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Members of the Legidative Audit Committee:

Thisreport contains the results of the performance audit of the Children’ s Basic Health Plan
(CBHP) administered by the Department of Health Care Policy and Financing. This audit was
conducted pursuant to Section 2-3-103, C.R.S., which authorizesthe State Auditor to conduct audits
of al departments, institutions, and agencies of state government.

This report presents our findings, conclusions, and recommendations, and the responses of
the CBHP Policy Board and the Department of Health Care Policy and Financing.
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Authority, Purpose, and Scope

Thisaudit of the Children’ sBasic Health Plan (CBHP) was conducted under the authority of Section
2-3-102, C.R.S,, which authorizes the Office of the State Auditor to conduct performance audits of
al departments, institutions, and agencies of state government. The audit was conducted in
accordancewith generally accepted auditing standards. Wegathered informationthroughinterviews,
reviews of documents and financial information, and analysis of data. Audit work was performed
between February and June 2000. Our audit included a claimsaudit conducted by Buck Consultants
on the CBHP Network, which isanetwork of independent providersfor children in the program not
served by Health Maintenance Organizations (HM Os). Resultsfromtheclamsaudit are summarized
in this report. The complete claims audit report is available from the Office of the State Auditor
under separate cover (Children’s Basic Health Plan Claims Audit, Report No. 1225B).

We would like to express our appreciation for the assistance and cooperation extended by
management and staff at the Department of Health Care Policy and Financing, Child Health
Advocates, and Anthem (formerly Blue Cross Blue Shield of Colorado), and by the CBHP Policy
Board.

Overview

The Children’ sBasic Health Plan, created in 1997 by House Bill 97-1304, provides subsidized health
insurancefor childreninlow-incomefamiliesnot eligiblefor Medicaid. 1n 1998, House Bill 98-1325
aligned CBHP with Title X X1 passed by Congressin August 1997. Title XXI created the Children’s
Health Insurance Program (CHIP), which made almost $40 billion available to states with approved
CHIP plans. CBHP serves as the State’s CHIP program. For Colorado the federal match for
qualifying expendituresisabout 65 percent, or amost two federal dollarsto each statedollar. CBHP
began operationsin April 1998. Federa law allows states three options for structuring their CHIP
programs. develop a separate health insurance program that meets certain requirements, expand the
state’ sexisting Medicaid program, or use a combination of these two approaches. Coloradois1 of
15 states that designed a separate, stand-alone program.

Statutes establish the CBHP Policy Board (Board). The Board sets policy and adopts rules for
CBHP. The Department of Health Care Policy and Financing (HCPF) administersthe program and,
asrequired by statute, contractsfor the marketing, outreach, eligibility determination, and enrollment
functions of CBHP.

For further information on this report contact the Office of the State Auditor at (303) 866-2051.
-1-
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Asof April 30, 2000, there were 24,410 children enrolled in the Children’s Basic Health Plan, out
of an estimated 69,100 eligibleinthe State. CBHP isavailableto childrenin familiesat or below 185
percent of the federal poverty level who do not qualify for Medicaid. Children must be under 19
yearsof age. Unlike Medicaid or the State’ s Colorado Indigent Care Program, there is no asset test
for CBHP. CBHP is marketed under the name “Child Health Plan Plus,” or “CHP+.”

Children receive services through six HMOs in areas where HM O coverageis available. Outside of
these areas, children receive servicesthrough the CBHP Network (Network), which primarily serves
rura areas. The Network consists of independent providers. Primary care physicians (PCPs) act as
gatekeepers for referrals to specialized services to other Network providers. Referrals are paid on
afee-for-servicebasis. Asof theend of April 2000, 16,640 children, or over 68 percent of the total
24,410 enrolled, were served through HMOs; 7,770 children, or about 32 percent, were served
through the CBHP Network. Families with incomes above 100 percent of the federal poverty level
share the cost of CBHP through payment of monthly premiums and copayments.

