective of our tests was not to provide an opinion on compliance with
such provisions.
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Sisnificant Accountin g Policies

Management is responsible for the selection and use of appropriate accounting policies. In
accordance with the terms of our engagement letter, we will advise management about the
appropriateness of accounting policies and their application. The signifrcant accounting policies
used by The West Virginia Department of Transportation Division of Highways are described in
Note One to the financial statements. No new accounting policies were adopted and the
application of existing policies was not changed during 2007. We noted no transactions entered
into by The West Virginia Department of Transportation Division of Highways during the year
that were both significant and unusual, and of which, under professional standards, we are
required to inform you, or transactions for which there is a lack of authoritative guidance or
consensus.

Accounting Estimates

Accounting estimates are an integral part of the financial statements prepared by management
and are based on management's knowledge and experience about past and current events and
assumptions about future events. Certain accounting estimates are particularly sensitive because
of their significance to the financial statements and because of the possibility that future events
affecting them may differ significantly from those expected. The most sensitive estimate(s)
affecting the financial statements were the valuation of inventories, receivables, infrastructure
assets, depreciation of capital assets, compensated absences, and the liability for claims and
adjustments.

Management's aforementioned estimates are based on all the relevant facts available to them at
the time of recording them. We evaluated the key factors and assumptions used to develop the
aforementioned estimates in determining that they are reasonable in relation to the financial
statements taken as a whole.

Audit Adiustments

For purposes of this letter, professional standards define an audit adjustment as a proposed
correction of the financial statements that, in our judgment, may not have been detected except
through our auditing procedures. An audit adjustment may or may not indicate matters that could
have a significant effect on The West Virginia Department of Transportation Division of
Highway's financial reporting process (that is, cause future financial statements to be materially
misstated).

There were no audit adjustments made to the original trial balance presented to us.

Disagreements with Manaeement

For purposes of this letter, professional standards define a disagreement with management as a
matter, whether or not resolved to our satisfaction, conceming a financial accounting, reporting,
or auditing matter that could be significant to the financial statements or the auditor's report. We
are pleased to report that no such disagreements arose during the course of our audit.
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Consultations with Other Independent Accountants

In some cases, management may decide to consult with other accountants about auditing and
accounting matters, similar to obtaining a "second opinion" on certain situations. If a
consultation involves application of an accounting principle to the governmental unit's financial
statements or a determination of the type of auditor's opinion that may be expressed on those
statements, our professional standards require the consulting accountant to check with us to
determine that the consultant has all the relevant facts. To our knowledge, there were no such
consultations with other accountants.

Issues Discussed Prior to Retention of Independent Auditors

We discussed a variety of matters, including the application of accounting principles and
auditing standards, with management prior to retention as The West Virginia Department of
Transportation Division of Highway's auditors. However, these discussions occurred in the
normal course of our professional relationship and our responses were not a condition to our
retention.

Difficulties Encountered in Performine the Audit

We encountered no significant difficulties in dealing with management in performing and
completing our audit.

This information is intended solely for the use of the Joint Committee on Government and
Finance and management of The West Virginia Department of Transportation Division of
Highways and is not intended to be and should not be used by anyone other than these specified
parties.

Very truly yours,

Hayflich & Steinberg, CPA'S, PLLC
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INDEPEI{DENT AUDITORS' REPORT

Joint Committee on Government and Finance
West Virginia Legislature

We have audited the accompanying financial statements of the govemmental activities and each major fund, of the
West Virginia Departrnent of Transportation, Division of Highways, as of and for the year ended June 30,2007,-
which coilectively comprise the West Virginia Department of Transportation, Division of Highway's basic financial
statements as listed in the table of contents. These f,rnancial statements are the responsibility of the West Virginia

Dspartrnent of Transportation, Division of Highways' management. Our responsibility is to express opinions on

these fmancial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America
and the standards applicable to financial audits contained in Government Auditing Standards, issued by the

Comptroller General of ttre United States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit includes
examining on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and fre significant estimates made by management, as well as
evaluating the overall-financial statement presentation- We believe that our audit provides a reasonable basis for our
opinions.

As discussed in Note l, the financial statements of the West Virginia Department of Transportation, Division of
Highways are intended to present the fmancial position and the changa in financial position of only that portion of
the govemmental activities and each major fimd of the West Virginia Department of Transportation and of the State
of West Virginia" that is atributable to the transactions of the Division of Highways. As a result, the financial
statemcnts do not purport tq and do not, prsent fairly, the financial position of the West Virginia Departnent of
Transportation or ttre State of West Virginia as of June 30,2007 and the changes in their financial position for the
yearthen ended in conformity with accounting principles generally accepted in dre United States of America.

In our opinion, the finsrcial stf,t€ments rcferred to above pr€sent fairly, in all material nespects, the respective
financial position of the governmenhl activities and each major fund of the West Virginia Department of
Transportation, Division of Highways, as of June 30,2007, and the respective changes in financial position thereof
and the respective budgetary comparison for the State Road (General) Fund for the year then ended in conformity
with accounting principles generally acc€pGd in the United States of America.

In accordance with Gwernment Audit@ Standards, we have also issued a report dated Novernber 16, 2007 on our
consideration of the West Virginia DeparfinErt of Transportation, Division of Highways' internal control over
financial reporting and on our tesB of its compliance with certain provisions of laws, regulations, contracts, and
grant agreements and other matters. The purpose of that report is to describ€ the scope of our testing of internal
control over fmancial reporting and compliance and the results of that testing, and not to provide an opinion on the
internal control over financial reporting or on compliance. That repoqt is an integnl part of an audit performed in
accordance with Gwernment Auditing Standards and should be considered in assessing the results of our audit'
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The management's discussion and analysis on pages 3 through l0 is not a required part of the basic financial
statements but is supplementary information required by accounting principles generally accepted in the United
States of America. We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the required supplementary information.
However, we did not audit the information and express no opinion on it.
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WEST VIRGINIA DEPARTMENT OF TRANSPORTATION
DIVISION OF HIGHWAYS

MANAGEMENT'S DISCUSSION AND ANALYSIS

This section of the West Virginia Department of Transportation, Division of Highways (Division) annual financial
report presents our discussion and analysis of the Division's financial performance during the fiscal year that ended
June 30, 2007. This section introduces the basic financial statements and provides an analytical overview of the
Division's financial activities. Please read it in coniunction with the Division's financial statements, which
immediately follow this section.

FINANCIAL HIGHLIGHTS - PRIMARY GOVERNMENT

Net Assets - The Division's total combined net assets are $6.9 billion as of the close of fiscal year 2007 .

Changes in Net Assets - During the year the Divisions' Net Assets increased $281 million or 4.24o/o. This percentage
of increase is a slight decline from the prior year, when Net Assets increased $294 or 4.65%.

Revenues and Expenses - Total revenues decreased by $13 million or l.l6Yo. Total expenses increased $l million or
O.l2%. There were no significant changes in the programs carried out by the Division during the year'

Governmental Funds - Fund Balances - As of the close of fiscal year2007, the Division's governmental funds
reported combined total fund equity of $388 million, an increase of $156 million in comparison with the prior year.
Of this total amount, $355 million represents the "unreserved fund balances" with substantially all of that in the
general fund. This is approximately 34.55% of the total governmental fund expenditures for the year.

Long-term Debt - The Division's total outstanding general obligation bonds, net of bond premiums, decreased by
$18 million during the current fiscal year. The Division sold two issues of Surface Transportation Improvements
Special Obligation Notes increasing debt by $109 million for a net increase in debt of $91 million ot 20.3lVo'

OVERVIEW OFTHE BASIC FINANCIAL STATEMENTS

The discussion and analysis serves as an introduction to the Division's basic furancial statements. The Division's
basic financial statements are comprised of three components, government-wide financial statements, fund financial
statements, and notes to the financial statements.

Government-wide Statements

Government-wide financial statements provide both long-term and short-term information about the Division's
financial condition. Changes in the Division's financial position may be measured over time by increases and
decreases in the Statement of Net Assets. Information on how the Division's net assets changed during the fiscal
year is presented in the Statement of Activities.

Fund Financial Statements

The fund financial statements focus on the individual parts of the Division, reporting the Division's operations in
more detail than the govemment-wide financial statements. Fund furancial statements can include the statements for
govemmental, proprietary, and fiduciary funds. The Division has only govemmental funds.

Notes to the Financial Statements

Notes to the financial statements provide additional information that is essential to the full understanding of the data
provided in the govemment-wide and fund financial statements.
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WEST VIRGINIA DEPARTMENT OF TRANSPORTATION
DIVISION OF HIGHWAYS

MANAGEMENT'S DISCUSSION AND ANALYSIS

Condensed Statement of Activities

The following condensed financial information was derived from the government-wide statement of activities and
reflects how the Division's net assets changed during the fiscal year (amounts in thousands):

Revenues
Taxes
Investment and interest income
Miscellaneous revenues

Total general revenues

Federal aid
Industrial access roads
Charges for service

Total program revenues
Total revenues

Expenses
Road maintenance
Other road operations
General and administration
Interest on long-term debt
Unallocated depreciation

Total expenses

Change in net assets

Net assets, beginning

Net assets, ending

2007

$ 535,979
9,652

37,459
593,090

392,533
3,126

92,t03
487,762

1,070,852

338,550
365,796
59,358
22,977
3,251

789,932

280,920

2006 %Change

$ 5ot,o22 6.98%
4,701 105.32%

s3.2ss Q9.66%)

6,621,946 6,327,556

$ 6,902,866 $ 6,621,946

558,978

429,583
3,016

91,824
524,423

1,083,401

316,475
366,874
81,349
21,283
3,030

789,01 I

294,390

4 . 3 t %

(8.62%)
3.65%
030%

(6.ee%)
( r .16%\

6.98%
(0.2e%)

Q7.03%)
796%
7.29%
0.12%

(4.s8%)

4.65%

4.24%

Over time, increases and decreases in net assets measure whether the Division's financial position is improving or
deteriorating. During the fiscal year, the net assets of the govemmental activities increased by $281 million or
4.24Yo percent.
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WEST VIRCINIA DEPARTMENT OF TRANSPORTATION
DIVISION OF HIGHWAYS

MANAGEMENT'S DISCUSSION AND ANALYSIS

The following chart depicts the revenues of the Division for the fiscal year.

Total revenues decreased by approximately $13 million. Total tax revenues increased by approximately $35 million.

Federal aid revenue decreased by approximately $37 million or (8.62%). The following summarizes revenues for the

years ended June 30, 2007 and June 30, 2006 (amounts in thousands):

Increase 7o Increase
(dSglgeqgL (decrease)

330"538 $ 34,012
2006

Motor fuel excise tax
Industrial access roads
Automobile privilege tax
Motor vehicle registration fees
Special fees and permits
Federal aid
Investment and interest income
Miscellaneous revenues

364,550 $
3,126

111,429
86,840
5,263

392,533
9,652

3,016
170,484
87,534
4,290

429,583
4,701

l l 0
945

(6e4)
9'73

(37,050)
4,951

t0.29%
3.65%
0.s5%

(0.7e%)
22.68%
(8.62%)

105.32%
(2e.66%)37,459 53,255 (15,796)

$ 1,070,8s2 . _$_____!,q!f,4ql_ $ (12,549) (r.16%)

The Division's primary sources of revenue for funding of ongoing adrninistration of the Division, general

maintenance and construction of the State Road System and for providing resotuces to match available Federal

funds are derived from fuel taxes, automobile privilege taxes, motor vehicle registration and license fees, net of

costs incurred by the Division of Motor Vehicles in collecting funds for deposit into the State Road Fund.

Although tax collections grew during the past five fiscal years, they did not significantly exceed official estimates-

From fiscal year 2003 through fiscal year 2007, actual cash revenues exceeded estimates by only 1.75%: While

those exffa dollars allowed the Division to deal with unexpected expenses, such as major floods and severe winter

weather, they did not permit the agency to a-djust its budgets for inflationary increases. In FY 2008, Motor Fuel Tax

revenues are projected to be approximately l4o/o above FY 2007 level due to the increase in the variable component

of the tax, but the other revenue sources will remain relatively flat. Although the agency will be able to increase its

Investment and
interest income

0.90%

Motor vehicle
registration fees

8.11%

Special fees and
permlts
0.49%

Industrial access
roads
0.29%

Automobile privilege
mx

16.UlYo

Miscellaneous
revenues
3.50%
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WEST VIRGINIA DEPARTMENT OF TRANSPORTATION
DIVISION OF HIGHWAYS

MANAGEMENT'S DISCUSSION AND ANALYSIS

budgets somewhat, it is anticipated that nondiscretionary costs will continue to rise. Consequently, many programs

that are operated by the Division will experience little, if any, real growth in the foreseeable furure.

The Division also relies on federal funds as a source of revenue. The federal aid is obtained in the form of

reimbursable grants. Federal transportation legislation and special spending authorizations provide funds that are

available for obligation by the Federal Government in specific years, and the Division expects to continue to fully

obligate available funds, thus ensuring that it captures all federal dollars. Revenue under these grants is recognized

when expenditures occur on specific projects that have qualified for f-ederal participation. Federal funds received

dunng 200? were authorized under the new Highway Transit Bill, the Safe, Accountable, Flexible, Efficient

Transportation Equity Act: A Legacy for UserS (SAFETEA-LU).

The fbllowing chan depicts expenses of the Division for the fiscal year.

Total expenses increased by approximately $1 million 0.72y'. The following sumrnarizes expenditures for the years

ended June 30,200'7 and June 30,2006 (amounts in thousands):

Road maintenance
Other road operation^s
General and administration
Interest on long-term debt
Unallocated depreciation

2007 2006

$ 338,550 $ 316,475
365,796 366,8',74
59,358 8r,349
22,917 21,283
3,251 3,030

Increase
(decrease)

$ 22,0',15
( l ,078)

(21,991)
1,694

221

o% Increase
(decrease)

698%
(0.2e%)

(27.03%)
7.96%
7.29%
0. t2%789.932 $ 789.011 $

The maintenance expenses of the Division are comprised primarily of routine maintenance, small bridge repair, and

confiact pavlng.

Operating units are allocated yearly amounts for routine maintenance. The type of routine maintenance expenses

incurred is dependent, to a degree, on the level ofsnow and ice rernoval that is required in a given year.
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WEST VIRGINIA DEPARTMENT OF TRANSPORTATION
DIVISION OF HIGHWAYS

MANAGEMENT'S DISCUSSION AND ANALYSIS

Other road operations expenditures reported in the Government-Wide Financial Statements include the total
expended for all other road operations and small construction activities that fail to meet the criteria established for
capitalization as infrastructure assets. A discussion of the change in actual funds expended is included in the
financial analysis of the Division's Fund Financial Statements below.

FINANCIAL ANALYSIS OF THE DIVISION'S MAJOR FUNDS

At June 30,2007, the Division reported fund balances of $388 million. Of this total amount, $355 million ,91.43Vo,
constitutes unreserved fund balance, which is available for appropriation for the general purposes of the funds. The
remainder of fund balance is reserved and is not available for new spending because it is dedicated for various
commitments, such as inventories.

State Road Fund

The State Road Fund is the Division's General Fund. At the end of the 2007 fiscal year, unreserved fund balance of
the General Fund was $273 million and reserved fund balance was $33 million. The total General Fund balance
increased $74 million during the year primarily due to a combination of reduced expenditures and increased Motor
Fuel Tax revenue, resulting from the $.045 increase in the variable component of the fuel tax rate.

Capital Projects Fund

The Capital Projects Fund accounts for financial resources to be used for road construction f,tnanced by the proceeds
from the sale of Surface Transportation Improvements Special Obligation Notes. The notes were issued as a Grant
Anticipation Revenue Vehicle (GARVEE), a debt-financing instrument authorized to receive federal reimbursement
of debt service and related financing costs under Section 122 of Title 23, United States Code. In general, projects
funded with the proceeds of a GARVEE debt instrument are subject to the same requirements as other federal-aid
projects. The exception is the reimbursement process; reimbursement of GARVEE project costs occurs when debt
service is due rather than when construction costs are incurred. To allow for effective use of federal obligation
authority, a state may request partial conversion of GARVEE projects to coincide with GARVEE debt service
payments. In West Virginia, under terms of the Memorandum of Agreement between the Federal Highway
Administration and the Division of Highways, the yearly debt service must be the fust obligation in the federal fiscal
year. The current GARVEE note sales are for the construction of portions of the US 35 corridor. At June 30, 2007
the balance of $82 represented uno<pended note funds associated with the 20064 and2007A note issues.

State Road (General) Fund and Budgetary Highlights

The Division is dependent on revenues generated from the purchase and use of motor fuel, motor vehicle fees,
privilege tax on consumer purchases of motor vehicles, and federal funding generated from motor fuel purchases.
Revenues are affected by state and national economic conditions, world events affecting availability and pricing of
motor fuel, and fuel consumption rates for motor vehicles. Although average fuel consumption rates for motor
vehicles have changed little over the past several years, any improvements in fuel efficiency would have a
significant impact on revenue collections unless there is a corresponding change to the tax rates or structure. For five
of the previous six years, tax and fee revenue collections increased over the previous year. Tax and fee revenue
collections increased by approximately $34 million in2007: they increased $2 million during the previous year. The
following table summarizes tax and fee collections over the past two years (amounts in thousands):

2007

Motor fuel excise and wholesale fuel $ 364,550
Motor vehicle registration 86,840
Privilege tax 171,429

2006 Change %Change

$ 330,538
87,534

170,484

$ 34,012 10.29o/o
(6e4) (0.7e%\
945 055%

$ 622,8t9 $ 588,556 $ 34,263 5.82%
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WEST VIRGINIA DEPARTMENT OF TRANSPORTATION
DIVISION OF HIGHWAYS

MANAGEMENT'S DISCUSSION AND ANALYSIS

On January 1,2005, the gasoline and special fuels excise tax was repealed, and the motor fuel excise tax was
imposed on motor fuel. The motor fuel excise tax is the combination of a flat 20 ,5 cents per invoiced gallon rate and
a variable sales and use tax rate that is calculated yearly On January 1,2007, the rate rose from 6.5 cents to I I cents
per invoiced gallon.

Automobile privilege tax collections were positively impacted from 2002 through 2007 by low interest rates and
significant incentives offered by automobile manufacturers, The automobile privilege taxes increased $l million in
2007.

The Division's federal revenue for budgetary purposes for fiscal year 2007 was $390 million, to be used primarily
for design, right-of-way and construction of Corridor D, Corridor H, WV 9, US Route 35 and other major corridors
including King Coal Highway, WV 16, and WV l0 and all other federal highways. As previously discussed the
recognition of revenue under these grants occurs when expenditures occur on specific projects that have qualified
for federal participation. The budgeted amounts for federal revenue and expenditures are based on projects that have
been approved and estimates of the timing of each phase of the project. Since the timing of such expenditures are
dependent on variables such as the weather, the existence of differing site conditions that require plan modification,
or delays caused by environmental issues or the results of public meetings, expenditures often do not occur as
planned. Federal revenue recognized in the Statement of Activities in each of the last fwo years is summarized
below (amounts in thousands):

2007 2006 Chanse ToChange

Federal reimbursement - budgeted funds

Federal Reimbursement - Surface Transportation
Federal reimbursement - emergency funds

Total federal aid

$ 386,875 S 423,979

1,207

4,451 5,604
$ 392,533 $ 429,583

$ (37,104) (8.75vo)

t,207 100.070

(1,153) (20.57o/o)

$ (37,050) (8.62v0

Although it is anticipated that revenues will increase slightly in the next fiscal year, the Division's revenue increases
are not projected to keep pace with increases in costs related to retirement, health insurance, and other increases that
are non-discretionary in nature. The fiscal 2008 budget reflects a budgeted decrease in fund balance of
approximately $17 million. Management is taking all necessary steps to ensure that the fund balance of the Division
is maintained at levels that are adequate to ensure the soundness of the Division and is confident that adequate
discretionary items exist to permit the Division to continue to operate in a fiscally sound manner. Under SAFETEA-
LU, the Division annually receives an average of $316 million in federal funding. In order to capture that federal aid
the Division needs $58.2 million annually in state matching funds.

CAPITAL ASSETS AIID DEBT ADMINISTRATION

Capital Assets

As of June 30,2007, the Division had invested $7.2 billion, net of accumulated depreciation, in a range of capital
assets (see note 7 for additional details). Depreciation charges for the fiscal year totaled $278 million.