During Fiscal Year 1999, the first full year of operations, expenditures for the program were about
$15.6 million. Asof April 30, 2000, CBHP expenditures were about $18.5 million for the first ten
months of Fiscal Year 2000, or about 61 percent of the total $30.5 million appropriated to the
program for the fiscal year. The Department estimates that it will not spend about $19.1 million of
itsinitial federal award of about $41.8 million by the federal fiscal year end (September 30, 2000).
Thismeansthat Colorado will revert amost 46 percent of itsfirst federal award. Under CBHP, each
state dollar is matched by about two federal dollars. Therefore, in order to use the $19.1 million that
is dated for reversion, the State would need to spend approximately $10.1 million more in genera
funds prior to September 30, 2000, than the Department anticipates. Overall, enrollments have not
risen as quickly as originally anticipated. This has resulted in lower expenditures than expected and
underutilization of federal funds.

Administration of the Children’s Basic Health Plan

The organizational structure for the Children’s Basic Health Plan involves numerous entities and
contractual relationships. We found that the complexity of the administrative structure, combined
with thereatively small number of children served and the costs of starting an entirely new program,
has contributed to significant administrative costs. For Fiscal Year 2000, administrative costs for
CBHP are expected to run ailmost 37 percent of the cost of health care services provided to children,
or ailmost 27 percent of total program costs (health care services plus administrative costs). In other
words, out of each dollar spent on CBHP, about 27 cents is spent on administration.

On the basis of reports provided by the Department to the federa Health Care Financing
Administration (HCFA), since the start of operations in April 1998 through March 2000 CBHP
administrative costs have averaged about 23 percent of total program costs (i.e., health care services
plus administrative costs). The program’s administrative costs exceed the limit established by the
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federal government for the purposes of receiving federal reimbursement for program administration.
Thelimit for allowable administrative costs is based on these costs not exceeding 10 percent of total
program costs. To help with start up costs, HCFA temporarily alowed statesto draw federal funds
for administration in excess of the limit, with the understanding that ultimately any excess draws
would need to berepaid. The Department reports that as of March 31, 2000, the State owes about
$2.9 million to HCFA due to draws above the federal limit for administrative costs.

The Department needs to continue to explore options for reducing administrative costs. The
Department identified severa options in its Fiscal Year 2001 budget request including changing
CBHPto aMedicaid-expansion program, changing CBHP to a combined stand-alone and Medicaid-
expansion program, privatizing more CBHP functions, or performing more administrative functions
within the Department to reduce redundancy. Another alternative would be to create a stand-alone
program that uses the Medicaid administrative structure to the greatest degree possible. Thisoption
could allow the State to take advantage of the existing Medicaid infrastructure without creating
another entitlement program.

Inadditiontoissuesregarding basic program design, werai se concernsregarding other administrative
issues. Specificaly:

» Thecontract administrator, Child Health Advocates, has not met requirementsin its contract
with the Department in areas such as marketing, premium administration, and provider
network administration. To date, there has been limited enforcement of contract provisions.

» The Board and the Department have not developed a comprehensive strategic plan for the
Children’sBasic Health Plan. A strategic planiscritical for positioning the program to meets
its gods of providing health care for uninsured children in low-income families.

* Implications of the Board's new cost sharing rule have not been fully addressed. The rule
establishespoliciesfor disenrollment from the program if monthly premium paymentsare not
madeinatimely manner. Asof April 30, 2000, on the basisof information from Child Health
Advocates close to 4,800 families, or 37 percent of the aimost 13,000 families enrolled in
CBHP, were more than 30 days past due (problems with premium records are noted later in
the report). These 4,800 families represent almost 53 percent of all families required to pay
premiums in the program. If delinquency rates continue to be high after the new rule goes
into effect, it will be difficult to maintain present enrollments or to increase them. In addition
to its impact on enrollment, we are concerned that the rule will increase aready high
administrative costs. Finaly, the program has a history of problems with tracking premiums
accurately and these problems have yet to be resolved.
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Marketing and Eligibility

CBHP hasincreased enrollmentsfrom 5,528 childrenin April 1998 to 24,410 childrenin April 2000,
or by about 342 percent in two years. Nonetheless, enrollments have lagged expectations and fall
sgnificantly short of covering the estimated 69,100 eligible children. Since CBHP began operations
inApril 1998, awide range of marketing and outreach techniques have been used. However, itisnot
clear how effective different efforts have been. Until recently there has not been a systematic
marketing strategy focused on identifying specific tactics, tracking and analyzing their effects on
enrollment, and using these results to refine marketing activities. Our review of monthly marketing
reports showed that prior to January 2000, reports did not include the results of particular marketing
efforts in terms of impact on enrollments. In March 2000, reports included the results of severa
specificinitiatives and began to suggest waysto use knowledge gained from these resultsto improve
marketing strategies.

Financial Operations
Our audit reviewed financial operationsof the Children’ sBasic Health Plan. Wefound thefollowing:

* CHA reported that it provided the Department with an estimate of about $80,300 in possible
overpayments to HMOs during a three-month period early in Fiscal Year 2000. However,
the Department did not investigate and resolve the overpayments. Overall, the Department
doesnot have proceduresin placeto identify retroactive adjustmentsthat should affect future
HMO capitation payments. In addition, we found that in a recent two-month period, CHA
staff made 61 retroactive disenrollment adjustments that should have reduced payments to
HMO and Network providers by amost $14,000. The disenrollment information was not
provided to staff responsible for calculating provider payments, and consequently, providers
likely were overpaid. Asaresult, we concluded that reconciliation procedures for provider
payments were not sufficient to ensure that provider payments are accurate.

e Out of 15,691 children enrolled in CBHP during part or all of the period between May 1999
and April 2000, therewere 1,830 children (11.7 percent) simultaneously enrolledin Medicaid.
We estimate that approximately $242,000 in excess CBHP capitation payments were made
for these dual-enrolled children. Simultaneous enrollments varied from 1 month to as long
as12 months. Under federal regulations, children cannot be enrolledin CHIP programssuch
as CBHP if they are digible for Medicaid.

* Duetoahistory of problemswith tracking families' premiums, subsequent effortsto correct
inaccuracies, and lack of adequate controlsover the premium administration process, wehave
concerns about the accuracy of the premiums reported as being owed to the program. Ina
sample of 67 families' premium accounts, we identified problemsin 14 (about 21 percent).
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CBHP and Other Children’sHealth Services Programs

The creation of the Children’s Basic Health Plan has introduced a new dynamic among programs
funding children’s health services to low-income children in the State. Similar to other states,
Colorado is experiencing the need to reeval uate relationships between its CHIP program and other
established programs. In particular, the State needs to assess the relationships among CBHP, the
Medicaid program, and the Colorado Indigent Care Program (CICP). Medicaid hassevera programs
that serve children up to 133 percent of the federal poverty level, depending on the age of the child
and the family’sincome. CICP serves both adults and children in families up to 185 percent of the
federal poverty level. Medicaid hastwo asset tests, among the major programs serving children, that
limit the resources a family may possess (e.g., car, savings account) and still qualify. CICP has a
different, higher asset limitation. All three programshavedifferent eligibility and enrollment systems,
benefits, cost sharing arrangements, and requirements.

The Department of Health Care Policy and Financing overseesall three programs. Under Senate Bill
00-223, the Department is charged with identifying and recommending ways to facilitate moving
children from CICPto CBHP. Shifting children from CICPto CBHP will increase the State’' s ability
to leverage genera fund dollars through the federal CHIP program. In addition to performing this
study, HCPF can take a broader approach and further work toward the goals of coordination and
consolidation among programs required under CBHP statutes. The Department can identify ways
to align the programs, streamline processes, and generally move to create a seamless digibility and
enrollment system. The implementation of the Colorado Benefits Management System should
significantly assist these efforts.

Problems we identified with coordination among programs include:

» Lack of adequate communication between CBHP and Medicaid dligibility systems can cause
processing delays for applicants referred to the other program. From mid-February to mid-
March 2000, CHA sent the counties applications for 536 children who appeared Medicaid-
eligible. By late April, CHA had received dispositions from the counties for only 144 of the
children, or about 27 percent. If families are determined ineligible for Medicaid, CBHP staff
need to follow up and ensure that families are enrolled in CBHP if appropriate.