The $209 million increase in capital assets, net of depreciation, reflects the nature of the State's road system. While
the Division continues to expand the state road system, these expansions are focused primarily on upgrading existing
roadways and completion of Appalachian Highway Conidors. While these are significant construction projects, the
additions are offset by $257million in depreciation of the infrastructure. The Division expended $490 million dollars
during the year ended June 30,2007 for additions to capital assets. Of this amount, $469 million was related to the
acquisition of right of way and construction of roads and bridges. Construction costs for completed projects in the
amount of $344 million were reclassified from construction in process to roads and bridges. Major construction
expenditures during the year included continued construction related to Corridor H in Hardy County, Corridor D in
Wood County, upgrade of WV l0 in Logan County, widening of I-64, upgrade of WV Route 9 in the Eastern
Panhandle, upgrade of US Route 35 in Putnam County, upgrade of US Route 52 in Mingo County, upgrade of WV
16 in Fayette County and continued environmental studies on various projects in process.
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WEST VIRGINIA DEPARTMENT OF TRANSPORTATION
DIVISION OF HIGHWAYS

MANAGEMENT'S DISCUSSION AND ANALYSIS

Long-term Debt

The Division has been authorized to issue bonds by constitutional amendments and all bonds are general obligation
bonds of the State of West Virginia. All bonds authorized under prior constitutional amendments have been issued.
At June 30,2007, the Division had $430 million in outstanding bonds. The amount outstanding decreased by $18
million (4.05%) due to net principal payments.

The Division has been authorized to issue revenue notes in the amount of $200 million by constitutional
amendment. The Division issued revenue notes in the amount of $76 million in October 2006 and $33 million in
April 2007. It is anticipated that another estimated $91 million will be issued during fiscal year 2008. These notes
will be revenue notes and the debt service payments will be funded through federal aid revenue

The following is a summary of the amounts outstanding, including insured status and bond and note ratings:

Status of insurance Bond Rating Amount (h thousands)

I
l
t
I
I
l
t
I
I
I
I
l
t

Safe Roads 98A - All Bonds maturing on Insured by FGIC Fitch:
or before June 1,2023 Moody's:

S&P:
Safe Roads 99A - All Bonds maturins on Not Insured Fitch:
or before June 1,2017 Moody's:

S&P:
Safe Roads 0lA - Bonds maturing Insured by FSA Fitch:
betweenJune 1,2006to2013 Moody's:

S&P:
Safe Roads 05A - Bonds maturins on or Not Insured Fitch:
before June 1,2025. Moody's:

S&P:
Safe Roads 05A - Bonds maturing on or Insured by FSA Fitch:
before June 1,2025. Moody's:

S&P:
Surface Transportdion Improvements Not Insured - notes maturing Fitch:
Special Obligation Notes (Garvee 2006.A) Sept.l 2007 and Sepr 1,2008 Moody's:
- Notes maturing on or before June l, Insured by FSA - notes S&P:
2016 maturingafterSept 1,2008
Surface Transportdion Improvements Not Insured - notes maturing Fitch:
Special Obligation Notes (Garvee 2007A) Sept.l 2007 and Sept. l, 2008 Moody's:
- Notes Maturing on or before June l, Insured by FSA - notes S&P:
2016 maturingafterSept 1,2008

fufuai
Aaa
A M $
AA-
Aa3
AA-
fuM
Aaa
Au{A
AA.
ALj
AA-
AAA
Aaa
AAA
A,AA
Aaa
AAA

5 l , 5 1 0

4.470

57,490

860

3 1 5 , 5 t 5

75,970
AAA
Aaa
fuAA

33,190
$ 539,005

More detailed information regarding capital asset and long-term debt activity is included in the notes 7 and 9,
respectively to the financial statements.

REQUESTS FOR TNFORMATTON

This financial report is designed to provide an overview of the finances of the Division for those with an interest in
this organization. Questions concerning any of the information provided in this report or requests for additional
financial information should be addressed to the West Virginia Department of Transportation, Division of Highways
at 1900 Kanawha Boulevard, Easg Building 5, Room 220,Charleston, West Virginia 25305.

l 0
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WEST VIRGINIA DEPARTMENT OF TRANSPORTATION
DIVISION OF HIGHWAYS

STATEMENT OF NET ASSETS
JUNE 30.2007

(amounts expressed in thousands)

ASSETS
Cufient assets

Cash and cash equivalents
Restricted cash and cmh equivalents
Accounts receivable, net
Taxes receivable
Due from other State of West Virginia agencies
Inventories

Total current assets

Non-current assets
Capital assets, net of accumulated depreciation

Land - non-infrastructure
Land improvements
Land Improvments - work in progress
Buildings
Buildings - sork in progress
Furnihre and fix$res
Rolling stock
Scientific equipment
Shop equipment
Roads
Bridges
Land - infrastructure
Construction in progress

Total capital assets

Other non{ffient trsets

Total assets

LIABILITIES
Cunent liabilities

Accomts payable
Retainages payable
Aocrued payroll and relared liabilities
Due to other State of Wes,t Virginia agencies
Accrued interest payable
Cunent maturities oflong term obligations

Total ourrent liabilities

Non-currcnt liabilities
Claims md judgements
Compensated absences
Long - term debt obligations

Total non-current liabilities

Total liabilities

NET ASSETS
Invested in capital assets, net ofrelated debt
Utrestricted
Restricted

Coal Resource
Waste Tire
lndustrial Access
Salvage Yards
Outdoor Advertising

Total net assets

Govemmental

Activities

$ 271,662
)U

86,894
74,562
3 ,143

2 ?  1 < O

469,570

I 5,403
4,404

598
65,195
2,041

tzJ

58,860
620
70

3,608,137
1,286,064

844,614
1,276,279
7,t62,668

2,830

7,635,068

52,862
9,047

| 6,866
2,182
1 r?o

6 1,065
145,901

5,420
51,687

529,194
586,301

732,202

6,592,210
296,681

8,4t7
3,353
7,104

. (2,385)
(2,s | 4)

$ 6,902,866

l l
The accompanying notps are an integml part of the financial statements.
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WEST VIRGINIA DEPARTMENT OF TRANSPORTATION
DIVISION OF HIGHWAYS

STATEMENT OF ACTIVITES
FOR THE YEAR ENDED JUNE 30. 2OO7

(amounts expressed in thousands)

Prosram Revenues

Govemment activities
Road maintenance

Expressway, trunkline & feeder & SLS
Contract paving & secondary roads
Small bridge repair & replacement
Litter control program
Depreciation

Other road operations
Interstate highways
Appalachian highways
Other federal aid programs
Non federal aid improvemenb
Industrial access roads
Depreciation

General and administration
Support and administrative operations
Claims
Costs associated witfr DMV

Interest on long-term debt
Unal located depreciation

FunctionVProsrams
Charges for

Services

Capital Grants
and

Contributions

Net Revenue
(Expenses) and
Changes in Net

Assets

(262,684)
(42,18s)
(r4,002)
(1,663)

(t7,416)

45,28'7
89,s58

r 59,998
(e,407)
1,7t9

(257,292)

(2 r ,845)
3,000

5 I ,590
(22,e77)
(3,25 I )

(302,r70)

364,550
l'11,429

9,652
37,459

583,090

280,920
6,621,946

$ 6,902,866

Expenses

s 262,684
42,'185
14,002
1,663

r7,416

l  l ,5  l4
3,994

82,182
9,407
1,407

257,292

27,108
(3,000)
35,250
22,977
3,2sr

$ 789,932

$ 56,801
93,552

242,180

3,126

5,263

86,840

$ 92,103 $ 395.659

General revenues
Taxes:

Gasoline and nptor carrier
Automobile privilege

Inveshnent and inbrest income
Miscellaneous revenues

Total general revenues

Change in net assets
Net assets, beginning
Net assets, ending

t 2
The accompanying notes are an integral part of the financial statements.
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WEST VIRGINIA DEPARTMENT OF TRANSPORTATION
DIVISION OF HIGIIWAYS

BALANCE SHEET - GOVERNMENTAL FUND
JUNE 30. 2007

(amounts expressed in thousands)

Total

State Road Capital Govemmentai
(General) Projects Funds

ASSETS
I Assets
t Cash and cash equivalents

Receivables
I Taxesreceivable

t Due from other funds
Due from other State of West Virginia agencies
Inventories

s 182,292 $ 89,420 $ 27r,712
86.894 - 86,894
74.562 - 74,562

r92 - 192
3,143 - 3'143

33.259 - 33,259

$ 380.342 $ 89,420 $ 469,762
- + , :T Total assets

LIABILITIES AND FTJND BALANCES
I

Liabilities
I Accounts payable $ 45,652 $ 7,210 $ 52,862

I Retainages payable 9'047 - 9,047
'- 

Accrued payroll and retated liabilities 16,866 - 16,866

Due to otlrer funds - 192 192

I Due to other State of West Virginia agencies 2,782

I rotat liabilities 74,347 7,402 81,749

I Fund baiances
I Reserved for inventories 33,259 - 33'259

Unreserved, undesigraed 272,736 82'018 354,754

Total tundbalances 305,995 82'018 388'013

I
Total liabilities and fund balances $ 380.342 $ 89,420 S 469,762

- 1 + - :

l 3
The accompanying notes are an integral part of the financial statements.
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WEST VIRGINIA DEPARTMENT OF TRANSPORTATION
DIVISION OF HIGHWAYS

RECONCILIATION OF THE BALANCE SHEET. GOVERNMENTAL FTJND
TO THE STATEMENT OF NET ASSETS

JUNE 30.2007

(amounts expressed in thousards)

Total fund balances - governmental funds

Amounts reported for governmental activities in the statement of net assets are

different because:

Capital assets used in governmental activities are not financial resources and therefore

are not reported in the funds. These asseb consist of:

388,013

7,162,668

2,830

(650,645)

$ 6,902,866

Land - non infrastructure
Land improvements- non infrastmcture
Land improvements- work in prQgress
Buildings
Buildings - work in progress
Furniture and Fixtures
Rolling Stock and Shop Equipment
Scientific Equipment
Shop Equipment
Roads
Bridges
Infrastucture Land
Work in progress

$ 15,403
4,404

598
65,195
2,041

323
58,860

620
70

3,608,137
1,286,064

844,674
1,276,279

Bonds issued by the Division have associated costs that are paid from current

available financial resources in the funds. However, these costs are deferred on the

statement of nd assets.

Some liabilities are not due and payable in the current
reported in the funds. Those liabilities consist of:

Accrued interest payable
Claims and judgments
Compensated absences
General obligation bonds and rerrcnue notes

Net assets of governmental activities

period and therefore are not

l 4
The accompanying notes are an integral part of the fmancial statements.
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(amounts expressed in thousands)

Revenues
Taxes

Gasoline ard motor carrier
Automobile privilege

Industrial access roads
License, fees and permits

Motor vehicle registrations and licenses
Special fees and permits

Federal aid
Interstate highways
Appalachiar highways
Other federal aid programs

Investrnent and interest income. net of
arbitage rebate

Miscellaneous revenues

Expenditures
Current

Road maintenance
Expressway, trunldine and feeder, state and local services
Contract paving and secondary roads
Small bridge repair and replacement
Litter control program

Support and administrdive operations
Division of Motor Vehicles operations
Claims

Capital outlay and other road operations
Road construction and other road operations

lnterstate high]va],s
Appalachian highwap
Other federal aid programs
Nonfederal aid construction and road operations
Industrial access roads

Debt service
Principal
Interest

Excess (deficiency) of revenues over expenditures

Other financing sources (uses)
Proceeds from Bond issues

Net change in fund balances

Fund balances, beginning of year

Fund balances, end ofyear

WEST VIRGINIA DEPARTMENT OF TRANSPORTATION
DIVISION OF HIGFIWAYS

STATEMENT OF REVENUES. DGENDITURES. AND
CHANGES IN FTIND BALANCE - GOVBRNMENTAL FTIND

FOR THE YEAR INDED JUNE 30.2OO7

State Road
(General)

364,550
17t,429

3,126

86,840
5,263

s6,80 I
93,552

240,973

6,879
37,459

1,066,872

Capital
Proiects

Total
Govemmental

Funds

258,720
42,785
1 7,1 00
1,663

s5,91 I
34,754

t44

70,926
132,747
315,798
20,365

t,407

l  8 ,150
22,235

992,705

74,t67

258,720
42,785
17,100
|,663

55,91 I
34,754

1 M

70,926
t32,747
348,650
20,365

t,407

1 8 ,1  50
23,442

r,026,764

44,088

tt2,097

t 56,1 8574,167

|,20'l

2,773

3.980

r,207
34,059

(30,079)

t12,w7

82,0r 8

364,550
t71,429

3,126

86,840
5,263

56,80 r
93,552

242,180

9,6s2
37,459

t,070,852

23t,828 - 23t,828

$ 30s,99s $ 82,018 $ 388,013: : :

l 5
The accompanying notes are an integral part of the furancial statements.
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T wEST vIRGINIA DEPARTMENT oF TRANSPORTATION
DIVISION OFHIGHWAYS

I RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES

T IN FUND BALANCE - GOVERNMENTAL FUND TO THE STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30.2OO7

t
I 

(amounts expressed in thousands)

Net change in fund balances - total governmental funds $ 156,185
I
r Amounts reported for governmental activities in the statement of

activities are different because:

I
ll Govemmenbl funds report capital outlays as expenditures. However,

in the statement of activities, the cost of those assets is allocated over

I their estimated useful lives as depreciation expense. This is the amount

I by which capital outlays of$ 490,171, exceeded depreciation of
($277,959) in the current period. 212,212

t In the statement of activities only the loss on the sale of assets is reported, whereas in
- 

the governmental funds. The proceeds from the sale increase furancial resources.

I Thus the change in the net assets differs from the change in fund balance by the

a undepreciated cost ofthe assets sold. (2,g91)
I

I Bond and note proceeds provide current furancial resources to governmental frmds,
Ir but issuing debt increases long-term liabilities in the statement of net assets.

Repayment of bond and note principal is an expenditure in the governmental finds,

I Uui tt 
" 

repayment reduces long-tern liabilities in the stabment of net assets. This is
r the amount by which proceeds exceeded repayments.

I Some expenses reported in the statement of activities do not require the
I use ofcurrent financial resources and therefore are not reported as

expenditures in the governmental finds. This is the amount by which

I the decrease in compensated absenses of$5,752, accretion ofbond

I premiums of52,243, an increase in interest payable of ($1,427) , exceeded the
decrease in claims $3,144 and amortization of bond issuance costs of

I  ($ :s t ; .

r 
Change in net assets of governnrental activities

(93,947)

9,361

$ 280.920

l 6
The accompanying notes are an integral part of the financial statements.
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WEST VIRGINTA DEPARTMENT OF TRANSPORTATION. DIVISION OF HIGHWAYS
STATEMENT OF REVENUES, EXPENDITURES, AND CTIANGES IN FUND BALANCE. BUDGET AND ACTUAL

(BUDGETARY BASIS). STATE ROAD FUND
FOR THE YEAR ENDED JUNE 30. 2OO7

(amounts expressed in thousands)

Original
Budget

$ 290,000
I 75,686
88,008
(3,000)

485,177
10,664

I,046,535

84,000
150,000
325,700
2s,000

256,700
37,000
30,000

t,664

42,500
15,000
2,000

4t,000
4,667

37,333
144

I,052,708

Budget
Amerdments

$ 2s,000
(7,264)

36,112
I,285

55, I  33

(4,000)

50,000
8,000

I1,000
13,000
(8,000)

70,000

Final
Budget

$ 315,000
r68,422
88,008
(3,000)

521,289
1t,949

l , l0 l ,668

80,000
I 50,000
375,700
33,000

267,700
50,000
22,000

1,664

42,500
15,000
2,000

4r,000
4,667

t44
1,122,708

5 349,172
t73,306
87,058
(3,034)

389,643
14,164

1,0r0,309

64,077
t20,405
314,362
I 9,603

253,868
43,294
16,790
1,664

29,652
5,035

(1,443)
39,621
4,667

33,092
144

944,831

s 34,172
4,884
(es0)
(34)

(t31,646)
2,215

(er,3se)

Variance with

Actu,al Final Budget -

Amounts Positive (Negative)

Revenues
Taxes

Gasoline and motor carrier
Automobile privilege

Motor vehicle registrations and licenses
Revenue Transfer to Industrial Access Roads
Federal aid
Miscellaneous revenues

Experditures
Road construction and other road operations

Interstate highways
Appalachian highways
Other federal aid programs
Nonfederal aid construction

Road maintenance
Maintenance
Contract paving and secondary roads
Small bridge repair and replacement
Litter control program

Support and administrative operations
General operations
Equipment revolving
Inventory revolving

Debt service
PSC Weight Enforcernent
Division of Motor Vehicles operations
Claims - DOH and DMV

Excess (deficiency) of revenues
over expenditures

Fund balance, beginning ofyear

Fund balance, end ofyear

t5,923
29,595
6 l ,338
13.397

13,832
6,706
5,210

12,848
9,965
3,443
|,379

4,241

t77,877

(6,173) (14,867) (21,040) 55,4'78 86,518

r 13,s98 (14,871) 98,727 100,002 1,27s

$ 107,42s $ (29,738) S 77,687 $ 16s,480 I 87,793

t 7
The accornpanying notes are an integral part ofthe financial statements.
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NOTE I

WEST VIRGINIA DEPARTMENT OF TRANSPORTATION
DIVISION OF HIGHWAYS

NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED JLTNE 30, 2OO7
(amounts expressed in thousands)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

BASIS OF PRESENTATION - The accompanying financial statements of the West Virginia

Department of Transportation, Division of Highways (the "Division") have been prepared in

conformity with accounting principles generally accepted in the United States of America as
prescribed by the Govemmental Accounting Standards Board (GASB).

REPORTING ENTITY - The Division is an operating unit of the West Virginia Department of

Transportation and represents separate funds of the State of West Virginia (the "State")-that are not

included in the State's general fund. The Division is a legally separate entity defined by the State

constitution, and has statutory responsibility for the construction, reconstruction, maintenance' and
improvement of all State roaa!, fn-e Division is governed by a commissioner who is appointed by the

Governor, but does not have a governing board separate from the State Legislature. The Division is

considered a component unit ofthe Stati and its furancial statements are blended with the financial

statements of the primary government in the State's comprehensive annual financial report.

The financial statements of the Division are intended to present the financial position, and the results

of operations of only that portion of the financial reporting entity of the West Virginia Department of

Transportation and the State of West Virginia, that is atnibutable to the transactions of the Division'

They do not purport to, and do not, present fairly the financial position of the West Virginia

Department olTrinsportation or the Statb of West Virginia as of June 30, 2007 and the results of its

operations for the year then ended in conformity with accounting principles generally accepted in the

United States of America.

Management has considered all potential component units to be included in the Division's reporting

entityly applying the criteria seifoth in accounting principles generally accepted in the United States

of America,These criteria include consideration of organizations for which the Division is f,urancially

accountable, or organizations for which the nature and significance of their relationship with the

Division are such that exclusion would cause the Division's financial statements to be misleading or

incomplete. Since no organizations meet these criteria, the Division has no component units.

The Division of Motor Vehicles is an operating division of the West Virginia Department of

Transportation, which collects certain revenues for expenditure by the Division. The expenditures
related to the collection of these revenues are recorded in the State Road Fund of the Division.

The Public Service Commission collects revenues from coal companies that are operating trucks with

excessive weights. These revenues are deposited into the Coal Resource fund, which is controlled by

the Division.

GOVERNMENT-WIDE AND FLrND FINANCIAL STATEMENTS - The government-wide financial

statements (the statement of net assets and the statement of activities) report information of all of the

activities of the primary government and its component units, if any. For the most part, the effect of

interfund activity has been removed from these government-wide statements. Governmental activities,
which normally are supported by taxes and intergovernrnental revenues, are reported separately from
business-type ictivities, which rely to a significant extent on fees and charges for support' Likewise,
the primary- government is reported separately from the legally separate component units for which the
primary government is financially accountable.

l 8



t
t
t
T
I
I
I
t
I
I
I
I
I
I
I
I
I
I
I

WEST VIRGINIA DEPARTMENT OF TRANSPORTATION
DIVISION OF HIGHWAYS

NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2OO7
(amounts expressed in thousands)

NOTE I - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

The statement of activities demonstrates the degree to which the direct expenses of a given function,
segment or component unit are offset by program revenues. Direct expenses are those that are clearly
identifiable with a specific function, segment, or component unit. Program revenues include charges to
customers who purChase, use or directly benefit from goods or services provided by a given function,
segment, or component unit. Program revenues also include grants and contributions that are restricted
to meeting the operational or capital requirements of a particular function, segment, or component unit.
Taxes and otheritems not properly included among program revenues are reported instead as general

revenues. Resources that are dedicated intemally are reported as general revenues rather than as
program revenues. The Division does not allocate general govemment (indirect) expenses to other
functions.

Net assets are restricted when constraints placed on them are either externally imposed or are imposed

by constitutional provisions or enabling legislation. Intemally imposed designations of resources are
not presented as iestricted net assets. The goVernment-wide statement of net assets reports $14,085
restricted assets, ofwhich all is restricted by enabling legislation.

When both restricted and unrestricted resources are available for use, generally it is the Division's
policy to use restricted resources first, then unrestricted resources, as they are needed. Separate

frnancial statements are provided for governmental funds, proprietary funds, fiduciary funds and

similar component units, and major component units, if applicable. However, the fiduciary funds are

not included in the government-wide statements. Major individual governmental funds and major

individual enterprise funds, if applicable, are reported as separate columns in the fund financial

statements.

MEASUREMENT FOCUS, BASIS OF ACCOUNTING AND FINANCIAL STATEMENT
PRESENTATION -

GOVERNMENT-WIDE FINANCIAL STATEMENTS - The government-wide financial statements

are reponed using the economic resources measurement focus and the accrual basis of accounting.
Revenues are recorded when earned and expenses are recorded when a liability is incurred, regardless

of the timing of related cash flows. Grants and similar items are recognized as revenue as soon as all

eligibility requirements imposed by the provider have been met.

GOVERNMENTAL FUND FINANCIAL STATEMENTS - The governmental fund financial

statements are reported using the current financial resources meztsurement focus and the modified

accrual basis of accounting. Revenues are recognized as soon as they are both measurable and

available. Revenues are considered to be available when they are collectible within tle current period

or soon enough thereafter to pay liabilities of the current period. For this purpose, the Division
considers revenues to be availabte if *rey are collected within 45 days of the end of the current fiscal
year. Principal revenues subject to accrual include gasoline and wholesale fuel taxes, automobile
privilege taxes, federal reimbursements and other reimbursements for use of materials and services.

Expenditures generally are recorded when a liability is incurred, as under accrual accounting.
Modifications to the accrual basis of accounting for the govemmental fund financial statements
include:

. Employees' vested annual leave is recorded as expenditures when utilized. The amount of

accumulated annual leave unpaid at June 30,2007, has been reported only in the government-wide
financial statements.
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NOTE I -

WEST VIRGINIA DEPARTMENT OF TRANSPORTATION--. 
DIVISION OF HIGHWAYS

NoTES r"o riie nTNANcIAL sTATEMENTS^ -_ 
VEEN ENDED JLINE 30, 2OO7
(urnouno exPressed in thousands)

SUMMARY OF SIGNIFICANT ACCOLNTING POLICIES (Continued)

r Division emplovees earn sick I |j,-,9.! lr"J ffih$'Jj"'Jtr-Tt
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no reimbursement is provided' i, oort.tployment health care
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th, *our.t.nt-wide financial t

andither charges from the govr

the direct costs and Program r

processes certain routine PaYm

"ort, 
to the other governmental

June 30, 2007 Ne a result of ttrt
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WEST VIRGINIA DEPARTMENT OF TRANSPORTATION
DIVISION OF HIGHWAYS

NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2OO7
(amounts expressed in thousands)

NOTE I - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

The Division's State Road (General) Fund which includes the State Road Fund and A. James Manchin
Fund has a legislatively approved budget. However, the coal resource fun4 industrial access fund and
certain monies reported within the State Road Fund for accounting principles generally accepted in the
United States of America purposes, are not considered appropriated funds in accordance with the
Division's budgetary reporting policy. Accordingly, these funds have not been reported in the
Division's Statement of Revenues, Expenditures, and Changes in Fund Balance - Budget and Actual
(Budgetary Basis) - State Road Fund. A reconciliation ofthe excess ofrevenues over expenditures and
other financing uses for the year ended June 30, 2007,on the budgetary basis to the GAAP basis for
the state Road fund follows:

Excess ofrevenues over expenditures - budgetary basis
Basis of accounting differences (budgetary to GAAP)
Unbudgeted funfu

Excess of revenues over expenditures - GAAP basis

$ 65,478
6,454
)  ) ? <

74.167

CASH AND CASH EQUIVALENTS - Cash and cash equivalents are short-term investments with
original mafurities of 90 days or less. Cash and Cash equivalents principally consist of amounts on
deposit in the State Treasurer's Office (STO) that are pooled funds managed by the West Virginia
Board of Treasury Investments ( BTI). Interest income from these investments is prorated to the
Division at rates specified by the BTI based on the balance of the Division's deposits maintained in
relation to the total deposits of all state agencies participating in the pool. Deposits are available with
ovemight notice to the BTI.

The STO has statutory responsibility for the daily cash management activities of the State's agencies,
deparfinents, boards, and commissions. The STO determines which funds to transfer to the BTI for
investment in accordance with the West Virginia Code, policies set by the BTI, and provisions of bond
indentures and trust agreements when applicable. The West Virginia Legislature, effective July 8,
2005, established the BTI to manage the short-term operating funds of the State. Prior to this date, the
West Virginia Invesfinent Management Board (the'IMB") was responsible for investment of both the
short-term and long-term funds. The Legislature declared this transfer to ensure direct governmental
oversight of state general and special revenue funds. The IMB continues to manage the retirement
funds, the employment security funds, and other assets with longer time horizons.

INVENTORIES - Inventories are stated at weighted average cost generally using the "consumption
method" whereby expenditures are recognized in the period in which inventory usage, as opposed to
purchase, occurs. The portion of fund balance relating to inventories is reported as "Reserve for
inventories" in the Government Fund Financial Statements.

CAPITAL ASSETS - Capital assets, which include buildings, non-infrastructure land, furniture and
fxtures, rolling stock, scientific equipment, shop equipment and infrastructure assets (which are
normally immovable and of value only to the Division, such as roads, bridges, and similar items), are
reported in the statement of net assets in the government-wide financial statements. Capital assets are
defined by the Division as follows:

o Non-infrasffucture assets with a useful life of at least three years and:

t A cost of five thousand dollars or more for machinery, equipment, rolling stock, fumiture and
fixtures; or

r An acquisition cost of twenty-five thousand dollars or more for buildings at the date of
acquisition; and

r Infrastructure assets with a cost in excess of one million dollars.
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WEST VIRGINIA DEPARTMENT OF' TRANSPORTATION
DIVISION OF HIGHWAYS

NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED JI-JNE 30, 2OO7
(amounts expressed in thousands)

NOTE I - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Purchased and constructed capital assets are valued at historical cost or estimated historical cost.
Donated capital assets are recorded at their fair market value at the date of donation.

The estimates of historical costs of buildings and other improvements were based on values that were
compiled in 1983. Building and non-infrastructure land have been recorded at cost since 1983.
Infrastructure constructed from July l, 1980 to July 1,2001 has been recorded at estimated historical
cost. The estimated historical cost for years 1980-2001 was based on capital outlay expenditures
reported by the West Virginia Department of Transportation in the annual reports for those years, less
an amount estimated for the historical cost of the acquisition of land for right-of-way. The Division has
not capitalized any infrastructure expenditures for assets constructed prior to July l, 1980, as permitted
by GASB 34. The costs of normal maintenance and repairs that do not add to the asset's value or
materially extend an asset's useful life are not capitalized. Interest incurred during construction of
capital facilities is not capitalized.

Capital assets utilized in the govemmental funds are recorded as expenditures in the governmental
fund financial statements. Depreciation expense is recorded in the government-wide financial
statements.

Capital assets are depreciated on the straight-line method over the assets' estimated useful lives. There
is no depreciation recorded for land and construction in progress. Generally, estimated useful lives are
as follows:

o Machinery and equipment: 5 - 20 years
o Buildings: 40 years
o Furniture and fixtures: 3 - 20 years
. Rolling stock: I - 20 years
r Scientific equipment: 2 - 25 years
o Infrastructure: roads - 30 years
r Infrastructure: bridges - 50 years

ACCOUNTS AND TAXES RECEIVABLE - Accounts receivable in all funds report amounts that
have arisen in the ordinary course of business and are stated net of allowances for uncollectible
amounts. Governmental fund type receivables consist primarily of amounts due from the Federal
government. Interest and investment revenue receivable in all frrnds consist of revenues due on each
investment. Taxes receivable in governmental funds represent taxes subject to accrual, primarily
gasoline and wholesale fuel taxes and automobile privilege taxes, which are collected within forty-five
days after year end. The uncollectible amounts are based on collection experience and a review ofthe
status of existing receivables.

OTHER ASSETS - Other assets represent payments that reflect costs applicable to future accounting
periods and are recorded as other assets in both govemment-wide and fund financial statements.

CLAIMS - Claims awarded against the Division in the West Virginia State Court of Claims must be
approved and funded by legislative action. Expenditures in the fund financial statements for such
claims are recogrized to the extent that claims awarded are approved and funded by the Legislature. A
liability for unfunded claims is recorded in the government-wide financial statements when
management and the Division's legal section determine that it is probable that a loss has occurred and
the loss can be reasonably estimated. Such claims are segregated as either tort or contract actions and
estimates of loss are based on an analysis of the individual claims and historical experience.
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WEST VIRGINIA DEPARTMENT OF TRANSPORTATION
DIVISION OF HIGHWAYS

NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2OO7
(amounts expressed in thousands)

NOTE I - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

COMPENSATED ABSENCES - Division employees generally earn vacation and sick leave on a
monthly basis. Vacation, up to specific limits, is fully vested when eamed, and sick leave, while not
vesting to the employee prior to retirement, can be carried over to subsequent periods. Any unused
vacation and sick leave accumulated at employee retirement vests to the employee and may be
provided in the form of post-retirement payment of all or a portion of the employee's health insurance
premiums, or as service credits for retirement purposes. Expenditures for compensated absences are
recognized as incurred in the governmental fund frnancial statements. The government-wide f,mancial
statements present the cost of accumulated compensated absences as a liability.

POSTEMPLOYMENT BENEFITS - The Division pays 100% of the health insurance premium for
retirees who elected to participate in the health insurance plans prior to July l, 1988 and 50% of the
premium for retirees who elected to participate between that date and July l, 2001. Employees who
were eligible and elected to participate in the Division's health insurance plan at July l, 1988 and
2001, and who had continuous participation in the Plan since those dates, are eligible for the
postemployment benefits. Employees hired subsequent to July 1,2001 are not eligible for these
benefits. Expenditures for postemployment health insurance premiums are recognized as incurred in
the governrnental fund financial statements. The govemment-wide furancial statements present the cost
of accumulated post-employment health insurance as a liability.

RETIREMENT BENEFITS - The Division's employees are covered by the West Virginia Public
Employees Retirement System (PERS), a multi-employer cost-sharing defined benefit pension plan.
PERS covers substantially all employees of the Division, with employer contributions prescribed by
the State Legislature as a percentage of covered payroll.

PREMIUMS, DISCOUNTS AND ISSUANCE COSTS - In the government-wide financial statements
long-term debt and other long-term obligations are presented in the columns for governmental
activities. Where material, bond and note premiums and discounts, as well as issuance costs, are
deferred and amortized over the life of the debt. Bonds and notes payable are reported net of the
applicable bond premium or discount. Bond issuance costs are reported as deferred charges in other
assets and are amortized over the term of the related debr In the governrnental fund furancial
statements, governmental funds recognize bond premiums and discounts, as well as bond issuance
costs, during the current period. The face amount of debt issued is reported as other frnancing sources.
Premiums received on debt issuance are reported as other financing sources while discounts are
reported as other financing uses. Issuance costs, whether ornot withheld from the actual debt proceeds
received, are reported as expenditures.

RECENT STATEMENTS ISSUED BY THE GASB - The following statements were adopted by the
Division during the fiscal year ended June 30, 2007:

o The GASB has issued Statement No. 45, Accounting and Financial Reporting by Employers

for Postemployment Benefits Other thqn Pensions, effective for fiscal years beginning after
December 15,2006. This statement provides standards for the measurement, recognition and
display of other postemployment benefit expenditures, assets, and liabilities, including
applicable note disclosures and required supplementary information. Effective July l, 2007,
the Division is required to participate in this multiple employer cost sharing plan sponsored
by the State of West Virginia. Details regarding this plan can be obtained by contacting Public
Employees Insurance Agency, State Capitol Complex, Building 5, Room 1001, 1900
Kanawha Boulevard, East, Charleston, West Virginia, 25305-0710 or
http://www.wvpeia.com. No liability related to this plan exists for the Division at June 30,
2007. The impact on the Division's financial statements in subsequent years has not yet been
determined, but such amount may be significant.
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NOTE I -

WEST VIRGTNIA DEPARTMENT OF TRANSPORTATION
DIVISION OF HIGHWAYS

NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2OO7
(amounts expressed in thousands)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Cash on deposit with State Treasurer
Cash on deposit with State Treasurer invested in BTI cash

liquidity pool
Cash on deposit with State Treasurer invested in BTI
money market pool - (Garvee2007A)
Cash on deposit with Huntington Bank
Cash on Deposit with BTI - (Garvee 2006A)
Cash in transit

The GASB has issued Statement No. 48, Sales and Pledges of Receivable and Future
Revenues and Intra-Entity Transfers ofAssets and Future Revenues, effective for fiscal years
beginning after December 15, 2006. This statement addresses whether an exchange of an
interest in expected cash flows for collecting specific receivables of specific future revenues
for an immediate lump sum should be regarded as a sale or as a collateralized borrowing
resulting in a liability. It establishes criteria to determine whether proceeds should be reported
as revenue or a liability. The Division has not yet determined the effect that the adoption of
GASB Statement No. 48 mav have on the financial statements.

The GASB has issued Statement No, 49, Accounting and Financial Reporting for Pollution
Remediqtion Obligations, effective for fiscal years beginning after December 15, 2007. This
statement addresses the obligations of existing pollution events. It provides guidance on
whether any components of a remediation should be recognized as a liability. The Division
has not yet determined the effect that the adoption of GASB Statement No. 49 may have on
the financial statements.

The GASB has issued Statement No. 50, Pensions Disclosures (an amendment of GASB
Statements No. 25 and No. 27), effective for fiscal years beginning after June 15, 2007, This
statement more closely aligns the financial reporting requirements for pension with those for
other postemployment benefits, thus enhancing the information disclosed on the notes to the
financial statements or presented as required supplementary information. The Division has not
yet determined the effect that the adoption of GASB Statement No. 50 may have on the
financial statements.

The GASB has issued Statement No. 51. Accounting and Financial Reporting for Intangible
Assets, effective for fiscal years beginning after June 15, 2009, This statement requires that
all intangible assets not specifically excluded by its scope provisions be classified as capital
assets. Accordingly, existing autloritative guidance related to the accounting and financial
reporting for capital assets should be applied to these intangible assets, as applicable. This
statement also provides authoritative guidance that specifically addresses the nature of these
intangible assets. Such guidance should be applied in addition to the existing authoritative
guidance for capital assets. The Division has not yet determined the effect that the adoption
of GASB Statement No. 5l mav have on the financial statements.

NOTE 2 - CASH AND CASH EQUIVALENTS

The composition of cash and cash equivalents were as follows at June 30:

Amortized Estimated Fair
Cost Value

$ 18 ,413 $  18 ,413

163,177

3 I ,958
50

57,005

163,177

3 l ,958
50

57,005
1.109 1 .109

s___21JJ_n $_____U):1f2
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WEST VIRGINIA DEPARTMENT OF TRANSPORTATION
DIVISION OF HIGHWAYS

NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED JLTNE 30, 2OO7
(amounts expressed in thousands)

NOTE 2 - CASH AND CASH EQUIVALENTS (Continued)

West Virginia Board of Treasurv Investments (BTD Cash Liquiditv Pool. Government Money
Market Pool. and Division of Hishways Account

Cash on deposit with the State Treasurer is a non-safeguarded deposit in accordance with GASB
Statement No. 3, Deposits with Financial Institutions, Investments, (including Repurchase
Agreements), and Reverse Repurchase Agreements. Additionally, such deposits are subject to the
following BTI policies and procedures.

The BTI has adopted an investment policy in accordance with the "Uniform Prudent Investor Act."
The "prudent investor rule" guides those with responsibility for investing the money for others. Such
fiduciaries must act as a prudent person would be expected to act, with discretion and intelligence, to
seek reasonable income, preserve capital, and, in general, avoid speculative investments. The BTI's
investment policy to invest assets in a manner that strives for maximum safety, provides adequate
liquidity to meet all operating requirements, and achieves the highest possible investment return
consistent with the primary objectives of safety and liquidiry. The BTI recognizes that risk, volatility,
and the possibility of loss in purchasing power are present to some degree in all types of investments.
Due to the short-term nature of BTI's Consolidated Fund, the BTI believes that it is imperative to
review and adjust the invesftnent policy in reaction to interest rate market fluctuations/trends on a
regular basis and has adopted a formal review schedule. Investment policies have been established for
each investment pool and account of the BTI's Consolidated Fund.

Credit Risk

Credit risk is the risk that an issuer or other counterparly to an investment will not fulfill its
obligations. Neither the BTI nor any of the BTI's Consolidated Fund pools or accounts has been rated
for credit risk by any organization. Of the BTI's Consolidated Fund pools and accounts which the
Authority may invest in three are subject to credit risk: Cash Liquidify Pool, Government Money
Market Pool, and Enhanced Yield Pool.
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WEST VIRGINIA DEPARTMENT OF TRANSPORTATION
DIVISION OF HIGHWAYS

NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED JI.JNE 30, 2OO7
(amounts expressed in thousands)

NOTE 2 - CASH AND CASH EQUIVALENTS (Continued)

The BTI limits the exposure to credit risk in the Cash Liquidify Pool by requiring all corporate bonds
to be rated AA- by Standard & Poor's (or its equivalent) or higher. Commercial paper must be rated at
least A-1 by Standard & Poor's and Pl by Moody's. The Pool must have at least l5%o of its assets in
U.S. Treasury issues. The following table provides information on the credit ratings of the Cash
Liquidity Pool's investments (in thousands):

Credit Ratine +

Securiw Type Moody's S&P
Carrying

Value
Percent of
Pool Assets

1.30
3.7r

2.41

P I

Aaa
Aa3
Aa3
Aaz
Aa2
Aal

NR*

I
I
I
t
t
I
l
I
I
I
I
I
I

Commercial paper

Corporate bonds and notes

Total corporate bonds and notes

U.S. agency bonds

U.S. Treasury bills

Certificates of deposit

U.S. agency discount notes

Money market funds

Repurchase agreements (underlying
securities):

U.S. agency notes

Total investments

Deposits:

Nonnegotiable certifi cates of deposit

A- l

AAA
AA
A

AA
A

AA

AAA
Au{A

A- l

A- t

AAA

AuAu{

NR{.

$ r,0 r 5,926

98,999
20,001
23.002

48.89%

4.76
0.96
L l l

15,000 0.72
27,000
77.023

261.025 12.56

AM

Aaa

P I

P I

Aaa

Aaa

46,994

358,725

76,500

2r,655

185

246.821

2.26

17.27

3.68

1.04

0.01

l  1.88

2,027,831 97.s9

50.000

$ 2,077,831 t00.00%

* NR = Not Rated

The Division's ownership represents 7.85% of these amounts held by BTI.
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WEST VIRGINIA DEPARTMENT OF TRANSPORTATION
DIVISION OF HIGHWAYS

NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED JUNE 30,2OO7
(amounts expressed in thousands)

NOTE 2 - CASH AND CASH EQUIVALENTS (Continued)

The BTI limits the exposure to credit risk in the Govemment Money Market Pool by limiting the pool
to U.S. Treasury issues, U.S. government agency issues, money market funds investing in U.S.
Treasury issues and U.S. govemment agency issues, and repurchase agreements collateralized by U.S.
Treasury issues and U.S. government agency issues. The pool must have at least l5%o of its assets in
U.S. Treasury issues. The following table provides information on the credit ratings of the
Government Money Market Pool's investments (in thousands);

Credit Rating
Carrying Percent of

SecuriW Type Moodv's S&P Value Pool Assets

I
I
t
I
t
t
I

U.S. agency bonds
U.S. Treasury bills
U.S. agency discount notes
Money market funds
Repurchase agreements (underlying

securities):

U.S. Treasury notes

Security Type

Credit Rating

Moodv's S&P
Carrying Percent of

Value Pool Assets

Aaa

Aaa

P I

Aaa

Aaa

AAA
AAA
A-l

AAA

AAA

$ 67,620
36,379
74,143

9

51,400

29.46%
15.85
32.30

22.39

$ 229,551 100.00%

The Division's ownership represents 13.92o/o of these amounts held by BTI.

The Division of Highways Account provides for the investment of proceeds from the issuance and sale
of $90 million Surface Transportation Improvements Special Obligation Notes (Garvee 20064). The
BTI does not have a policy specifically addressing credit risk in the Division of Higbways Account.
The following table provides information on the credit ratings of the Division of Highways Account
investments (in thousands):

Money market funds
Repurchase agreements (underlying

securities):
U.S. agency mortgage backed
securities

l l 0,02%

99.98I
I
I
I
I
I

Aaa AAA

57,005 100.00%

The Division's ownership represents 100% of these amounts held by BTI.

Interest Rate Risk

Interest rate risk is the risk that change in interest rates will adversely affect the fair value of an
investment. All BTI's Consolidated Fund Pools and accounts are subject to interest rate risk.