* The Medicaid program does not have processes in place to ensure that families receive
information about CBHP if they are determined ineligible for Medicaid or disenrolled from
Medicaid programs due to lack of continued eligibility.
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CBHP Network Claims Audit

The claims audit performed by Buck Consultants on the CBHP Network noted the following:

Currently thereisno monthly reconciliation between the eigibility information maintained by
CHA and by Anthem. Asaresult of the lack of reconciliation procedures, discrepanciesin
eigibility information (e.g., start dates, end dates) were found between Anthem’sand CHA'’ s
records for nine children. This represents 4 families out of the total sample of 20 families
tested at CHA, or 20 percent.

The audit found that Anthem’s error rates related to claims processing were higher than
industry standards. A random sampleof 150 claimswas selected from CBHP Network claims
paid by Anthem between March 1, 1999, and February 29, 2000 (total of 34,310 claimsfor
over $2.6 million). Thefinancial error rate for the sample was 1.4 percent; this rate exceeds
the industry standard of 1 percent. The financia error rate represents the absolute value of
incorrect dollars paid divided by the total dollars paid in the sample. This error rate is the
most substantive measure of claims administration because it directly impacts plan dollars.

The payment incidence error rate was 21.3 percent; this rate exceeds the industry standard
of 3 percent. The payment incident error rate represents the number of incorrect sample
payments divided by the total number of sample payments. The financial and payment
incident error rates both exceeded Anthem’ s internal standards as well.

Claims were not processed in a timely manner. Anthem processed 64.7 percent of claims
within 14 calendar days and 82.7 percent of clams within 45 days. This falls considerably
short of the industry standard of processing 85 to 90 percent of claims within 14 calendar
days. Anthem also failed to meet its internal standard for timely processing.

Buck’ srecommendationsinclude ensuring that consistent and accurate eligibility datafor CBHP are
maintained by Anthem and CHA, and requiring that Anthem improve the poor financial and payment
incidence error rates and timeliness of claims payments.

Out of 26 recommendations directed to the Department, HCPF agreed with 24 and partially agreed
with 2 recommendations. The Board agreed with all 5 recommendationsaddressedtoit. A summary
of our recommendations and the Department’s and the Board's responses can be found in the
Recommendation Locator.



RECOMMENDATION LOCATOR

Rec. Page Recommendation Agency Agency  Implementation
No. No. Summary Addressed Response Date
1 29 Identify options for reducing administrative layers and costs for the ~ CBHP Policy Board Agree January 1, 2001
Children’sBasic Health Plan, including optionsfor alternative structures
and delivery systems. Recommended statutory changes should be  Department of Health Agree January 1, 2001
submitted to the General Assembly as needed. Care Policy and
Financing
2 33 Implement substantive monitoring procedures to ensure that contractual ~ Department of Health Agree Implemented
provisions for the Children’s Basic Health Plan administrative contract Care Policy and
are met. Financing
3 37 Develop a strategic plan for the Children's Basic Health Plan that CBHP Policy Board Agree October 15, 2000
includes necessary elements such as a mission statement, strategic goals,
objectives, and performance measures. Department of Health Agree October 5, 2000
Care Policy and
Financing
4 44 Ensure that implementation and impact of the cost sharing rule for the ~ CBHP Policy Board Agree September 30, 2000
Children’s Basic Health Plan is addressed by (a and b) identifying and
tracking the rule’s impact on enrollments and administration costs, Department of Health Agree Partsaand b -
(c) assessing the impacts of the cost sharing rule and using the results as Care Policy and August 1, 2000
the basisof future program policies, and (d) proposing legid ative changes Financing Partscand d -
as needed. contingent upon
Partsaand b.
5 53 Ensure that results-oriented marketing is implemented. Department of Health Agree Implemented