The overall weighted average maturity of the investments of the Cash Liquidity Pool cannot exceed 60
days. Maximum maturity of individual securities cannot exceed 397 days from date of purchase. The
following table provides information on the weighted average maturities for the various asset types in
the Cash Liquidity Pool:
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. WEST VIRGINIA DEPARTMENT OF TRANSPORTATION
DIVISION OF HIGHWAYS

NOTES TO THE FINANCIAL STATEMENTS

I YEARENDED JUNE 30' 2007
(amounts expressed in thousands)

I NOTE 2 - CASH AND CASH EQUIVALENTS (Continued)
t

WAM

Security Type Carrying Value (Days)
t

I
l
I
I
I
I
T
t
I
t
t
I
I
t
I

Repurchase agreements $ 246,821 2
U.S. Treasury bills 358,725 30
Commercial paper 1,015,926 52
Certificates of deposit 126,500 76

U.S. agency discount notes 21,655 113

Corporate notes 261,025 58

U.S. agency bonds/notes 46,994 156

Money market fund 185 I

s---l.orr.ttt 48

The overall weighted average maturity of the investments of the Government Money Market Pool

cannot exceed 60 days. Maximum maturity of individual securities cannot exceed 397 days from date

of purchase. The following table provides information on the weighted average maturities for the

various asset types in the Government Money Market Pool:

Carrying Value WAM
Security Type (In Thousandil -{pgyQ-

$ 51,400 2

36,379 29

74,143 106

67,620 60
9 l

$ 229,5s1 49

The BTI's policy does not specifically address maturity restrictions as a means of managing exposure
to fair value losses in the Division of Highways Account arising from increasing interest rates. The
following table provides information on the weighted average maturities for the various asset types in
the Division of Highways Account:

Carrying Value WAM
Security Type (In Thousands) (DayO

Repurchase agreements

U.S. Treasury bills

U.S. agency discount notes

U.S. agency bonds/notes

Monev market funds

Repurchase agreements
Money market funds

$ 56,994 610

l l  I
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WEST VIRGINIA DEPARTMENT OF TRANSPORTATION
DIVISION OF HIGHWAYS

NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2OO7
(amounts expressed in thousands)

NOTE 2 - CASH AND CASH EQUIVALENTS (Continued)

Other Investment Risks

Other investment risks include concentration of credit risk, custodial credit risk, and foreign currency
risk. None of the BTI's Consolidated Fund's investment pools or accounts is exposed to these risks as
described below.

Concentration of credit risk is the risk of loss attributed to the magnitude of a BTI Consolidated Fund
Pool or account's investment in a single corporate issuer, The BTI investment policy prohibits those
Pools and accounts permitted to hold corporate securities from investing more than 5%o of their assets
in any one corporate name ofone corporate issue.

The custodial credit risk for investments is the risk that, in the event of the failure of the counterparty
to a transaction, the BTI will not be able to recover the value of investment or collateral securities that
are in the possession of an outside party. Repurchase agreements are required to be collateralizedby at
least l02o/o of their value, and the collateral is held in the name of the BTI. Securities lending collateral
that is reported on the Statement of Fiduciary Net Assets is invested in the leading agent's money
market fund in the BTI's name. In all transactions, the BTI or its agent does not release cash or
securities until the counterparty delivers its side ofthe transaction.

Foreign currency risk is the risk that changes in exchange rates will adversely affect the fair value ofan
investment or a deposit. None of the BTI's Consolidated Fund's investment pools or accounts holds
interests in foreign currency or interests valued in foreign currency'

Restricted Cash and Cash Equivalents for Debt Service Repavment

Credit Risk

The Division limits the exposure to credit risk in the funds invested for debt service repayment by
requiring in the note trust indenture that investments in money market funds be rated AAAm or
AAAp-G or better by S&P. At June 30,2007 these funds were invested with Huntington Bank in the
Huntington Treasury Money Market IV. The following table provides information on the credit ratings
of this investment.

Security Type

Huntington Treasury Money Market IV Aaa AAA $ 5 0

Percentage
of Assets

100%

Concentration of Credit Risk

The Division note trust indenture places no limit on the amount the Authority may invest in any one
Issuer. All of the investments for debt service repayment are in the Huntington Treasury Money
Market IV.

Custodial Credit Risk

Custodial Credit Risk is the risk that in the event of a failure of the counterparty, the Division will not
be able to recover the value of the investrnent that is in the possession of an outside party. The
Division does not have a policy for custodial credit risk. As of June 30,2007, $50 thousand of the
Division's investments were invested in the Huntington Treasury Money Market IV.
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I WEST VIRGTNIA DEPARTMENT OF TRANSPORTATION
DIVISION OF HIGHWAYS

I NOTES TO THE FINANCIAL STATEMENTS

I YEAR ENDED JUNE 30, 2oo7
(amounts expressed in thousands)

I NorE 2 - CASH AND CASH EeUIVALENTS (continued)
I

Interest rate risk

I The weighted average maturity of the Huntington Treasury Money Market Fund IV is less than
one year. The firnds are invested in money market funds that do not have a maturity date.

I Investment MaturitY in Years
Carr.ving More

SecuritvType Value Lessthan I l-5 6-10 than l0

I Huntington Treasury Money Market IV $ 50 $50

Foreign Currency Risk
I

The investrnents for debt service repayment have no securities that are subject to foreign cuffency
risk.

I

NOTE3- ACCOUNTSRECEIVABLE

I Accounts receivable at June 30,2007 consisted of the following:

I Federal aid billed and not paid $ 17'578

I Federal aid earned but not billed 57.718
Total federal aid receivable 75,296

Other receivables 12.003

r ,"::Tr'"1"*:"#f',ffillL'i,i0,., '73?,

Net accounts receivable L-----86*821
I

Accounts receivable representing federal aid earned but not billed relate principally to the Federal
Highway Administration's (FHWA) participating share of expenditures on highway projects.

I

I

I
I
t
t
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I WEST VIRGINIA DEPARTMENT OF TRANSPORTATION
DIVISION OF HIGHWAYS

NOTES TO THE FINANCIAL STATEMENTS

I t*l','.'I?i3'#il?'33;i'3ii
I NOTE 4 - TAXES RECEIVABLE
I

Taxes receivable at June 30, 2007 consisted of the following:

r f,:1"##i:::il:':ff.?*' ' '0;"1:0tr
Registration fees 3.401

t L----JA;@

T NOTE 5 - DUE FROIV{/TO OTHER STATE OF WEST VIRGINIA AGENCIES
I

Amounts due from other State of West Virginia agencies at June 30, 2007 consisted of ttre following:

I The Departnent of Motor Vehicles $ 2'986
Other agencies 157

$------lJ[l
I

Amounts due to other State of West Virginia agencies at June 30,2007 consisted of the following:

I iliffEilif]::''Jfi:1ffi:Agencv 
' '';3;

Department of Administration 243
Other agencies 364

I
s_____-2Je

- 
NorE6- INVENTORIES

Inventories at June 30,2007 consisted of the following:
I

Materials and supplies $ 21,204
Equipment repair parts 9,190

I 
Gas and lubrication supplies 2'865

$----13259

I
t
I
t
t
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WEST VIRGINIA DEPARTMENT OF TRANSPORTATION
DIVISION OF HIGHWAYS

NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2OO7
(amounts expressed in thousands)

NOTET- CAPITALASSETS

Balance
Julv 1.2006 Increases

Capital asset activity for the year ended June 30, 2007, was as follows:

Balance
Decreases June 30.2007

Capital assets not being depreciated:

Land-noninfrastructure $ 15,403 $ $ $ 15,403
Land - infrastructure 806,875 37,878 79 844,674
Construction-in-progress - buildings 1,270 2,066 1295 2,041
Construction-in-progress- land improvements 437 648 487 598
Construction-in-progress - roads 799,284 261,418 249,959 810,743
Construction-in-progress - bridges 389.022 170.098 93.584 465.536

Total capital assets not being depreciated 2.012.291 472.108 345.404 2.138.995

Capital asses being depreciated:

Buildings
Fumihrre and fixtures
Land improvemenls - non infrastructure
Rolling stod(
Shop equipment
Scientific equipment
Infrastructure - roads
Infrastructure - bridges

Total capital assets being depreciated

Less accumulated depreciation:

Buildings
Fumiture and fixtures
Land improvements - non infrastructure
Rolling stod<
Shop equipment
Scientific equipment
Infrastructure - roads
Infrastructure - bridges

Total accumulated depreciation

Total capital assets bcing depreciated, net

Governmental activities capital assets, net

98,561 1,288
3,747 175
6,480 245

t99,537 16,274
3,040 0
2,308 8l

6,624,223 249,959
1.518.716 93.584

3t,924 2,730
3,386 197
r,997 324

t38,634 17,303
2,9s4 16
t,672 97

3,04t,128 224,917
293.86t 32.375

2t8 34,436
161 3,422

- 2,321
14,409 141,528

_ 2,970
7 t,762
- 3,266,445

________________ 326.236

218
t77

t5,423

99,63r
3,745
6,725

200,388
3,040
2,382

6,874,182
1.612.300

8.456.6t2 361.606 15.825 8.802.393

3.515.556 277.959 14.795 3.778.720

4-941.056 83.647 1.030 5.023.673

s____s953347 $____155J55 $-_-__i46A34 $____rJ62-66E

Current year depreciation totaling $274,708 was allocated as separate line items in the statement of
activities under the major functions of the Division of Maintenance and Improvements. The remaining
$3,251 unallocated depreciation expense is included as a separate line item in the statement of
activities. Infrastucture depreciation is primarily related to construction type activities; depreciation of
shop and rolling stock assets is primarily related to maintenance t)?e activities; and depreciation of
buildings and improvements and fumiture and fixtures support all of the various activities of the
Division.
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WEST VIRGINIA DEPARTMENT OF TRANSPORTATION
DIVISION OF HIGHWAYS

NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2OO7
(amounts expressed in thousands)

NOTE 7 - CAPITAL ASSETS (Continued)

A summary of depreciation on each capital asset type follows:

Asset Type

Buildings and improvements
Furniture and fixtures
Land improvements

Total unallocated

Rolling stock
Shop equipment
Scientific equipment

Total road maintenance

Infrasffucture - roads
Infrastructure - bridges

Total other road operations

Total depreciation expense

Depreciation

$ 2,730
197
324

3.251

17,303
l 6
97

17.416

224,917
32.375

257.292

$_____u1-919

NOTES- RETAINAGESPAYABLE

The Division has entered into an arrangement with the BTI whereby amounts retained from payments
to contractors may, at the option of the contractor, be deposited in an interest bearing account in the
contractor's name. Retainage payments are made to the contractor when contracts are satisfactorily
completed. The funds on deposit in these accounts are not reported as assets of the Division. At June
30,2007, retainages payable on contracts had been reduced by these amounts on deposit in such
accounts to approximately $572.
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WEST VIRGINIA DEPARTMENT OF TRANSPORTATION
DrvrsroN oF HIGHWAYS

NOTES TO THE FINANCIAL STATEMENTS
YEARENDED JUNE 30,2OO7
(amounts expressed in thousands)

NOTE9- LONG-TERMOBLIGATIONS

Long-term obligations at June 30,2007, and changes for the fiscal year then ended are as follows:

Bil rnterest Rares |fffiY T:1il::- Additions Reductions ,"ll"ilrt"
General obligation bonds payable

from tax revenue:

Safe road bonds
Safe road bonds
Safe road bonds
Safe road bonds
Total general obligation bonds
Bond premium

Total general obligation bonds
payable net of premirm

Revenue notes payable from federd
aid revenue:

Surfaoe transportation improvements
special notes (Garvee 2006A) 2006
Surface Sansportation improvements
special notes (Gawee 20074) 2007

Total revenue notes payable
Premium

Total revenue notes payable net of
premlum

Claims and judgments
Compensated absences

Total long-term obl igations

1998 430%-5.2s% 06/0v2023 $ 56,755
t999 43Q%-5.7s% 0610U2017 6,560
2001 3.50o/o-5.50%o 06/0ln0B 67,120
2006 3.00%-5.00% 0610112025 317.560

447,995
30.014

4.00o/e5.00Vo 0610112016

$ 5,245 $ s l ,510
2,090 4,470
9,630 57,490
1.185 316.375

18,t50 429,U5
2.000 28.014

478.009 20.150 457.859

3.750/v5.00%; 06/0v2016 $ - s75,970 $

33.190

109-160
3.683 244

$ 7s,970

33.190

109.160
3-439

tl2,u3 244 112,599

9,t94 630 3,774 6,050
76.609 945 70.858

$ r8r2 $u4.4r8 $--30.8C1 S--eU66
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WEST VIRGINIA DEPARTMENT OF TRANSPORTATION
DIVISION OF HIGHWAYS

NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED JUNE 30.2OO7
(amounts expressed in thousands)

NOTE 9 - LONG-TERM OBLIGATIONS (Continued)

General obligation bond issues are authorized by constitutional amendments and are general
obligations of the State of West Virginia. Legislation implementing the amendments require that debt
service on the bonds be paid from the State Road Fund and, to the extent that there are insufficient
funds therein, from a levy of an annual state tax. All bonds authorized under prior constitutional
amendments have been issued and include amounts outstanding above.

Surface Transportation Improvement Special Obligation Notes are authorized under Chapter 17,
Article 17A of the Code of West Virginia,1931, as amended. The Code provides for the issuance of
special obligation notes to facilitate the construction of highways, secondary roads and bridges to be
funded wholly or in part by federal dollars and in anticipation of reimbursement from such sources.
The federal legislation that enables reimbursement of such costs is included in Title 23, Section 122.
The Memorandum of Agreement executed between the Federal Highway Administration and the
Division of Highways documents the procedures for managing the stewardship and oversight of
highway projects that are financed with the proceeds of these notes.

Debt service expenditures for debt service funds included interest of $23,437 for the year ended June
30, 2007. Total debt service costs, exclusive of coupon redemption costs, for each of the next five
years and thereafter, on general obligation bonds payable and liquidated through debt service funds,
are as follows:

2013- 2018- 2023-
2008 2W9 2010 20ll 2012 2017 2022 2027 Total

General obligation
bonds payable from
tax revenue:

Safe road bonds

Total general
obligation bonds

Less: interest

Total principal

Bond Premium

Total principal and
bond premium

Revenue notes
payable from federal
aid revenue:
Surface
hansportation special
obligatior notes

Total surface
transportation special
obligatiur notes

Less: interest

Total principal

Premium

Total principal and
note prcmium

$ 49.993 $ 49.996 $ 49.995 $ 49.993 $ 49.99s $173.069 $117.578 $ 70.s4s $611.164

49,993 49,996 49,995 49,993 49,995 173,069 1t7,578 70,545 6lt,l64

21.338 19.91 | 18.405 16.828 ls. l30 54214 29-023 6-470 l8l.3l9

28,65s 30,08s 31,590 33,16s 34,86s I 18,855 88,555 64,075 429,845

r.94t 1.886 1.633 1.586 r.546 7-470 7A70 4.482 28.014

$10196 $ll*gzt $-33.u1$--3r1751 $--363u $-12'6325 $--96-025 $--68157 $-45f.851

s 14.744 s 14.749 $ 14.745 S t4.749 $ 14.750 $ 58.981

t4,7M 14,749 14,745 14,749 14,750 58,981

4.459 4-199 3.740 3.244 2.750 5.166

10,285 10,550 l  1,005 I 1,505 12,000 53,815

383 382 382 382 382 1.528

$10"66E $--f0.932 $-lLt8Z $1r.887 $12182 $--55JtA

$ 132.718

132,7l8

23.558

| 09,160

3.439

ilI4599
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WEST VIRGINIA DEPARTMENT OF TRANSPORTATION
DIVISION OF HIGHWAYS

NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2OO7
(amounts expressed in thousands)

NOTE 9 - LONG-TERM OBLIGATIONS (Continued)

The portion of long-term and short-term compensated absences, claims payable, and general obligation
bonds are as follows:

Compensated
Absences

$  1 9 , 1 7 1  $

General
Obligation

Bonds,
Claims and Revenue Notes
Judgments and Premium Total

Short-term liability

Long-term liability

630 $ 41,264 $ 61,065

51.687 5.420 529.194 586.301

L____10.858 $________6-050 $__---l]0*458 5----64]66

During the year ended June 30, 1997, the State was authorized by constitutional amendment to issue
$550,000 of general obligation bonds to fund highway and road construction projects known as Safe
Road Bonds. These bonds will be repaid from revenues of the State Road Fund. Safe Road Bonds of
$220,000 were issued dqring July 1998; $110,000 were issued during July 1999; $l10,000 were issued
during July 2000; and an additional $l10,000 were issued during July 2001.

In 2005, the State refinanced part of the above mentioned bonds in the amount of $321,405. These
bonds will be repaid from revenues of the State Road Fund through the year 2025 .

During the year ended June 30,2007, The State was authorized by constitutional amendment to issue
$200,000 of Surface Transportation Improvements Special Obligation Notes (Garvee Notes) to fund
highway and road construction projects. These notes will be repaid from future federal highway
revenues. Garvee Notes of $76,000 were issued during October 2006 and $33,000 were issued during
April2007.It is anticipated that approximately $91,000 of additional Garvee notes will be issued
during the fiscal year ending June 30, 2008.

In 2005, the State refinanced $321,405 in general obligation bonds to advance-refund $319,860 of
outstanding 1998, 1999 and 2000 Series bonds. The net proceeds of $35 I ,405 (after payment of $ 1,606
in underwriting fees, insurance, and other issuance costs) were used to purchase U.S. Government
State and Local Government Series securities. Those securities were deposited in an irrevocable fust
with an escrow agent to provide for all future debt service payments on the refinanced portions of the
1998, 1999, and 2000 Series bonds. As a result, the refinanced portion of the 1998 and 1999 Series
bonds along with all 2000 Series bonds are considered to be defeased and the liability for those bonds
has been removed from the govemment-wide statement of net assets. The reacquisition price exceeded
the net carrying amount of the old debt by $1,545. This amount is being netted against the new debt
and amortized over the remaining useful life of the refunded debt. This advance refunding was
undertaken to reduce total debt service payments over the next 20 years by $19,689 and resulted in an
economic gain of $18,821.
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WEST VIRGINIA DEPARTMENT OF TRANSPORTATION
DIVISION OF HIGHWAYS

NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED JUNE 30,2OO7
(amounts expressed in thousands)

NOTE 9 - LONG-TERM OBLIGATIONS (Continued)

The following summarizes the estimated claims liability for the current year and that of the preceding
two years.

Year Ended Year Ended Year Ended
June 30.2007 June 30.2006 June 30.2005

Estimated claims liability, July I

Additions for claims incurred during the year

Changes in estimates for claims of prior
periods

Payments on claims

Estimated claims liability, June 30

$ 9,194 S 6,197 $

630 3,094

(3,630) 300 (3,287)

At June 30,2007, approximately $14,032 of tort claims and $18,774 of construction claims, including
non-incremental claims, were pending against the Division in the West Virginia State Court of Claims.
With respect to these claims, the Division has an estimated obligation of $6,050, recorded in the
government-wide Statement of Net Assets, based on management's evaluation of the nature of such
claims and consideration of historical loss experience for the respective types of action. Such claims
will be recognized primarily as expenditures of the State Road Fund if, and when, lhey are approved
for payment by the Legislature in accordance with legal statutes. Also included in claims are claims
that have been settled in the court of claims and approved for payment through legislative action.
These amounts total approximately $630. During the normal course of operations, the Division may
become subject to other litigation. No provision has been made in the financial statements for
liabilities, if any, from such litigation.

The Division's obligation for accrued vacation leave time includes leave time and related costs
expected to be paid to employees in the future and are determined using wage levels in effect at the
date the obligation is calculated. Also included in this amount is the Division's unfunded obligation of
approximately $8,558 arising in connection with legislation to fund portions of employee
postemployment health insurance costs for retired employees. These liabilities are generally liquidated
by the State Road Fund.

Upon retirement, an employee may apply unused sick leave or annual leave, or both to reduce their
future insurance premiums paid to the West Virginia Public Employees lnsurance Agency or to obtain
a greater benefit under the West Virginia Public Employees Retirement System. These liabilities are
generally liquidated by the State Road Fund. Expenditures during the year ended June 30, 2007 for
heal*r care premiums for 509 retirees were approximately $2,038.

8,700

1,200

rr44\ G97\ @16\

$_____6050 $_______9J91 $----6J97
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WEST VIRGINIA DEPARTMENT OF TRANSPORTATION
DIVISION OF HIGHWAYS

NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2OO7
(amounts expressed in thousands)

NOTE 10 . RELATED PARTY TRANSACTIONS WITH THE STATE OF WEST VIRGINIA

The Division enters into certain ffansactions with various agencies of the State of West Virginia. The
following summarizes the nature and terms of the most signiltcant transactions:

r The Division leases from the Department of Administration substantially all of State Office
Building No. 5 and a portion of State Office Building No. 3 which are owned by the State
Building Commission. The Division may be released from its obligation only at the option of
the lessor. The Division is obligated under these operating leases, which expire December 31,
2007 for rental payments of approximately $2.0 million annually. Management expects the
leases to be renewed upon expiration.

o The Division's employees participate in various benefit plans offered by the State of West
Virginia. Employer contributions to these plans are mandatory. During the year ended June
30, 2007 the Division incurred payroll related expenditures of approximately $30,976 for
employee health insurance benefits provided through the West Virginia Public Employees
Insurance Agency and approximately $ 16,653 in employer matching contributions to the State
Public Retirement Svstem.

r The Division was insured under the West Virginia Workers' Compensation Division until
January l, 2006. ln January 2006 the state privatized Workers' Compensation. Workers'
Compensation coverage is currently provided solely from BrickStreet Insurance Company, a
private mutual insurance company established in conjunction with the privatization process.
During the year ended June 30,2007 the Division paid approximately $9,431 to Brickstreet
Insurance Company for coverage.

. The Division made payments to the Department of Military Affairs and Public Safety,
Division of Public Safety for various services performed. These expenditures, which were
authorized by the Legislature, amounted to approximately $5,481 during the year ended June
30.2007.

o The Division made payments to the Public Service Commission for weight enforcement
duties. These expenditures, which were authorized by the Legislature, amounted to
approximately 94,667 during the year ended June 30,2N7.
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NOTE II -

NOTE 12 -

WEST VIRGINIA DEPARTMENT OF TRANSPORTATION
DIVISION OF HIGHWAYS

NOTES TO THE FINANCIAL STATEMENTS
YEARENDED JUNE 30,2OO7
(amounts expressed in thousands)

COMMITMENTS AND CONTINGENCIES

The amount ofunexpended balances ofhighway design and construction contracts entered into by the
Division with various contractors approximated $655,316 at June 30,2007.

The Division participates in several federal progftrms which are subject to audit by the federal
awarding agency. Any disallowed claims, including amounts already collected, may constitute a
liability of the applicable funds. The amount, if any, of expenditures that may be disallowed by the
federal awarding agency cannot be determined at this time. The Division expects such amounts, if any,
to be immaterialto the financial position of the Division. The Division records these disallowed audit
adjustments for questioned costs in the period the audit is finalized.

Based on the Division's Inspection Program the Division has reviewed the information on obsolete and
deficient bridges. The Division is concerned about safety and tries to prioritize bridges for repair and
replacement based on engineering assessments. The Division's long range plans to address this issue
will be impacted by actions that may be taken by both the federal and state government, including
funding levels provided for this purpose.

RETIREMENTPLAN

PLAN DESCRIPTION - The Division contributes to the West Virginia Public Employees' Retirement
System (PERS), a cost-sharing multiple-employer defined benefit pension plan administered by the
West Virginia Consolidated Public Retirement Board. Chapter 5, Article l0 of the West Virginia State
Code assigrrs the authority to establish and amend benefit provisions to the PERS Board of Trustees'
Employees who retire at or after age 55 and have completed 25 years of credited service are eligible
for retirement benefits as established by State statute. Retirement benefits are payable monthly for life,
in the form of a straight-line annuity equal to two percent of the employee's final average salary,
multiplied by the number of years of the employee's credited service at the time of retirement. PERS
also provides deferred retirement, early retirement, death, and disability benefits to plan members and
beneficiaries. The West Virginia Consolidated Public Retirement Board issues a publicly available
financial report that includes financial statements and required supplementary information for PERS.
That report may be obtained by writing to the West Virginia Consolidated Public Retirement Board,
1900 Kanawha Boulevard East, Building Five, Charleston, West Virginia25305 or by calling (304)
558-3570.

FUNDING POLICY - The PERS funding policy has been established by action of the State
Legislature. State statute requires that plan participants contribute 4.5o/o of compensation. The current
combined contribution rate is l5% of annual covered payroll, including the Division's contribution of
10.5% which is established by PERS. The Division's contributions to PERS for the years ended June
30,2007,2006, and 2005 were $16,653, $16,559, and $17,450, respectively, equal to the required
confributions for each year.
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NOTE 13 -

NOTE 14 -

WEST VIRGINIA DEPARTMENT OF TRANSPORTATION
DIVISION OF HIGHWAYS

NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2OO7

RISK MANAGEMENT 

(amounts expressed in thousands)

The Division is exposed to various risks of loss related to torts; theft of, damage to, and destruction of
assets; errors and omissions; injuries to employees; employee health and life coverage; and natural
disasters. The State of West Virginia established the Board of fusk and Insurance Management
(BRIM) and the Public Employees Insurance Agency (PEIA), to account for and finance uninsured
risks of losses for state agencies, institutions of higher education, and component units.

BRIM is a public entity risk pool that provides coverage for general, property, medical malpractice,
and automobile liability. PEIA is also a public entity risk pool and provides coverage for employee and
dependent health, life and prescription drug insurance. BrickStreet Insurance, a private mutual
insurance company, provided coverage for work related accidents. The Division retains the risk of loss
on certain tort and contractor claims in excess of the amount insured or covered by BRIM's insurance
canier. Other than the amounts disclosed in Note 9, amounts of settlements have not exceeded
insurance coverage in the past three years. The Division has evaluated this potential risk of loss as
discussed in Note 9.

Through its participation in the PEIA, the Division has obtained health coverage for its employees. In
exchange for payment of premiums to PEIA, the Division has transferred its risks related to health
coverage. PEIA issues publicly available financial repofts that include financial statements and
required supplementary information, these reports may be obtained by writing to PEIA.

SUBSEQUENT EVENTS

The Division of Highways is expected to issue revenue notes in the arpount of $91 million in February
2008. These notes will be revenue notes and the debt service payments will be funded through federal
aid revenue and are the third issue of the Surface Transportation Improvements Special Obligation
Notes.
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF

FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE
WITFI GO YERN MENT AUDITING STANDA RDS

Joint Committee on Government and Finance
West Virginia Legislature

We have audited the f,inancial stat€ments of the governmental activities and each major fund of the West Virginia
Deparfrnent of Transportation, Division of Highways (the Division) as of and for the year ended June 30, 2(X)7,
which collectively comprise the West Virginia Deprtment of Transportation, Division of Highways basic financial
statements and have issued our rcport thereon dated November 16,2007. We conducted our audit in accordance
with auditing sbndrds generally accepted in the United States of America and the standards applicable to financial
audits contained m Gwemment Auditing Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and perfonning our audit we considered the Division's intemal control over financial reporting as a
basis for designing our auditing procedures for the purpose of expressing our opinion on the financial statements,
but not for the purpose of expressing an opinion on the effectivene$; of the Division's internal control over fmancial
reporting. Accordingly, we do not express an opinion on the effectiveness of the Division's internal control over
financial reporting.

A control deficiency exists when the design or operation of a control does not allow management or ernployees, in
the normal Eourse of performing their assigred functions, to prevent or detect misstaternenB on a timely basis. A
significant deficiency is a control deficiancy, or combinaion of control deficiencies, that adversely affecE the
entityb ability to initiate, authorize, recod, process, or report financial data reliably in accordance with generally
accepted accounting principles such that there is more than a r€mote likelihood that a misstatement of the entity's
financial statem€nts that is morp than inconsequential will not be preventd or detected by the entity's internal
control. We consider the deficiencies described in the accompanying schedule of findings as items 2007-l through
20074 to be significant deficiencies in internal control over fnancial reporting.

A material weakness is a sigpificant deficiency, or combination of significant deficiencies, that results in more than
a remote likelihood that a material misstatement of the financial statements will not be prevented or detected by the
entitys internal control.

Our consideration of the internal control over financial r€porting was for the limited purpose described in the first
paragraph of this section and would not nsoessarily identift all deficiencies in the internal control that might be
signiftcant deficiencies and, accordingly, would not necessarily disclose all significant deficiencies that are also
considered to be material weaknesses- However, we believe that none of the significant deficiencies described
above is a material weakness.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Division's financial statements are free of material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts and grant
agreements, noncompliance with which could have a direct and material effect on the determination of financial
statement amounts. However, providing an opinion on compliance with those provisions was not an objective of our
audit and, accordingly, we do not express such an opinion. The results of our tests disclosed instances of
noncompliance or other matters that arc required to be reported under Government Auditing Standards and which
are described in the accompanying schedule of fmdings as items 2007-l through 20074.

This report is intended for the information of the audit committee, management of the West Virginia Department of
Transportation, Division of Highways and the Joint Committee on Government and Finance and is not intended to
be and should not be used by anyone other than those specified parties.

,4^ /, Iqffa. dr/t-lP'''c,Ptt'c
"4

November 16.2007
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2007-l

Criteria:

Condition:

Context:

Cause:

WEST VIRGINIA DEPARTMENT OF TRANSPORTATION
DIVISION OF HIGHWAYS

SCHEDULE OF FINDINGS AND RESPONSES
YEAR ENDED JUNE 30, 2OO7

Information Systems Controls

The management of the Division is responsible for establishing and maintaining
adequate information systems intemal controls over financial reporting.
Furthermore, an integral paft of an entity's internal control structure is the
effective segregation of duties, which.involves assigning responsibilities for
authorizing transactions, recording transactions and maintaining custody of assets
to different individuals, thus reducing the risk of errors or fraud occurring and not
being detected. Additionally, the Division entered into an agreement with the
West Virginia Office of Technology (OT) dated February 1,2007, pursuant to
West Virginia Code Article 6 Chapter 5A, OT is to provide the Division with an
standardized technolory infrastructure from a centrally-managed technology
infrastucture support organization. The expected benefit is a decline in
technology cost, network and system availability is expected to improve, and
security risks to diminish. Although the Division and West Virginia Code
outsourced the technology infrastructure of the Division to OT the Division
retains the final responsibility for establishing and maintaining adequate
information systems internal controls over fmancial reporting.

The Division operates a wide variety of computer applications, many of which
affect federal and state programs' data. During our review of the information
systems controls we noted the following:

. Through the west virginia Information System & communication
Department of the State of West Virginia (IS&C), the Division had a
vulnerability test conducted on all access points from the IS&C systems to the
fnewall at the Division's system access point. However, the vulnerability test
performed did not include a test of the internal network or the wireless
networks utilized by the Division. By completing this review, the Division
will have .Nsgrance that network devices and server platforms are protected
from current and emerging thrcats and vulnerabilities. Furthermore, the
Division has not had a code review on all online/e-commerce applications
utilized by the Division. Also, there are no policies and procedures in place
for conducting periodic vulnerability testing and intrusion testing of the
various computer systems maintained by the Division. (Noted in prior year)

o Programmers in the Division's Information Services Department have access
to production progams in the REMIS system and the hoject Record System
(PRS). This access grants the Division's Information Services Departrnent
personnel the same rights as a business user of the application, which allows
them access to data and fiansaction authority. (Noted in the prior year)

o The Division's lnformation Services Department is not notified immediately
upon the termination of employees. Lack of notification to the Information
Services Department in a timely basis increases the risk of unauthorized
access to the information systems and data. Furthermore, the Division
maintains several user accounts which are not for specific employees of the
Division. (Noted in the prior year)

Information systems controls potentially can affect all federal and state programs
and are critical to the daily operations of the Division.

Policies and procedures have not been adequately updated and information system
contols may have not been monitored by the Division.
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2007-l

Effect:

Recommendation:

Management Response:

WEST VIRGINIA DEPARTMENT OF TRANSPORTATION
DIVISION OF HIGHWAYS

SCHEDULE OF FINDINGS AND RESPONSES
YEAR ENDED JUNE 30, 2OO7

Information Systems Controls (Continued)

Unauthorized use and/or access to critical information systems may occur and not
be detected.

We recommend the following:

. The Division should complete a vulnerability assessment of the internal
network environment including the related wireless networks. In addition, we
recommend that the Division complete a code review on all online/e-
commerce applications. Both of these reviews could be conducted under a
statewide contract that is currently in place with IS&C. Furthermore, we
recommend that the Division develop policies and procedures for conducting
periodic vulnerability and intrusion testing of the various computer systems
maintained bv the Division.

. The Division should remove progranrmer access from production applications
and develop policies and procedures regarding prografirmer access. The
policies and procedures should address controls over development testing,
security, compiling, or moving of programs to the production environment.
The Division should institute a formal programming policy, procedure, and
project management process that provides controls that cover the necessary
review of all aspects of the programming function both internally and at
vendors used to develop programs and web based applications. If access is
necessary, mitigating controls such as monitoring of programmer access and
activities within the production application should be performed and
documented.

o The Division should establish policies and procedures to ensure that the
Information Services Departrnent is notified immediately of all employee
terminations. The Division should also identifr and document user accounts
not utilized by employees but need within the servers, such as application and
system accounts. User accounts deemed as unnecessary should be disabled or
removed.

Agree: The internal network is undergoing a multitude of changes including
migration from the legacy DOT Microsoft Domain to the consolidated Executive

Domain, network backbone infrastructure upgrades and upgrades to the Wide
Area Network. The migration to the hecutive Domain is eJcpected to be

compteted by the second quarter 2008. Once the new infrastructure is in place,

a vulnerability assessment will be conducted. DOT and Ofice of Technologt
(OT) will work together to determine if the assessment can be accommodated
through OT or whether a third party will be engaged.
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2007 -2

Criteria:

Condition:

Context:

Cause:

Effect:

Recommendation:

Management Response:

WEST VIRGINIA DEPARTMENT OF TRANSPORTATION
DIVISION OF HIGHWAYS

SCHEDULE OF FINDINGS AND RESPONSES
YEAR ENDED JUNE 30,2OO7

Land and Leases

Section 157-2-8 of the West Virginia Code sets forth various requirements
regarding land and lease issues. West Virginia Code sections 17-2A'19,54-8-9, and
12-2-2 also address various criteria to be followed by the State regarding land and
lease issues.

We noted several issues relating to land and leases, including the following:

o There was not a comprehensive detail of additions and disposals related to land and
land improvements for the year provided by the fught of Way Division. Further,
although the Division has a comprehensive detail list of all land and land
improvements, it does not have a process in place to ensure that the listing is
reconciled to the general ledger balances.

o There is no system to readily track leases or other properly maintained by the
Division.

o We noted that the one right of way auction there was no indication the sale was
properly recorded in accounting due to the Right of Way division controlling the
accounting instead of finance.

o We noted that the one right of way auction had not been removed from the records in
a timely fashion due to a conflict as to where the sales proceeds should be applied.

The total land and land improvements on the financial statement is approximately
$20.4 million as of June 3Q,2007.

Management of the Division has extended authority to the districts and has not
maintained controls of the record keeping within the division or at the district
locations.

The lack of controls and poor record keeping could result in enors, irregularities or
abuses that are not detected.

We recommend that the Division develop policies and procedure to establish sound
record keeping and intemal controls to address the issues noted above.

Agree: The Division had two presentations by outside vendors for a riglu of way
tracking system during the past six months. The systems presented would allow for
a complete tracking of the right of woy process per parcel, proiect, and even
individuals assigned. The Right of Wcy Division's proposed budget for Fy 2008
included a line item for a similar system. Should this be approved a request for
proposal and bidding process would be started.

Districts are now submitting quarterly reports to allow central ffice to track
acquisitions, sales and leases. The Division is currently working on developing our
own system to track leases.
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2007 -2

WEST VIRGINIA DEPARTMENT OF TRANSPORTATION
DIVISION OF HIGHWAYS

SCHEDULE OF FINDINGS AND RESPONSES
YEAR ENDED JUNE 30,2OO7

Land and Leases (Continued)

The subject property and structure were acquired for Highway Proiect APD-
0484(II5), Parcel 28 - Hardy County. The property was purchased as an
uneconomic remnant from the owners, Being the property and structure were not
needed for highway purposes, the district requested a Property Management
authorization to auction the property and structure. Therefore, the Chief of Federal
Aid (Right of Woy) asked FHWA whether the sale should be credited to the
statewide sale offederal-aid aecess property or the APD proiect. The property was
remwedfrom the records qs soon es response was given.

The Division will review its' current policies and procedures and make
recommendations to establish sound record keeping and internal controls'
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2007 -3

Criteria:

Condition:

Context:

Cause:

Effect:

Recommendation:

Management Response:

WEST VIRGINIA DEPARTMENT OF TRANSPORTATION
DIVISION OF HIGHWAYS

SCHEDULE OF FINDINGS AND RESPONSES
YEAR ENDED JUNE 30.2OO7

Notice to Proceed - Utility Delays

The management of the Division is responsible for establishing and maintaining
adequate controls related to issuing a formal "notice to proceed" stipulating the date
on which it is expected that a contractor should begin work on an awarded contract.

We reviewed conffact jobs awarded during the fiscal year ended June 30, 2007 and
noted the following:

o There were fifteen instances identified where contractors were provided with a
formal notice to proceed prior to securing proper authorizations to proceed
from utility companies resulting in idle equipment rental charges from the
contractors.

The total amount of contracted awards for the year ended June 30, 2007 wa s
approximately $7 I 3.3 million.

Utility companies failed to relocate utilities in accordance with dates prescribed in
awarded contracts.

The lack of controls could result in significant idle equipment rental charges.

We recommend that the Division develop policies and procedures to eliminate its
possible exposure to idle equipment rental charges.

Agree: The projects in question were designed and programmed prior to the
qcceptance of the compromise bill. A delay in the advertisement of these projects
placed them in lettings after agreements had been made. The DOH failed to follow
policies and procedures by not reviewing the Utility Status Dates in the contracts
and by not requesting the Utilities to review and revise the dates they provided. By

following the carrent policies and procedures, the DOH should eliminate its
exposure to idle equipment charges due to Utility Deloys.
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2007 - 4

Criteria:

Condition:

Context:

Cause:

Effect:

Recommendation:

Management Response:

WEST VIRGINIA DEPARTMENT OF TRANSPORTATION
DIVISION OF HIGHWAYS

SCHEDULE OF FINDINGS AND RESPONSES
YEAR ENDED JUNE 30,2OO7

Payroll Authorization Procedures

The management of the Division is responsible for establishing and maintaining
adequate controls related to the approval of payroll for employees of the Division.

We reviewed individual employee payroll cash disbursements during the fiscal year
ended June 30,2007 and noted the following:

o There were 16 instances identified in which there was no approval of the daily
time sheet.

o There were 4 instances in which the annual leave form was not approved by a
supervisor.

Totalpayroll expense for fiscalyear ended June 30, 2007 was approximately $164
million.

The Division appears to have sound policies and procedures in place for the
approval of individual employee pay but has failed to actively enforce the
procedures.

Amounts claimed as compensation may not be indicative of the actual hours
worked.

We recommend that the Division enforce and monitor existing payroll authorization
procedures.

Agree: The Division's manageriol staff will stress to our supervisory staf the
importance of this functional control. It is certainly management intent to hqve all
employees accountablefor all payroll related matters.

I
I
I
t
t
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Tape: November 28,2007

President: Speaker moves the approval of the October 9 Committee minutes. All those in favor
will say I.

Committee: I

President: Oppose no. The I's have it. I declare the minutes adopted. The first item on the
agenda today, Senator Hunter will be reporting from the Veterans' Issues Committee. Senator
Hunter.

Senator Hunter: Thank you Mr. Chairman, Mr. President, Co-chairs, Members of the Committee.
I got a couple of items here. The first one is that previously you approved the estimate for the
Veterans' survey at $21,000 some dollars and we now have the firm figure, the survey is ready to
go out and it is actually going to cost $25,000 so I would recommend to the Committee that we
approve increasing the 2l to the $25,000 for the Veterans' survey.

President: Mr. Speaker

Speaker: I move that the increase the amount of contract, not to exceed $25,000.

President: Speaker moves that the valid contract to go, not to exceed $25,000. All those in favor
will say I.

Committee: I

President: Oppose no. The I's have it. I declare the motion adopted. Senator Hunter.

Hunter: Ok, the Select Committee on Veterans' Issues has also working on its recommendations.
Two of the recommendations would require the Governor or the Legislature to put in line items.
So we had recommend sending a letter to the Governor recommending that he consider putting
into his budget the following: First is $25,000 that would help pay for the gurneys to be used at
the new Veterans' nursing home and these are gurneys that would be used to evacuate the
residents in case of a fire or an emergency. The second one is a recommendation that asked the
Governor to put into his budget $100,000 for stipens for mental health professionals who
complete a rural rotation and a portion of their training and work would be with returning
Veterans' and rural veterans'. We do that currently for nurses and doctors and such, this would
add the mental health professionals that we need out there to work with the veterans' who are
returning with PTSD and such. So we would recommend that you authorize us to send those
letters to the Governor.

President: Mr. Speaker.

Speaker: President and I move the Select Committee B dealing with Veterans' Issues be
authorized to send the letters to the Governor.



President: Heard the motion by the Speaker, all those in favor will say I.

Committee: I

President: Oppose no. The I's have it. I declare the motion adopted.

Hunter: We thank you.

President: Thank you sir. In your booklets you have monthly/quarterly reports from the Lottery
Commission, General Revenue Fund and Unemployment Compensation Fund. Next on the
agenda is Commissioner Jane Cline with a monthly report on Workers' Compensation.
Commissioner.

Commissioner: Thank you Mr. President. For the initial report since we were asked very late to
come and present we have provided you some general information and will be working with your
staff to put together a permanent type report to provide to you on a monthly basis as it relates to
the Workers' Compensation changes the old fund, what not. But for today, what I have provided
to you is the most recent update from the Offices of Judges and that is the appellate piece where
claimants file their initial protest and the information that we are providing you shows that over
the course of recent times the self insured protest have been relatively consistent but what we are
seeing is an increase in....

President: We don't have a copy of that.

Commissioner: It was sent to you last night, yesterday. I apologize we will get this to you. I do
apologize. If you would like, we were asked to provide an update on rules so let me have Mary
Jane Pickens, our General Counsel do the update on rules while they make copies on this
information.

President: That will be fine.