Care Policy and
Financing
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Rec. Page Recommendation Agency Agency  Implementation
No. No. Summary Addressed Response Date
6 57 Evaluate satellite eligibility determination sites to determine the cost of ~ Department of Health Agree June 30, 2001
resources used to support the sitesand how to improvetheir performance. Care Policy and
Financing
7 59 Revisethedligibility ruleto (a) reflect federal guidance stating that Social CBHP Policy Board Agree September 30, 2000
Security Numbers are not to be required as a condition of eligibility and
(b) require verification of income for the same time period used to
calculate gross family income for eligibility determination.
8 59 Ensure enforcement of state and federal requirements to provide Department of Health Partially Contingent upon
documentation of alien registration numbers. Care Policy and Agree clarification from
Financing federal Health Care
Financing
Administration.
9 61 Ensure all eligibility-related errors are reported in monthly eligibility  Department of Health Agree September 15, 2000
error rate calculations. Care Policy and
Financing
10 65 Ensure capitation payments for the Children’s Basic Health Plan are  Department of Health Agree Part a: August 15, 2000
accurateby (a) performing monthly reconciliationsfor provider payments Care Policy and Part b: August 1, 2000
to identify retroactive enrollment changes and making necessary Financing
adjustments to payments and (b) requiring appropriate communication
among staff regarding all adjustments to enrollment records.
11 69 Work with the Department of Human Services to identify on amonthly =~ Department of Health Agree September 15, 2000

basis instances in which children are simultaneously enrolled in the
Children’s Basic Health Plan and in the Medicaid program, and make
necessary adjustments.

Care Policy and
Financing
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Rec. Page Recommendation Agency Agency  Implementation
No. No. Summary Addressed Response Date
12 74 Ensure adequate controls over premium administration. Department of Health Agree August 1, 2000
Care Policy and and ongoing
Financing
13 75 Ensure that the new information system premium administration is  Department of Health Agree August 1, 2000
adequate to meet program requirements and addresses problems with the Care Policy and
present system. Financing
14 77 Develop and implement collection requirements that are reasonable for CBHP Policy Board Agree September 1, 2000
the program and consistent with state requirements.
Department of Health Agree August 1, 2000
Care Policy and
Financing
15 79 Ensure that program staff provide to accounting staff all required Department of Health Agree June 2000
information regarding premium administration. Care Policy and
Financing
16 80 Develop and implement a mechanism to ensure the administrative  Department of Health Agree Implemented
contractor complies with federal requirements. Care Policy and
Financing
17 82 Ensure that the administrative contractor develops and maintains a  Department of Health Agree June 30, 2000

comprehensiveand current program policy and proceduresmanual for the
program that addresses all areas of operation, as required by contract.

Care Policy and
Financing
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Rec. Page Recommendation Agency Agency  Implementation
No. No. Summary Addressed Response Date

18 91 Promote program coordination and consolidation among the Children’s  Department of Health Agree January 1, 2001
Basic Health Plan, the Col orado I ndigent Care Program, and theMedicaid Care Policy and
program by identifying ways in which to streamline and standardize Financing
eligibility and enrollment processes and requirements, benefits, cost
sharing requirements, and other aspects of these programs.
Recommendations should be forwarded to the Joint Budget Committee
and the House and Senate Heal th, Environment, Welfare, and Institutions
Committees under the same timeline established by the Department in its
response to Recommendation No. 1 of this report.

19 94 Ensure applications referred between the Children’s Basic Health Plan  Department of Health Agree September 30, 2000
and Medicaid program are processed timely. Care Policy and

Financing

20 96 Ensurethat families determined to beineligiblefor theMedicaid program  Department of Health Agree August 2000
receiveinformation on how to apply for the Children’s Basic Health Plan Care Policy and
by including information about CBHP in denia letters sent to these Financing
families.

21 99 Ensure consistent and accurate eligibility data are reflected on-line a8 Department of Health Agree October 1, 2000
Anthem and Child Health Advocates. Care Policy and

Financing
22 102 Require that Anthem execute a utility report to quantify the error amount ~ Department of Health Agree August 1, 2000

caused by the installation of the incorrect benefit package for the
Children’ s Basic Health Plan and determine the cost-benefit of correcting
erroneous payments.