Pickens: Mary Jane Pickens, General Counsel for the Insurance Commissioner. I wasn't sure
exactly what, in terms of an update on rules and how much time you wanted to devote to this.
Currently there is one open rule before the Industrial Council as the Joint Committee knows the
Industrial Council is the body that provides the public forum for Workers' Compensation rules
which are all found in title 85 of the code of state rules. Tomorrow aftemoon, the Industrial
Council will meet and at that point it will be the third and perhaps the final presentation of this
particular rule to the Industrial Council and it will be offered to them in a version that they can
vote whether or not to final file it with the Secretary of State and given an effective date. The
rule that we will present tomorrow is the claims index rule and in Chapter 23 when Senate Bill
1004 was enacted a provision was put in there that says that the Industrial Council should make a
claims index or a forum of indexing claims available that is intended to provide information to
insurance companies about claims that have been adjusted by other insurance companies. It's
based on our research kind of an unusual statutory requirement because as we all know insurance
companies are adjusting Workers' Comp claims everyday in every state and without the benefit



of going to a state agency to tell them what every claim has been filed by a particular claimant
but in any event it is a statutory requirement and we are gonna put forth a rule to put some
parameters around it. Basically the way the rule is drafted is there is a requirement anyway of
self insured employers and now carriers to report basic claims data in a first report of injury and
then some updated information aboqt claims to the state and that is very common. A lot of states
require this type of electronic data transmission for regulatory pu{poses. What we are doing with
the claims index in order to not create another burdensome reporting requirement on the industry
is to simply pull from that data transmission that companies and self insured employers are
already doing and pull certain data elements out and put this in this claims index. So it is away
for a carrier or a self insured employer when they get a claim from an employee to go into this
index and they can find out the claimants name, social security number, body part that could have
been the subject of a previous injury or previous claim rather and basic contact information
where they can go to another carrier or another self insured employer and get and ask for copies
of previous claims files that would enable, I guess benefit them in adjusting their own claim.
That's basically it.

President: Did everybody understand that one? Does anyone have any questions about that
proposed rule?

Pickens: I can go through again, depending on your time and what you expected, I've got a list of
the other rules that we have done so far in 2006 and2007 I could run through but if that is not
what you all wanted to hear I'll step aside.

President: I got from my perspective in the calls that I received is about reducing or eliminating
mileage for claimants out there. When did that happen and what is the story with that one.

Pickens: Well we have looked at the code back to 1925 and the code itself, the actual statutes
have never authorized, I mean it has just been silent on medical on treatment on reimbursement
for travel related to normal medical treatment attending your, or going to see your treating
physician for treatment. Our code simply has never said anything about that. Through the years
a rule has been passed and it was the way it came to us from Workers' Comp that a claimant
could receive reimbursement for travel related not to just ordered exams by the Commission or
the employer but related to regular treatment type travel. We looked atthat and determined, it
was our legal interpretation that, that went beyond the statutory authority and so when we took
this rule for a final time to the Industrial Council and its rule l, we suggested that they take out
the provision relating to reimbursement for travel related to regular treatment in the claim. We
just felt that was the best interpretation of the law. What happened is that, that was questioned at
the meeting. We think the processed worked. It ended up not being enacted or not being
authorized by the Industrial Council in the manner that we had finally presented it to them so
there is still today travel, you know a claimant can receive reimbursement for travel related to
just the medical treatment as opposed to the order type of travel. We have looked at other states
and it appears to be almost evenly split virtually every jurisdiction in the United States has
something either on the books or through case law or through insurance bulletin or informational
letter relating to reimbursement for travel in the Workers' Comp context. I think slightly more
than half it appears that it's the broader reimbursement where its related to all travel. Maybe23



or so states appear to limit it to the travel just for an ordered type of exam.

President: I assume vou do that to save monev?

Pickens: Well no we did honestly because we didn't think it was the best legal interpretation of
the statutory authority. I mean it is a money issue obviously.

President: How much money did it save?

Pickens: I don't have that type of analysis. I know that when the rule was going through the
Industrial Council, Brickstreet submitted comments, written comments, and basically based upon
an analysis of the entire reimbursement that had been going on I think for the previous few years
that actually it was a study they had done while they were the Workers' Comp commission and I
can't remember but it was a substantial amount of money that was used for reimbursement on
travel but it wasn't broken down as I recall between treatment related and ordered travel.

President: Just for my own purposes because I'm really not familiar with how the old fund and
how Brickstreet works. When the Industrial Council passes a rule or approves a rule, does that
affect both the old fund as well as Brickstreet too?

Pickens: Yes, there rules for Workers' Compensation generally. So the old rules as they existed
before the transition, the code the legislature made that very clear that those rules are inherited by
the Insurance Commissioner, she has got the authority to enforce them and then she's got the
obligation to keep them updated and promulgate new rules as needed.

President: So it is not just for the fund. It has to apply to Brickstreet also.

Pickens: Correct.

President: Questions? Delegate Caputo.

Caputo: I have some general questions Mr. President thank you. I have some general questions
for the Commissioner if I might. Thank you Madaam Commissioner I have been looking at the
code and it is my understanding in statute that you are supposed to report on issues such as
claims and injuries and efforts to eliminate fraud and abuse and coal workers pneumonocosis
fund and several other things assessments and rates quarterly to this Committee and I have been
on this Committee this whole year and unless I have missed it I haven't seen a Workers' Comp
report yet this year. Is that correct? Is this the first time you have made a report to this
Committee?

Commissioner: This is the first time we have been asked to make a report to this Committee.

Caputo: But I think the statute's clear.

Commissioner: The statute refers to the old Workers' Comp commission.



Caputo: But doesn't the statute also say that the duties of the old Workers' Comp Commission is
turned over to the Insurance Commission?

Commissioner: There are areas in the statute that provide that the responsibility of the Workers'
Comp Commission transfers to the Insurance Commissioner but I mean it was not my legal
counsel's interpretation that, that particular...it was their interpretation that, that was an
antiquated section. And actually some of the requirements and there are antiquated in it when
you talk about putting forward a plan for improving the system it would be our thought that,
that's the plan you put in place was the privatization process and how we move forward with
respect to preparing for privatization.

Caputo: So it is the interpretation of the Insurance Commission's office that you do not have to
report to this Committee quarterly? Am I hearing you correctly?

Commissioner: No, I think that our interpretation is that anytime this Committee wants us to
report to them we will be reporting to them and be happy to report to you.

Caputo: Good answer Jane.

Commissioner: Again, when you start at the top of that section of the code that refers to the
Board of Managers. I mean most of the language in that section of the code is antiquated because
there is no longer a Board of Managers.

Caputo: Workers' Comp is exempt from Legislative Rule Making Review, is that correct?

Commissioner: Yes.

Caputo: So when there was a move, and I don't remember all the details to do away with the
surviving spouse or widows benefits, that was done internally by Brickstreet, that was an internal
we had a little rucus over that.

Commissioner: That was an internal policy that was made by the old Workers' Compensation
Commission.

Caputo: And how was that turned around?

Commissioner: After that responsibility transitioned to us and my staff and along with the
Governor's staff the analysis of it and believed that the Leeislature's intent was not to chanse
that.

Caputo: But the initiation of it came internally is the point I am trying to...

Commissioner: From the old Workers' Comp Commission.

Caputo: How many other insurances in this state are exempt from Legislative Rule Making



Review?

Commissioner: Under Chapter 33 we are not exempt from Rule Making Review. We go through
the normal Rule Making Review process. But when you transition the responsibility for
Workers' Compensation to us you continued the exempt Rule Making process through the
Industrial Council.

Caputo: But every other, the point I am trying to make cause I am not sure if I understand you
correctly, like auto, health that all is subject to Legislative Rule Making Review, right?
Workers' Comp is not, it goes through the Industrial Council.

Commissioner: That is correct

Caputo: Thank you. Thank you Mr. President.

Commissioner: And again I apologize but we had emailed yesterday and in the future we will
have a set report for you based upon the feedback we have from you today and the information
that you request so that it is consistent and we know what you want and what to expect. But we
have provided you the latest update from the Office of Judges and again the Off,rce of Judges are
aware of the initial protest over Workers' Comp claim would go. As you can tell over the course
of the last year you see that the number of protest on the part of a private carrier increasing which
would be anticipated as the private carriers obtain more of the claims and the protest involving
the old fund are trending down. Self insured has remained somewhat consistent. We also
provided you on the second page of that you see the information that shows that in 2003 there
was a spike in the protest and there were 26,000 protest before the Office of Judges. Year to date
projection for 2007 is a little over 12,000 and then also on that same chart we have provided you
information on a monthly basis on the number of protests. On the second page we have also
have a page that gives you the Board of Review protests and the Board of Review is where
somebody appealing the Office of Judges Review will go to the Board of Review and then the
Board of Reviews challenge would go on to the Supreme Court but generally speaking the Board
of Review did have for a while a significant backlog but they have been able to work through
that. The other information we have been generally asked about is surplus note agreement and
the payment from Brickstreet on that. We have provided you a summary of the terms of when
the principle is to be paid back on the surplus note. They have their, they didn't make a payment
in June and there was a settling up provision for some money transactions and refunds to
employers from the old Workers' Comp Commission that Brickstreet actually did so there was a
settling up and the but the total amount of the surplus note has been reduced by $15 million. I
also have a page in here that provides you year to date through October information on revenue
collections and then information on expenditures through October in the first 4 months we have
collected close to $68 million in revenue and expended $101 million in benefits and other
contractual obligations for third party administrators, things of that nature. We also have
provided you old fund claims payments by type through October which provides you the
information on how much of those claims have been paid out have been medical, how much
were perrnanent total disability, permanent partial disability, settlement agreements, fatals you
know the various types of claims that we are paying out. Just some general information to give



you an update on where we are. In the past two years we have had a lot of activity going on in
the area of Workers' Compensation. Initially Brickstreet was required to be our third party
administrator and they were originally going to be required to be our third party administrator
untll2Ol2. During the last session in Senate Bill 595 you gave us the ability to contract that out
earlier but early on in the phase Brickstreet did come to us and ask if we would consider allowing
them to contract that services out because they were in the process trying to get all their people
trained and get prepared to be an insurance company being able to operate and compete by July
1, 08. So working with us they did contract with Cambridge but when they contracted with
Cambridge we told Cambridge all along that we would be bidding those, we would be bidding
the claims out and looking to try and improve the overall claims management for claimants and
the old fund. So where we are today is that we have awarded contracts to three different CPAs:
Sedgewick will be the third party administrator for the majority of the old fund claims. They
would began administering on December I 36,000 of the claims. Then approximately 3,000
claims are going to transition to American Mining and another 3,000 will be transitioning to
Wells Fargo. That 6,000 group of claims are the occupational disease claims and those are the
claimants that really need more specialized and improved claims handling services that is the
pnemoconiosis claims those that are highly technical and specialized. American Mining and
Wells Fargo have a long history in being able to manage those claims so we are confident that as
we do this transition and we move forward we will begin to see improved, continued and
improved service on the part of the claimants. Because we can tell you, I mean we know in the
past where there have been mistakes made by Cambridge where we have had to intervene on the
part of the claimant and say you need to reinstate this benefit but by the same token we also know
there have been inappropriate payments out of the system. But we want to make sure that any
claimant is getting the appropriate care and treatment up front be it from a private carrier or a self
insured CPA. But in particular on the old fund you know we are working very diligently to
improve that process as for those claimants we have also notified each had each one of those
claimants notified about the change and provided them general information and their individual
claims adjuster will be in contact with them to provide them all their personal information. The
benefit is we are gonna go from approximately a little over 60 claims adjusters to have twice that
many managing these claims. So where you had claims adjuster managing upwards to 1500
claims sometimes, the max they will have is 200. That and itself with the training that the claims
adjusters have been receiving should significantly help improve that process. We are also in the
process of getting our audited hnancial statements and we will continue to work with you to
provide you general updates on where we are with respect to the unfunded liability on an ongoing
basis. So that is kind of a brief summary of where we are. This particular juncture and I think
between Mary Jane, Bill and myself we'd be happy to answer any questions you might have.

President: Senator Kessler

Kessler: Just a couple to follow up on Delegate Caputo's question. Workers' Comp is the only
line of insurance presently that is exempt from Rule Making. All others, homeowners, auto, fire,
marine, life everything else is subject to rule making that comes before the Legislature. Correct?

Commissioner: Yes



Kessler: Once this transition is complete and the market is now open. It is going to be purely a
private carrier funded except for those self insureds. Is there any reason or rationale what so ever
to maintain that exemption any longer?

Commissioner: We would think that at a point and time that we could work with the system in
the normal rule making process I mean we've worked with it you know for everything else. It is
just that right now as the rules are transitioning and some of the rules are still written more
towards a monopolistic system than they are towards the open market concept and some of the
changes there are still some rules that we believe need to be addressed and need to be able to
address quickly.

Kessler: And I understand there is a little skiddishness about making sure that the market is fully
open when it is a lot of competition to enter the market and certainly expect at some point and
time in the not too distant future that there wouldn't be a separate car vout treating Workers'
Comp which is a separate line of insurance any different from any other line and they should be
certainly under your perview but also under the rule making authority of the legislature.

Commissioner: And we would not disagree with that. It is just you know we right now have
some growing pains that we have to get through and need to continue to be able to work with you
but I would like to point out that we have taken avery open process in the rule making. One of
our attorneys presents the rule to the industrial council and then upon their approval it gets
publicly noticed for 30 days. We also have a significant state (?) List of a couple hundred people
that rule gets emailed to and then after those comments come in our staff does the analysis and
then presents back to the industrial council and I mean there is a public hearing before the
industrial council and then it is a 90 day process, we are not just doing it in the dark.

Kessler: Well I know there has been much discussion or at least in the media or whatever in (?)
Concern about you know the judiciary committee's interim study and looking at the rule making
process in trying to create a mechanism where by at least the members of the legislature,
although we are not going to approve the rules, at least know what they are so we're not blind
sided but just so that you and everybody in the room understands there is no intention from this
legislature in anyway shape or form to unwind, undo or step back in any way from the
privatizatron that we got in place.

Commissioner: And what we have also done is you know Mary Jane has written to each member
of the legislature to see if you would be like to added to our state quarter list and what email
address or how you would like to be notifred and we have also committed to putting any of your
stabs on that distribution list as well so that we attempt to keep you fully informed and then by
coming and presenting to you once a month here we can keep you apprised of any rules that we
are considering changing. You know again, it is not our attempt to not be open. Our intent is to
be open and work with you in making this whole process work to the best of our ability but in the
best interest of the employer community and the claimants.

Kessler: And I think that is probably all I have for you.



President: Mr. Speaker.

Speaker: Thank you Mr. President. Commissioner, has your office changed a lot since you got
all this Workers' Compensation work?

Commissioner: Our office has changed significantly.

Speaker: I know we discussed this when these changes were occuring. What percentage of the
time would you say your office is dealing with workers compensation as opposed to other
insurance matters.

Commissioner: Well we have our staff that is still fully committed to dealing with the regulatory
piece. You know that was their job function before and that is what they are doing but I would
suggest right now with respect to Mary Jane and our members of our legal team that much, much
of it is spent on workers' comp as is much of my deputies of mine.

Speaker: Do you anticipate that lightening up a little bit when we go to completely private as
opposed to monopolistic?

Commissioner: I do hope that it begins to even out and believe it will begin to even out as we
move forward but we have ended up with a lot of additional responsibilities that were not
normally insurance regulatory functions. Like the employer compliance piece, the revenue
recovery going out after the old managing the old fund portfolio claims that are in it. That, we
have really focused a lot of our time in getting an improvement in the claims management area
because that is significant for the claimant and that is also where we can really begin to get the
cost savings because if your getting the claimant the best treatment up front then you are not
spending the money on the backend trying to get them cured from something that never should
have occured.

Speaker: I have couple questions here and you probably do not have this information but if you
wouldn't mind I would like to have this information, actually one of the delegates asked me the
question and I didn't know the answer. The total amount brought in revenues and what was the
total amount spent out by workers' compensation of last year it existed. I don't need adjusted
figures just a total figure and then the second what was the total amounts brought in and spent
out by Brickstreet during it's first year of existence again, unadjusted figure I just need those two
amounts if you could have that for us I'd appreciate it.

Commissioner: Yeh we can have that for you during the next interims and one thing I did fail to
mention with respect to something that Senator Kessler mentioned about opening the market is
the one thing we had is have a lot of positive feedback from insurers around the country about
expressing interest in coming into our market place. We held a meeting on September 5 and had
40 plus entities actually represented here working with us and we are going to do another follow
up meeting. We have actually licensed 13 new companies. Several of which are mono lined.
Workers' Comp carriers, one that does nursing homes when the focus is on small businesses.
That is positive and some of the larger carriers have been into meet with us and we continue to



meet with the major trade associations on this issue as well.

Speaker: Thank you Commissioner, Thank you Mr. President.

President: Senator Deem

Deem: Yes, Jane I am interested in the what is happening to the appeal process for Workers'
Comp Claims. It is my understanding that at one time there was a Council of Judges to which
appeals were made and then further appeal to the Supreme Court on claims. How is that
progressed? Are there less appeals, are there more appeals going to the Supreme Court or less?

Commissioner: The number of appeals before the Offrce of Judges is trending down so then that
means that over time those that go to the Board Review should continue to trend down and then
ultimately those that go to the Supreme Court would be on that same process. This chart shows
you a bit about how the Office of Judges have trended down and we also have the sheet in there
from the Board of Review that provides you information on theirs.

Deem: Is there a back log is my understanding at one time there was a long back log of appeal
cases before the court, is that changed?

Commissioner: I am not sure what's actually in the Supreme Court but I know the Board of
Review has worked through theirs and as Senator Helmick can attest to. So with respect to those
that are housed within the offices of the Insurance Commissioner through the OOJ and the Board
of Review we are seeing a trend down and back logs have been improved.

Deem: Significantly?

Commissioner: yes. The Board of Review doesn't have a back log.

Deem: Thank you.

Commissioner: We have statistics and information that shows you the timeliness of the Office of
Judges and I can get that for you during the next meeting as well.

President: Delegate Del,ong.

Del-ong: Thank you Mr. Chairman. Madaam Commissioner just switching gears slightly here
for a moment. I have a physician in my district who had contacted me. He had been denied for, I
am not certain all the reasons of being a provider for Workers' Comp. I am certain they went
through the process and he received a denial as being a provider. He was trying to get through
the appeals process and at least he felt he was having trouble getting a hearing date set up and
that is when he asked me to intervene. I was kind of surprised to learn when I called the Office
of Judges, initially they gave me a time frame when they were going to do the hearings and I
asked if I could be notified and they informed me that the hearings were a private hearing a
closed hearing and I couldn't come which was certainly understandable. I then followed up and



asked if I could still be notified of the date so that I could make sure that he got the notice, that I
wouldn't hear that you know something was sent to him in the mail and he said he didn't receive
it. That was when I was further informed that he couldn't even go and testiff on his own behalf.
I am just curious as to where this policy came from if it is something in code if it is something in
rule, I have never heard of an appeals process where the person filing the appeal was not allowed
to attend the hearing. So I was wondering if you could give me some information on that.

Commissioner: I know there we have a credentialing process and we do have a medical director
on staff that works with us but I am going to defer it to Mary Jane since.....

Mary Jane: I don't know if this is a place where you want to talk, I mean I am happy to talk to
you afterwards or at your convenience, but I am not sure, I am not familiar with your ......

Delong: I think it is simple I am just confused to how a person can file an appeal and isn't
allowed to attend their own appeal.

Mary Jane: I don't think I understand what the underlying problem is. Why is he before the
Office of Judges?

Delong: He was denied the ability to be a Workers' Comp provider.

Mary Jane: And your sure it was before the Office of Judges?

Delong: Yes, that is where his appeal was going before, I am not sure of the exact stage but it
was going before an Office of Judges and they had informed us that it was a private hearing that
he could not even attend the hearing that he had to submit his reasons for filing the appeal and
that they would review those reasons and contact him when they made a decision but he could
not, no one could attend the hearing including that physician.

Mary Jane: I think, I am just guessing, it sounds like it is a peer review type of hearing that would
not be before what I am thinking of is the Insurance Commissioners Office of Judges with Chief
Judge Leach and his codrae ofjudges. I believe it is a peer review hearing before the network
that to which he has applied to become a member. But again it sounds like I probably need to
talk to you and get a little bit more information. I am happy to go back to the network and find
out all about their processes and respond to you.

Delong: Ok, I mean I did send, I wish I would have brought the letter, cause I did send a letter to
the Commission and to the Governor's Office explaining the circumstances in further detail, this
has been a while ago now and the answer I got back was that Brickstreet could do this because
Brickstreet was not a governmental agency so they had the control over determining whether or
not he could attend those hearings. That is the only answer that I had received.

Mary Jane: Well, and I think I had worked on that letter that is why I am thinking I am kind of
familiar with the matter your asking about. It, Brickstreet has contracted for a network. Its
tradename if you will I guess is Street Select but it is CompNet which is a Wells Fargo network.



It is not Brickstreet, I mean Brickstreet isn't taking that action. It is Wells Fargo and CompNet
that is making the decision about that provider and it is their decision about that provider and of
course we want to make sure that people treating providing treatment to Workers' Comp
claimants meet national standards and that type of thing. So but again it maybe something we
probably need to talk about and I am happy to talk to you about it at your convenience.

Delong: Certainly, I mean I would love to discuss it further cause I am just a little confused how
someone who is a practicing physician in good standing with the State of WV who wants to take
Workers' Comp patients, I understand the process that he could be denied but I still don't
understand the further process to where he can't attend his own appeal. So if we could discuss
that further I would like to get to the bottom of that cause I think it is awful strange.

Mary Jane: I can certainly find out more about that appeal process and address the issue of his
attendance at the appeal.

Delong: Thank you.

President: Dele gate Armstead.

Armstead: Thank you Mr. President. Commissioner Cline just on this first page of the handout
that we got with the surplus note agreement from Brickstreet payments. I know you touched on
this but I just wondered if you could kind of elaborate on the portion l0 point for $10,551
thousand ten dollar principle adjustment. Is that an amount that was paid back or was that, it
says adjustment I just wondered what does that entail?

Commissioner: That is amount that Brickstreet refunded to employers for premiums that they had
paid that were not going....with the old Workers' Comp system they paid in arears and there was
a settling up provision and this was the settling up time at the transition and we didn't know what
that might be and it turned out through the audited financial statements to be that figure.

Armstead: So this was something that instead of paying back the state on this they were giving a
credit basically cause they paid it back?

Commissioner: They were given a credit because they paid the employer/community that much
money.

Armstead: Was that the way the statute was set up that, that would be done that way or was that a
decision made after....

Commissioner: It was the way the surplus note was written, When we determined that part of
their capitalization was gonna be in the form of a surplus note that they would pay back to the
state that provision is in the surplus note.

Armstead: Ok, alright, thank you.



President: Delegate Webster.

Webster: Thank you. Madam Commissioner, I um want to touch a little bit more on this mileage
reimbursement issue that most people here know that has greatly concerned me. Just for the
Committee's record, I am one of the new Legislative designees on the Industrial Council. Mary
Jane may, you can let me know what you want her to answer versus you. The Industry Council is
a 9 member board is it not that is appointed by the Governor, correct?

Commissioner: There are five members that are appointed by the Governor that represent certain
Industry, there is one labor rep, one attorney, one insurance rep, one accountant and one
academia. And then there are two ex officio members from the house and two from the senate.

Webster: Ok, um with respect to the issue raised about the exemptions. By the exemption, no
legislator or legislative committee ever is involved in the Rule Making process and it has the
affective law unless we'd later come back and change it, correct?

Commissioner: But you have four ex officio that got the information as well.

Webster: That is not my question. We are non-voting members. I am just saying, the Legislature
does not.

Commissioner: No you did not vote on the rule.

Webster: Ok, now with respect to this mileage reimbursement rate, it is my understanding that
prior to the 2005 reforms it was 30 cents per mile, is that correct?

Commissioner: We have done that analysis, I think...it was at a point higher than I5%o.

Webster: I am not so interested in precise numbers I am just basing it on my information. Now,
there is a case law out there that says reasonable expenses are contemplated when a claimant is
seeking medical treatment. That's always been case law, mileage reimbursement has always
been part ofthat.

Commissioner: The mileage reimbursement and I don't want to try to practice law without a
degree.

Webster: Well I said you know you can absolutely bring Mary Jane up here.

Mary Jane: I am not sure you finished your question.

Webster: Oh ok no, I was just saying that I looked at case law after my first committee meeting
and reasonable expenses, it is in statute are obviously required in that medical expenses have
always not only been mileage for medical treatments, always in the history of comp, unless you
tell me otherwise, been provided, correct?



Mary Jane: Um, It has been in rule since the early 70's.

Webster: Ok, so there has never been a point that you know in Workers' Comp history that we
have not, if somebody is traveling from Logan to Charleston to get treatment because they were
ordered to go there that they can get reasonable reimbursement for the mileage, correct?

Mary Jane: I don't know that I personally know the answer to that.

Webster: Well if I represented to you that unanimously I have been told that, that is the case.

Mary Jane: All I know is that for many many many many years it was never, it was silent in the
code and from the 70's on it was allowed in rule.

Webster: Ok, and I am using this as an example of how I am concerned our legislature is not
making law and we are the elected people to do so and I used this example because it was my
experience in my first committee meeting and soo... The Industrial Council though, the bill that
was, the rule rather that was proposed by you all, we originally had 30 cents and then after 2005
somehow it went to l5 cents. Gas goes up reimbursement goes down. The proposal to the
Industry Council was to eliminate, and you correct me if I am getting this wrong, all
reimbursement, hold on, for medical treatment unless it was ordered by the employer, like an
independent medical examination or from, I dunno if it was the commission as well but there was
just that distinction based on what you believe, and I know you still stand by it, an interpretation
of our statute that was apparently silent that we did not intend to provide mileage reimbursement
except in those limited cases, is that right?

Mary Jane: Correct that was the way it was presented to the Industrial Council in the final
version.

Webster: So even though we have always had mileage reimbursement and you all presented it to
the Industry Council as if it was our legislative intent. So Senator Kessler, Speaker Thompson,
President you know Tomblin, myself...I am using us as examples um were we ever called or just

asked you know we are getting ready to construe it this way did you all mean to completely
eliminate mileage reimbursement? That never occured did it?

Mary Jane: No, we did it the way as lawyers, you read the law, you interpret what you think the
legislative intent was, no we didn't call particular people and ask. It was what we thought as a
group in our legal department was a good interpretation.

Webster: But given that the Governor had to resend a policy that took widow benefits away a
year before that, given that in Senate Bill 595 we had to come back after the Industry Council did
it that basically stayed Workers' Compensation awards because it had been construed that way, I
mean by the Council they had adopted the rule, we came back and fixed it. Was there any
concern at all that we may if you all had adopted that rule and that may be a question for the
Commissioner that we would come back next year and add it back in. I mean



Mary Jane: That possibility always exists.

Webster: Wouldn't it have been better for us to have that dialogue before the rule?

Mary Jane: We were simply doing what we thought our job was, you know. We were given
these rules. We had clear statutory authority to go through......(TAPE CHANGED SIDES)

Webster: (Part missed due to tape changing sides) ordered the independent medical benefit.
Even though it is the most undisputed, particularly with old claims, that people are getting um
having to go to treatment from Martinsburg to Morgantown from Logan and Mingo to
Charleston. Why then in two drafts before that did you have a mileage reimbursement for that?
How do you get from proposing a mileage reimbursement for that area and then two drafts later
its been construed that the legislature did not want to pro...did not intend for there to be any
reimbursement.

Mary Jane: I guess I would take responsibility for that because it happened in the legal
department. When we first heard about this issue there were comments coming to us that 15
cents is too low and you know, 15 cents sounds kind of low, sounded low to us.

Webster: Right in fact I think Delegate Caputo had asked during the last session for you all to
look into about increasing it. Was that not somebody that had talked to you all about increasing
it?

Mary Jane: Yes, but what we were not told is that we were talking about treatment related travel
and when we went to the code to look for our statutory authority, which actually came about
based upon comments we received in response to proposing the rule and publishing it for public
comment. We did go back, we looked at the code section and we said yeah we think we agree
with this comment, its not supported by the code. The legislature didn't intend to expand it
beyond that.

Webster: Ok so had I who was only familiar with this because my colleague had raised it in the
session prior to this meeting. Had I not voiced concerns, and I know your alls position is that
makes the process open, had that been adopted and not you know tabled, layed over, that would
have become the effective law and then between the time that occured in July or August or
whenever to January unless we all agree that we shouldn't get any reimbursement at all, unless
we came back and changed it six months later, the affect would have been, we were that close we
would have eliminated mileage reimbursement for the claims, excuse me the reimbursement for
medical treatment except otherwise included you know as the 44 cents, is that right?

Mary Jane: That would have been the effect of the rule.

Webster: Um, given the experience that you all had prior to you, prior to when you all have
assumed the responsibility, given that we had such a controversy over that widow benefit that the
Governor resended and that the appeals process that we came back and fixed um, and this
Madam Commissioner really is probably more in your jurisdiction, would it not have been more



helpful to have our input then before you prosed(?) It than after it, coming back and having to fix
it.

Commissioner: You know hind sight is always 20120 and you know we have made mistakes
through this transition but if you really came down and lived in our shoes and dealt with what we
have been dealing with every day for the last two years, you know ok we may have made a
mistake, you caught it, you know we are dealing with it we are doing the additional research you
asked and we are human beings too.

Webster: Listen, my point is not you made a mistake, I am just saying as an elected official that is
charged to make the laws in this state, I don't think we the law making body have the luxury for
the series of errors that occurred because we are not making the law, that is all. I am not,
absolutely being critical to you. I am saying that.....

Commissioner: I guess my point is everyday we have to make interpretations.

Webster: Well that was a pretty big one, wouldn't you say? That is a pretty big interpretation if
you didn't look at the historical context perhaps you know maybe some you know input would
have....anyway it is mute we got a lot to do. I wanted to make sure that the significance of this in
terms of me as one of the members, not seeking to eliminate the exemption that currently
Workers' Comp has and that no other insurance component has, that if we were included just
along the way and maybe this Committee although I don't think you know is probably equipped
to handle a rule making procedure given you know we make other Committee's coming after you
is that I would think that would be a helpful dialogue if we do not take away the exemption, we
do not try to prove modiff, would it not be in the best interest of the law making that both of us
assume for us to be involved before you all make those changes, in terms ofjust giving our
input?

Commissioner: And we have committed to notiff you of any rule we are proposing. We have
committed to come on a monthly basis and give you an update and Mary Jane will give an update
on any rules that are in the process so that you know what we are looking at and what we are
dealing with. I mean we have committed to that.

Webster: Well you committed to that but the bottom line is even though Workers' Comp enjoys
this exemption that nobody is wanting to take away at this time, you prefer it to not be in writing,
basically, correct? You do not want to be required to come to us to tell us (?)

Commissioner: I think we prefer to let the system work the way it is. I mean you have any ability
anytime you want to have us come here and talk with you and present information to you. I mean
we have never, we have never not done that atyour request and I mean and we....

Webster: I know I am just concerned the mileage reimbursement will happen again if it has
happened every year.

Commissioner: And I think mileage reimbursement has taught all of us a lesson.



Webster: I know, I know. I mean had I not been there we would have a legislative interpretation,
a interpretation that I really don't believe this body intended but anyway, I just wanted the
Committee to be aware of that and why I have been so concerned.

Commissioner: I mean its

President: Further questions? Commissioner, we would appreciate if she could get us those
proposed rules, get it to Aaron before the next interim meeting.

Commissioner: Certainlv

President: If there is no further questions, thank you. The next item on the agenda is the Division
of Highways Audit, if you could give us a brief overview of that we would appreciate it. We did
the full Audit with the Post Audits Committee already.

Fuller: Good afternoon Mr. President, Mr. Speaker, members of the Committee. Once again I
would like to thank you again for giving me the opportunity to present at this forum. Yesterday
afternoon, back up my name is Rob Fuller, I am with the audit firm of Hayflich and Steinberg in
Huntington, WV. We were engaged to perform the audit of the Division of Highways on June
30,2007. Yesterday, I delivered our presentation on the Division's audit of the financial
statements that June 30,2007 and also in great detail we discussed the management letter report
that identified certain significant deficiencies, internal controls and Mr. Allred asked that I
retumed today and address any additional questions or comments that you may have.

President: Any questions about the audit any particular questions anyone would have? Delegate
Delong.

Delong: Just one question Mr. Chairman, I'm not certain that this falls in the same lines or not
but um, I am hearing more and more from different businesses across the state who as a result
um, of things that came out in the audit following federal law had been forced to take down or
move their signs advertising their businesses because they were outside of the parameters of
where federal law allowed signage for advertising. I was just wondering and maybe it is included
in here, obviously I haven't had a chance to read it but do you have any numbers as to how often
that you saw that circumstance in the audit, I mean it's, I thought maybe it was arare case at first
but now there has been several more who have made comments to me about that potentially
hurting their business. I know that is not something you did, I was just wondering how often a
frequent occurrence that, that was.

Fuller: It is nothing that occurred during our audit that would have brought that to our attention.

Delong: Oh there was nothing that came out in the audit that brought that to light?

Fuller: No sir.

Delong: Ok thank you.



President: If there is no further questions, Delegate you may want to address that question to
Marvin back there.

Del-ong: I am just trying to figure out how many more of these calls are gonna come, more than
anything else.

Marvin: We have a requirement by the federal highway administration, the federal government to
enforce the outdoor advertising signs. I will be frank that some of that has been lax in the past
and we have changed steps in that division to increase the enforcement and make conformity
there. We have also worked with the outdoor advertising people in regards as to what rules and
things that we all put in place and that is what we are doing. We have had a few instances where
we have had some signs up for a number of years that has been overlooked and we have been
required, or by the law we're required to take action on those and we have done that. I don't
think it will be a great number but there has been a few that there and correctly saying they are
some of it been there significant number of years. But at the same time we've enforced it on our
neighbors and others and with compliance without really any quams and we have worked on
some of those with given them options but they had their sign there for years and that is what
they wanted, they didn't want to listen to any options and so forth.

Delong: Well you answered my next question. That is what I was gonna ask if you at least
attempted when other options were available to provide them with, a lot of these folks I would
think, I am just assuming maybe didn't know after they had to take them down what they could
do but your saying that you've tried to work with them the best you can to give them.....

Marvin: We have tried. It did not, in one particular instance they just didn't have any desire to go
any place else or to put a sign up anywhere but at the same time we had enforced the rule and
about 5 or 6 of their neighbors along a corridor highway and we just felt we had to enforce it on
that one and that is going to court now.

Delong: Appreciate it thank you.....you can keep your political signs up..your alright. Thank
you.

President: Thank you sir. The next item on the agenda is the report of PEIA, BRIM, CHIP and
lease reports. Secretary Ferguson.

Ferguson: Mr. President, Mr. Speaker, members of the Committee. You should have the reports
in front of you. First report is PEIA. We've had, we have completed the public hearings in the
financial plan is now complete. We have a board meeting on Thursday, tomorrow, to vote on
that plan. I am going to ask that the board not vote on any changes to the plan till we discuss
some options based on some of the feedback we got from the public hearing comment to see if
there is any way to mitigate some of the concerns that the retirees have. The trust has completed
it's first ftscal year in an independent audit received unqualified opinions in pretty good shape.
They are also available for your review. You have any questions on PEIA?

President: Any questions? Delegate Caputo.



Caputo: One very brief one Mr. Speaker you know we are catching a lot of questions right now
about the medicareladvantra freedom and I know some members of the retired community state
employees were put back into PEIA and the last number that was reported to the Committee Mr.
Cheatham we discussed this a couple of weeks ago was 68 and I am sure that number has
increased since that. Could you give us the number and where you think that (?).

Cheatham: Yeah, I don't have the exact number with me today but it is a little over 200 now.

Caputo: A littl over 200.

Cheatham: Yes.

Caputo: And that is because they are in states that's not accepting, is there anybody in WV that
was put back into PEIA?

Cheatham: We have brought probably I or 2 people from WV back in because of specific
medical conditions and access to ongoing treatment to a facility somewhere.

Caputo: (?) Out of state?

Cheatham: Yes.

Caputo: Thank you Mr. Cheatham, Thank you Mr. President.

President: Mr. Speaker.

Mr. Speaker: Mr. Cheatham I have a question for you also.

Cheatham: Yes sir.

Mr. Speaker: This relates to my son has brought this to my attention, it on an allergy medicine
called Zyrtec. Got it refilled the other day and I think $59 a bottle and the co-pay was $50, I
wondered why I had the insurance to be honest with you. Is there some particular reason that is
that a bad drug or something?

Cheatham: The answer is there, every individual is different and has a different body chemistry.
But my recommendation is have your son talk with his physician because there is a first tier $5
co-pay drug that is available probably generically equivalent to Zyrtect.

Mr. Speaker: Claritin?

Cheatham: That may be one of them.

Mr. Speaker: Well I know he had to try that first and it didn't work, before they put him on the
Zyrtec and so he has been on the Zyrtec for quite some time. The co-pay had not been that high



before.

Cheatham: That is correct sir, we changed

Mr. Speaker: It just seemed all of a sudden it was $50.

Cheatham: Yeah, on July l't we changed the third tier co-pay for pharmacy for all plan
beneficiaries, active and retired from $30 to $50. Because those third tier drugs typically are
costing anywhere from $150-$300 a prescription whereas the generic side is probably in the $20-
$30 range.

Mr. Speaker: How many drugs are in that third tier?

Cheatham: I don't have that number, I can get it for you.

Mr. Speaker: I appreciate that and what they are.

Cheatham: I can do that.

Mr. Speaker: Thank you.

President: Further questions of Mr. Cheatham? If not, thank you. Secretary Ferguson.

Ferguson: CHIP is the next report. We are, open enrollment we've got October's enrollment we
have 25,000 a little over 25,000 it is down actually 2Yo from ayear ago. Our medical claims are
also down about 60/o. Yarying reasons for that. Administrative costs are up I6Yo. We had some
start up costs with a home administrative that was about $40,000 a rational drug therapy was
$17,000. Questions on CHIP?

President: Mr. Speaker

Mr. Speaker: I have inquired several times about Wayne County's participation in the CHIP
program. Has there been any improvement for Wayne County?

Sharon Carte: lJm, no sir, not noticeable improvement. We did place some ads in your local
Wayne County paper back in September because school enrollment is starting up and that is
heavy time for enrollment.

Mr. Speaker: Do you know why, did you find an explanation for it?

Sharon Carte: You know I really don't have a lot of enrollment or outreach data available on a
County basis but I am still committed to getting out to the Counties that are in that last tier and
putting together a plan to try to do something different in outreach for them. One of the things
Mr. Speaker is you know the DHHR has the electronic application process and I just like to see
electronic application used a lot more so I am going to be exploring some of that but I'll need to



go to those locals and really see what people think works and another staff person and myself
were there in Wayne County and did speak with a number of local children's, we went to the
school nurses, we spoke with the preschool programs and just to get their thoughts and ideas so
we still want to see what we can do to help out.

Speaker: Thank you.

President: Delegate Webster.

Webster: Yeah um while you're here it spurred my interest. I actually have a client whose in his,
the Speaker's district, in Wayne County. What I want to know I am sure it would be through you
all but they had a daughter or do have a daughter, very young that's severely ill and they maxed
out of their insurance, they have a million dollar limit at Cabell Huntington Hospital. They
applied at CHIPS at some point, she has no insurance.

Sharon: They maxed out of commercial?

Webster: Commercial yeah at a million dollars. She was at Cleveland Children's Clinic for
months. Anyway, um what I guess I am trying to find is CHIPS said at that time that they made
too much money. But, where you have a situation and the family by no means is wealthy but I
know you know there is scales and the fact that is there no provision or ability through CHIPS is
when you have a young child that has maxed out of insurance that there is not some provided
exception that would put the person back under some form of insurance?

Sharon: Um, they would have two alternatives. One would be to apply to access WV which they
would be asked to pay a higher premium but that is for people who have been turned down from
their insurance, the other would be...CHIP can make an acception in some circumstances I am
not sure if the income is one of them but if since it sounds like that child has had such high
medical expenses, if their insurance premium now exceeds more than l0 percent of their income
we could take a look at that.

Webster: They just can't get insurance. They have it for them but their commercial Blue
Cross/Blue Shield. Maybe I could talk to you about that at a later time. So you say there are
limited options but there may be....

Sharon: Right and Delegate feel free to give them our office number in Charleston, you know the
558-2732 and I can have a staff person work with them directly to try to help them.

Webster: That would be great I would appreciate that.

Ferguson: Next up is the Board of Risk. We continue to excel in our investments and in our
positive cash flow. We have no unfunded liabilities overall in the program. Our Senate Bill 3
continues to improve. Of course we do have almost $4 million dollars in unfunded liabilities
there. Those are the municipal subdivisions, Boards of Education but we are in good shape and
we are exercising some aggressive loss control.



President: Questions? If not....

Ferguson: Last up is leasing report. I have my leasing director here if you have specific questions
but pretty straight forward...we have had 4 new contracts at least, 3 straight renewals, 3 renewals
with some rent increase and one decrease in square footage.

President: Uh, give us the status of where we are today. I see the Lottery Commission has
renewed their lease for five years. I understand we have been talking here forever about building
a new building for the lottery commission.

Ferguson: Plans are moving forward sir. We have we are working closely with Lottery, we are
looking at space on the campus in the adjacent spot on California Avenue. The Leasing Division
is up and running and has hit the ground running and we are in great shape. Our frrst, our
primary focus right now quite frankly is on building 3. We have awarded the A&E contracts so I
need to find homes for the tenants in building 3. We are actively pursuing that. Concurrently we
are working with Lottery to get the ball rolling on the space, the property we own to build the
revenue building. But I can have Chuck come on up.

President: Well I mean you don't have to get into that but it just appears to me that in five years
they are still going to be across the river over there.