Care Policy and
Financing

-10-
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Rec. Page Recommendation Agency Agency  Implementation
No. No. Summary Addressed Response Date
23 102 Require that Anthem improve the poor financial and payment incidence  Department of Health Agree October 1, 2000
error rate results for the Children’s Basic Health Plan by including Care Policy and
performance guarantees and remedies for nonperformance in future Financing
contracts.
24 103 Require that Anthem improve timeliness of claims payments for the  Department of Health Agree October 1, 2000
Children’s Basic Health Plan by including performance guarantees and Care Policy and
remedies for nonperformance in future contracts. Financing
25 104 Requirethat Anthem restructureitsinternal audit programto specifically = Department of Health Partially October 15, 2000
target the Children’s Basic Health Plan and ensure all plan components Care Policy and Agree
receive adequate review. Financing
26 105 Require that Anthem develop an action plan to addresstheinternal issues  Department of Health Agree October 1, 2000
identified by the claims audit on the Children’s Basic Health Plan. Care Policy and
Financing
27 105 Perform afollow-up audit to test the effectivenessof Anthem’ sactionplan  Department of Health Agree April 1, 2001

with regard to the Children’s Basic Health Plan claims audit.

Care Policy and
Financing

-11-
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Description
Chapter 1

| ntroduction

The Children's Basic Health Plan (CBHP), created in 1997 by House Bill 97-1304,
provides subsidized health insurance for children in low-income families not eligible
for Medicaid. In 1998, House Bill 98-1325 aigned the program with federa
Title XX1, which was enacted by Congress in August 1997. Title XXI created the
Children’'s Health Insurance Program (CHIP) to "initiate and expand child health
assistance to uninsured, low-income children." Accordingly, CBHP serves as
Colorado’s CHIP program. The Department of Health Care Policy and Financing
(HCPF) oversees CBHP.

Under Title X X1, approximately $39.7 billion in federal funds over aten-year period
was made available to states with approved CHIP plans. Federal awards are alotted
to states according to a formula based on each state's share of the total number of
uninsured children at less than 200 percent of the federa poverty level, multiplied by
a geographic cost factor. Funding under each award is available for a three-year
period, after which any funds not used by the state are reverted and redistributed to
states that have fully spent their alotments.

Colorado has received three awards under the CHIP program to date:

e $41.8 million, available until September 2000.
e $41.6 million, available until September 2001.
*  $46.9 million, available until September 2002.

Under the CHIP program, Colorado receives matching funds of about two federal
dollars for each state dollar expended. As of March 31, 2000, the State had spent
approximately $16.7 million of theinitial award, leaving abalance of $25.1 million of
this award available until September 2000. The Department reports that it expects
to drawing down about $6 million in additional federal funds prior to September
2000. Thiswill result in Colorado reverting about $19.1 million (almost 46 percent)
of theinitial award. In order to use this $19.1 million, the State would be required
to spend approximately $10.1 million morein general funds by September 2000 than
HCPF anticipates. No funds have yet been expended from the second or third
awards.
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Federal law allows states several options for structuring their CHIP programs:
devel op aseparate health insurance program that meets certain requirements; expand
the state’ sexisting Medicaid program; or use acombination of these two approaches.
Colorado is 1 of 15 states that designed a separate, stand-alone health insurance
program; 17 states expanded their Medicaid programs; and 18 others developed a
combined program.

Colorado statutes provide that CBHP make health insurance affordable and support
employersin effortsto provide employees and their dependentswith health insurance
coverage. Additionally, statutes establish that it is not the intent of the General
Assembly to create an entitlement for health insurance coverage.

Statutes define the following principles to be used in implementing CBHP:

* Interprogram communication in order to maximize existing state
appropriations.

» Efficient program utilization through interprogram coordination and program
consolidation.

* Emphasis on strong managed care direction.

» Private sector involvement to the greatest possible degree.

» Strong emphasis on coordination with local and state public health programs
and initiatives for children.

History and Relation to Other Programs

The Children’s Basic Health Plan evolved out of the Colorado Child Health Plan,
which was created in 1992. This earlier program subsidized outpatient services to
uninsured children in low-income families not eligible for Medicaid. The Colorado
Child Health Plan was administered by the University of Colorado Health Sciences
Center. Services to children were furnished through a network of fee-for-service
providers, and the program was available primarily in rura areas. The intent of the
program was to give some access to health care services to uninsured, low-income
children in regions without providers under the Colorado Indigent Care Program.
The Colorado Child Hedlth Plan initialy was financed entirely through donations; in
Fiscal Year 1997, general funds were appropriated for the program.