Ferguson: Well sir, I am not sure what the terms of the rent renewal was but I am sure they are
playing it safe.

President: Five years.

Ferguson: Yes, sir.

President: that is what it says here on your report.

Ferguson: I will answer that question a little bit later for you sir.

President: Ok. Any further lease questions? If not thank you Secretary Ferguson. We also have
Secretary Walker.

Walker: Thank you Mr. Chairman, members of the Committee. You have the Medicaid report in
your folder. You will note I hope that we frnished fiscal year 2007, $26 million state dollars
carryover. The month of August the claims were down 4o/o over what we projected which is not
a whole lot but I mean $4 million which is not a whole lot if it continues we could be well within
our budget this year too. If all goes well in January we will be rolling out the Medicaid redesign
Mountain Health Choices for the whole population which is the children adults with children.
About 170,000 on their anniversary date. Every month so many letters go out because they are
up for eligibility redetermination so the letters should be going out over the next 12 months of
next year. The end of December that population should be all enrolled in Mountain Health
Choices.



President: Any questions for the Secretary? If not, thank you Madam Secretary. Next up, we
have the Pharmaceutical Cost Management Council, Ms. Phares.

Shana: I am Shana Phares, I am the Governor's Pharmaceutical Advocate and also the designated
chair for the Pharmaceutical Cost Management Council. I just have a brief update for you on
three issues that we discussed last month. Since I have last talked with you, the Council has met
and officially endorsed the federal legislation that is the 340-8 Pharmaceutical Integrity
Improvement Act. I have talked to you many times about the 340-8 program. This federal
legislation would extend this Governmental pricing to an additional categories of hospitals in the
state of WV. It would also extend it to inpatient drugs. Right now only outpatient drugs are
eligible. Most significantly for this state it would include critical access hospitals and as you
know we have 16 critical access hospitals in this state. We have worked closely with the hospital
association who has done some preliminary estimates and their estimates are that this would save
the new category of hospitals $20 million dollars on an annual basis. I talked to you a bit last
month about Pharmaceutical Beneht Managers and that as part of the Council's statutory charge
we are to look at legislative issues and make recommendations to the legislature. For the past
two sessions PBM transparency legislation has come before this body that would require
Pharmaceutical Benefit Managers to file their contracts with the Insurance Commission. The
Council during it's meeting heard from the Pharmaceutical Benefit Manager's who as one would
expect said, we don't really feel that we need to be regulated and we also heard from Insureros,
Commercial Insurer's who actually purchased services from a Pharmaceutical Benefit Managers.
They go to the Managers to obtain, to become part of a buying pool so they can obtain better drug
prices. The insurance company said well we are actually the consumers of these goods and we
buy from the Pharmaceutical Benefit Managers and as far as we are concerned we have seen the
concerns and we do not believe that they should be regulated or should be required to file their
contracts. And we also heard from the Insurance Commission at that meeting and even though
they are not required to file at this point, some of them have voluntarily registered with the
Insurance Commission as third party administrators. Counsel for the Insurance Commission told
us that by virtue of them registering then the Insurance Commission has the authority to go in and
investigate any complaints and should they find misconduct then they also have the authority to
levy administrative and civil monetary penalties. The one piece that we are missing that we are
still trying to get a hold of for our next meeting is to hear from a state that has actually enacted
this type of legislation. There are two states, South Dakota and Maine that enacted the
legislation. South Dakota Insurance Commission has told us well we really don't know what is
happening, we haven't heard anything and we don't know how it is affecting insurance
availability or affordability. State of Maine has also been very reluctant to come and talk to us
about the effects of their legislation on their market. So I am not sure we are going to have a
strong recommendation for you, we may just have outlined the pieces of information that I have
just told you and leave it at that. The other issue we hope to look at in December are tamper
resistant drug pads. We talked last month that the federal government is now going to require
that all Medicaid prescriptions be written on tamper resistant drug pads. And as Delegate Border
heard yesterday in LOCHHRA, Doctors have some significant concerns about using tamper
resistant drug pads because there is a cost difference between the cost of using tamper resistant
drug pad versus a conventional drug pad. So we hope to hear from the Pharmacists Association
as well as both of the medical associations and probably from a vendor of tamper resistant drug



pads that has worked with two states, there are two states California and New York, that require
all their scheduled drugs to be on tamper resistant drug pads so we hope to hear from them as
well. And that is it.

President: Any questions? If not, oh Senator Chafin, I am sorry.

Chafin: Since your head of the Pharmaceutical Cost Management Council, do you plan to have
any and by the way did you see the CNBC news show the other day about the Pharmaceutical
Reps who are now testifring about all the benefits that the Pharmaceutical Companies give to
Doctors throughout the different states where it be sporting even tickets, where it be box lunches
everyday, lots of times it is reimbursements up to $200,000 plus per year to push certain drugs. I
don't know if you saw that or not.

Shana: No I did not.

Chafin: It is kind of out there. It is interesting. I ordered the book about it. But I think it is
incumbent that you all take a look at legislation or maybe recommended this legislation that we
have some mechanism to find out what these pharmaceutical companies are giving doctors to
push certain drugs because the cost is going through the ceiling and the doctors and the
pharmaceuticals are apparently hand in glove sort of in bed together on this.

Shana: There is a very interesting article in New York Times magazine on Sunday about that
issue, yes about the Speakers bureau. I think we will be in a better position next year because the
first reporting date for the advertising reporting rules on March 1, 2008 and at that point we
should have some preliminary data that will show how much money drug companies are giving
to doctors and we will see how prevalent it is in this state.

Chafin: well the cost of drugs is directly related that the doctors are receiving, they have these
pharmaceutical reps and they testified after they quit the pharmaceutical company that it was
their job to push certain drugs through certain doctors and they called it doctor hose. This was
quote from ...doctor hose is what they called it....CNBC and they would make tremendous
amount of money you know for pushing these drugs and it could be whether it was vioxx or all
the dangerous stuff out there. Unless we know what the pharmaceuticals are giving the doctors
and what doctors are participating in the reimbursement and what have you. I don't think we can
get a handle on some of the cost so I know we fought the battle been down that street but I'll be
happy to share the book with you when I get it, pretty interesting. I mean I was sitting on the
edge of my chair when you saw these guys that used to work for the drug companies and they
say, our job we didn't care if the drug was good for the patients or not, our job was just to push
the drug. I mean it was just a money chain, so...

President: Could you see what you think about the Speakers deductible. Are there further
questions?

Speaker: No while we are bringing that up because and I probably should have asked Mr.
Cheatham not by way of question but by everybody knows on a Delegate's salary of $15,000 or



$16,000 ayear we can afford to pay those deductibles but I just wonder how many people out
there when faced with a $59 bottle of pills for their child and told there is a $50 deductible will
actually pull the $50 out of their pocket and I wonder how many kids may have to deal without
the medicine. Frankly to me I just soon pay the whole $59, I know that is not your baby I just
thought I'd bring it up, I just am concerned that people wouldn't be able to afford that. I don't
think the studies have been made on that but I bring it up for that reason. Thank you.

President: You also have in your booklets the Board of Treasury Investment Report and the
Department of DEP Underground Storage Tank Fund Proposal. Other business, Mr. Speaker.

Speaker: Mr. President I move that the Rule Making Review Committee be authorized to meet
on the Saturday before the December Interims.

President: Speaker moves that the Rule Making Review Committee be authorized to meet the
Saturday, on Saturday before the December Interims. All those in favor of the motion will say L

Committee: I.

President: Oppose no, the I's have it. I declare the motion adopted. Our next scheduled meeting
interim dates are December 9-11 and January 6-8 of 2008. If there is nothing else....Speaker
moves we adjourn, all those in favor will say I.

Committee: I

President: Oppose no. The I's have it. I declare the meeting adjourned.



WEST VIRGINIA LEGISI.ATURE

STATE CAPITOL

CHARLESTON. WEST VIRGINIA 25305

Tuesday, November 27, 2007

The Honorable Joe Manchin
Governor
Executive Office ofthe Governor
Building I
1900 Kanawha Blvd East
Charleston, WV 25305

Dear Governor Manchin"

On behalf of Legislative Select Committee B- Veterans' fssues, we are uniting to request
your consideration of the following:

' Please increase the appropriations to the Health Sciences Scholarship Program (HSSP) by
$ 100,000'00 to include stipends for mental healttr professionals who complite rural rotations that
include a portion of their training to work with refuming soldiers and nral vet€rans. Cunently,
mental health professional students are not included in the HSSP and these funds would cover ten
such students in social work and psycholory.

It is recommended that ten stipends of $10,000.0Q each per year be awarded to worthy
students and/or graduate trainees who are inclined to practic'b in a rural setting. The HSSp, since its
inception, has worked closely with the West Virginia Rural Health Education Partrership
(W-VRHEP) and Area Health Education Center (AHEC) to combine financial incentives with rural
community based haining as an augment to the state's recruitment and retention stategies.
WVRHEP/AHEC will work with our existing field preceptors and VA personnel to develop a rural
health curriculum for these sfudents that will exDose thern to the needs of refrrrnins soldie.rs and
veterans. In addition, at no increased cost, WVRHEP/AHEC will increase training opportunities for
all students in VA facilities, particularly Vet Centers and community based oupatient clinics
throughout the state.

We sincerely appreciate your attention to this request as we know that you share our interest
and concern for all ofour dedicated service personnel and veterans.



Sincerely,



(President Tomblin presides)
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JOINT COMMITTEE ON GOVERNMENT AND F'INANCE

November 28,2007

3:00 - 4:00 p.m. Senate Finance Room

l. Approval of October 9, 2007. minutes

2. Committee Reports/Requests:
Select Committee B - Veterans' Issues (Senator Hunter and Delegate Fleischauer, Chairs) Requests
authorization to increase the amount of the contract withWVUfrom 521,558 to, not to exceed $25,000,
for WVU to do a survey of returning veterans.- Aaron Allred

re contract with WVU from $21,558 to, not to exceed
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Monthly/Ouarterly Report Distribution from Department of Health and Human
Resources:
Medicaid Report - Martha lAaker, Cabiryet Secretary, DHHR
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Monthly Report on the Pharmaceutical Cost Management Council: Shana Phares, Chair

Board of Treasury Investments Report Distribution
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7.
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9.

10.

11. Other Business
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Scheduled Interim Dates: December 9 - 11
January 6 - 8,2008

Adjournment

12.

13.

Distribution
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That  the Jo int  Commit tee on Government  and Finance is  hereby

reques ted  to  s tudy  the  e f fec ts  o f  underg round  in jec t i on  o f  coa l

s lu r r y  on  human  hea l th  and  the  env i ronmen t ;  and ,  be  i t

Fur ther  ResoJ-ved,  That  the Depar tment  of  Envi ronmenta l -

P ro tec t i on  and  the  Bureau  fo r  Pub l i c  Hea l - th  sha l - l  j o i n t l y  des ign

and conduct ,  or  contract  to  have conducted,  a  comprehensive s tudy

on  the  e f fec ts  o f  underg round  in jec t i on  o f  coa l -  s l u r r y ,  i nc lud ing

the  f o l l ow ing :

(1 )  An  ana lys i s  o f  t he  chemica l -  compos i - t i on  o f  coa l  s lu r r y ,

i nc lud ing  an  i nven to ry  o f  o rgan ic  and  i no rgan ic  compounds ;

(2 )  A  hyd rogeo log i ca l  s tudy  o f  t he  m ig ra t i on  o f  coa l -  s l u r r y

o r  i t s  cons t i t uen t  con taminan ts  f rom in iec t i on  we l l - s  i n to  the

g round  wa te rs  o r  su r face  wa te rs  o f  Wes t  V i rg in ia ;

( 3 )  An  ana l ys i s  o f  t he  e f f ec t s  o f  t he  coa l -  s l u r r y  and  i t s

const i tuent  contaminants on human heal th ;

(  4  )  A  s tudy  o f  t he  e f fec ts  o f  coa l  s lu r r y  and  i t s  cons t i t uen t

con taminan ts  on  pub ] i c  hea ] th  i n  commun i t i es  where  i t  i s  de te rm ined

tha t  coa l  s lu r r y  o r  i t s  cons t i t uen t  con taminan ts  have  m ig ra ted  i n to

g round  wa te rs  cu r ren t l - y  o r  h i s to r i ca l l y  used  fo r  domes t i c  pu rposes ;

(5 )  An  env i ronmen ta l -  assessmen t  o f  t he  e f fec ts  on  su r face

wa te r  and  aqua t i c  ecosys tems  o f  t he  m ig ra t i on  o f  coa l -  s l u r r y  o r  i t s

cons t i t uen t  con taminan ts  i n to  su r face  wa te rs ;  and

(6 )  Any  o the r  cons ide ra t i ons  tha t  t he  Depar tmen t  o f

Envi ronmenta l -  Protect ion and the Bureau for  Publ - ic  Heal - th  deem to
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CURRENT REPORTING REQUIREMENTS OF THE INSUR.AI{CE COMMISSIONER

S23-1-2.  Overs ight  o f  the workers,  compenEat ion commiss ion.

(a)  In  addi t ion to  any other  overs ight  o f  the commiss ion

exerc ised by the Legis la ture,  the commiss ion shal l  repor t  a t  least

guarterly to the joint committee on government and f inance and the

joint commission on economic development. The commission shall

col lect data and report on claims and injuries and on the costs and

outcomes of injuries by standard codes for medical treatment,

vocat ion rehabi l i ta t ion serv ices,  re turn- to-work serv ices,  o ther

benef i ts  payable to  or  on behal f  o f  employees,  e f for ts  to  e l iminate

fraud and abuse and the impact of judicial and quasijudicial

rul ings on the administration of the workers' compensation system

and the solvency of the fund. The workers' compensation commission

shaIl provide to the joint committee on government and f inance and

the joint commission on economic development an actj-on plan for

improving the workers' compensation system. This plan shall

j-nclude detai l  on any administrative changes undertaken by the

commission, a report on the anticipated outcome of the changes, a

cost -benef i?  analys is  of  the changes and t ime f rames for
r

commencement and completion'of these changes. Subsequent reports

to the joint committee on government and f inance and the joint

commission on economic development shalt report on the progress of

t,hese changes. The administratj-ve changes shall  include, but are

no t  l im i ted  to ,  c l a ims  p rocess ing ,  reo rgan iza t i on ,  s ta f f

development and training, return-to-work programs, workplace



alternatives for injured workers, safety programs and medical and

vocat ional -  serv ices.

(b) The commission sha1l also,,report on the current status of

the workers' compensation fund and the coal-workers' pneumoconiosis

fund. This analysis shal1 include the current balances in the fund

and revenue generated and expended in relationship to the

l iab i l i t ies and assets of  the funds and est imates of  any debt

reduction relative to the fund over the next report ing period.

(c) The commission shall  further report on the j-mpact on the

workers' compensatj-on system of the amendments to subdivision (2),

subsec t i on  (n ) ,  sec t i on  s i x ,  a r t i c l e  f ou r  o f  t h i s  chap te r  enac ted

during the year two thousand three, including, but not l imited to,

an analysis of any l i t igation resutt ing from the amendments and the

avai lab i l i ty  o f  heal th  care to  in jured workers resul t ing f rom the

amendments.

(d) The commission shall  further report on methodologies used

to establ ish a l l  types of  assessments and rates.

(e)  The commiss ion shal l  fur ther  repor t  on leg is la t ive act ion

that may be required to further improve the operation of the

commiss ion.

( f )  The commiss ion shal ]  fur ther  repor t  on ef for ts  to

el iminate fraud and abuse including a statist ical breakdown of

j-nvestigations being conducted. and their outcomes. The commission

shal1 report to the joint committee on government and f inance on a

monthly basis unti l  the f irst day of 'July, two thousand four, oD



Items for Booklet:

v Minutes (MAKE SURE THEY ARE APPROVED BY HOMBURG & AARON)

Joint Committee on Govemment and Finance Meetins Checklist

Reports Summary

Lottery

/ General Revenue

-/ Unemployment Compensation

/ PEIA

/ BRIM

/ CHIP

V Lease Report

Z Medicaid Report

i O
l" Pharmaceutical Cost Management Council

Board of Treasury Investments Report

/ Detailed Agenda for President, Speaker, Aaron, Homburg and File Copy

/ Shortened Agenda for Members 12 Copies

/ Shortened Agenda for Public 30 Copies

Requests from other committees (make sure motion is in detailed agenda and a
copy of the request on colored paper is in all booklets)

Call committee staff to check on reports or requests

Call offices that distribute monthly reports to determine who will be presenting
the report.

After meeting give Brenda, Donna, Judy Schultz (Senate) and Carolyn Epling
(House) a copy of the approved minutes.



Surplus Note Agreement
Payment from BSI

As of lI/27/07

Amount: $200,000,000

Interest: l.syo, afterJan 1, 2009 rate changes to Prime

Principal Payment Schedule:

June 30, 2007 $ 15,000,000
June 30, 2008 $ 40,000,000
June 30,2009 $ 40,000,000
June 30,2010 $ 15,000,000
June 30,2011 $ 15,000,000
June 30, 2012 $ 15,000,000
June 30, 2013 $ 15,000,000
June 30, 2014 $ 15,000,000
June 30,2015 $ 15,000,000
June 30,2016 $ 15,000,000

BSI has made Principal & interestpayrnent in accordance with the term of the note.
Current Principal Bal $ 185,000,000.

Payments received: $ 2,975,342 interest,
10,55 1,0 l0 principal adjusftnent
4,4 48,97 I principal payment
1,416,97 4 interest

Adjushnent was for \MCC bills BSI paid on the state's behalf and policy refunds.



Workers Compensation Board of Review

Yearly Disposition of Appeals -2007
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Offices of the Insurance Gommissioner
OLD FUND

Fiscal Year 2008 Year-To-Date through October

Revenue
Premium/Repayment Ag reement Contributions
Personal Income Tax
Video Lottery
Premium Surcharges
Coal Severance Tax
Other Collections/Fees/License & Income
Sl Bankruptcy Recoveries
Premium Recoveries - NCO Collection Agency
Revenue Refunds to Employers
Investment Earnings

Total Revenue

Expenditures
Admin istrative Expense
Public Employees lnsurance
Contractua l/ProfessionaI/TPA Services
Payment of Claims(Net Overpayment Credits)

Total Expenses

Total Revenue less Expenditures
Fund Transfers
Beginning Cash Balance
Investment with WVIMB

941,943.72
10,600,000.00
11,000,000.00
10,610,663.80
31,643,139.00

496,026.82
42,999.70

989.75
(29O,624.O8)

2,906,830.20

$ 67,951968.91

67,651.08
58,683.18

6,950,190.47
93,860,055.90

$ 100,936,580.63

(32,984,611.72)
20,265,545.51
20,161,821.95
12,939,169.90

Ending Gash Balance $ 20,381 ,925.54



Old Fund Glaims Payments by Type Thru October 2007

Glaims benefits paid:
Medical
Permanent Total Disability
Permanent Partial Disability
Temporary Total Disability
Temporary Partial Disability
Settlement Agreements
Fatals
104 weeks
Non-Awarded Partials

Total
Less: Claims credits and overpayments
Total claims paid

Y-T-D
20,220,323.85
51,183,529.25
6,672,456.60
1,379,685.53

51,707.91
2,076,291.30

11,499,735.62
1,891,923.89

50,858.69
95,026,512.64
1,166,456.74

$ 93,860,055.90



Legacy Liability

Annual Dedicated Revenue

Severance Tax $l l-13V-4 $90,200,000

Personal Income Tax $11-21-96 and g4-1lA-18 $95,400,000

Video Lottery 529-22A-10 $[,000,000

WC Policyholder Surcharge 923-2C-3(0(3) $45,000,000

Self-insured Employer Surcharge $23-2C-3(0(3) $9,000,000

Total Annual Revenue $250,600,000

o After the sale of the state's share to the Tobacco Settlement Finance Authority, the
annual $30,000,000 previously provided from the Tobacco Settlement funds was
replaced with an additional $50,400,000 annually from personal income tax
collections. Resulting in total annual personal income tax contributions of
$95,400,000 for Old Fund liabilities.

o Surplus note repayments are also deposited to the Old Fund.
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OFFICE OF JUDGES' REPORT
TO INDUSTRIAL COUNCIL

November 2007

l. Statistical Analysis

A. Protests Acknowtedged: P,rrr(avg.) 
*ttt 

ffiot

Fund Involved:

FUND 2005 2006
o/o oI

protests
ocr
2007

oh ot
protests

2007
YTD

o/o ot
protests

Old Fund nla 8.146 64.60% 33{ 41.48o/o 3,994 47.84o/o
trivate Carrier nla 2.207 17.5oo/o 326 40.850 2.832 33.92o/o

Others nla

2.736 2.264 17.90% 141 17.67% 1.522

Subtotal 12.617 lOOo/o 798 10Oo/o 8,348 100o/o

Temoorarv 2.131 243 1.960

Total 14,748 1.041 10,309

.s6

F'9
d ea (de ,$ ,"f



PROTESTS PER CALENDAR
2001
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3:00 pm - 4:00 pm Jointtommittee on Government and FinencC-
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