The creation of the present Children’s Basic Health Plan established a statewide
program of health services for children in low-income families not qualifying for
Medicaid. CBHP began operationsin April 1998, and families with children in the
Colorado Child Health Plan were given the opportunity to transfer into the new
Children’s Basic Hedlth Plan. By the end of Fisca Year 1999 the Colorado Child
Health Plan was completely superseded by the Children’s Basic Health Plan.
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CBHP is one of a number of programs in the State that seek to provide hedlth care
servicesto children. Two other programs, in particular, that fund health servicesfor
low-income children arethe Col orado I ndigent Care Program, funded by stategeneral
funds (some federa funds under Medicaid supplement this program), and the
Medicaid program, funded by both state general funds and federal funds. The
Department of Health Care Policy and Financing al so administersthesetwo programs.

Program Structure and Administration

The Children’s Basic Health Plan is available to children in families at or below 185
percent of the Federal Poverty Level. Currently this means afamily of four with an
annual income of about $31,500 could qualify for CBHP. Federal lawsprohibit CHIP
programs from serving children eligible for Medicaid. Therefore, CBHP istargeted
at families that do not meet the more restrictive eligibility requirements of Medicaid.
For example, unlike the State’'s Medicaid program, CBHP does not restrict the
amount of assetsafamily may havein order to qualify for the program. (See Chapter
5for additional information on how CBHP compareswith M edicaid and the Colorado
Indigent Care Program.) CBHP is marketed under the name “Child Health Plan
Plus” or “CHP+.”

Benefits. Children under 19 yearsof age may receive benefitsunder CBHP. Benefits
include inpatient, outpatient, and emergency hospital services; laboratory services;
physician and clinical services; prescription drugs; preventive servicesand screenings;
limited vision and hearing services; limited mental health and substance abuse services,
and others. The benefits package is based on that required under state law for usein
the State’ s small-employer market. For Fiscal Y ear 2000 the average cost per child
was appropriated at dightly over $814 for the year to serve an estimated average
enrollment of 31,628 children.

Under Senate Bill 00-71, $10 million annualy will be deposited into the Children’s
Basic Health Plan Trust from the State' s share of federal tobacco settlement monies
beginning in Fiscal Year 2001. The Act authorizes the CBHP Policy Board to add
dental service to the schedule of benefits for CBHP, provided the Board determines
that there are an adequate number of dentiststo serve the children in CBHP and that
there are sufficient resources to fund the services.

Service Providers. HCPF contracts with six HMOs. As of April 30, 2000, these
HMOs provided services to al children enrolled in 21 of the State's 63 counties.
Childrenin 26 rural countiesreceive carethrough anetwork of independent providers
administered by CBHP, referred to as the CBHP Network (Network). In the
remaining 16 counties children may be covered by either an HM O or by the Network.
The Network consists of primary care physicians (PCPs) that act as gatekeepers for
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referrals to other Network providers for specialized services. Referrals are paid on
a fee-for-service basis. As of the end of April 2000, 16,640 children, or over 68
percent of the total 24,410 enrolled, were served through HMOs; 7,770 children, or
about 32 percent, were served through the CBHP Network. The Department hopes
to have HMO coverage available statewide by the end of December 2000.

Cost Sharing. Families share the cost of CBHP through payments of monthly
premiums and by copayments made at thetime servicesarereceived. Both premiums
and copayments are based on a diding fee scale, as required by statutes. In Fiscal
Y ear 1999, premium revenueswere $541,490; thisrepresents about 3 percent of total
program expenditures of $15.6 million. Through the first ten months of Fiscal Year
2000, premium revenues were about $1.3 million, which represents about 7 percent
of year-to-date expenditures of $18.5 million. The current premium and copayment
structure is shown in Table 1 below.

Table1: Children’sBasic Health Plan
Premium and Copayment Schedule
Fiscal Year 2000

Family Income Monthly Premium
by Federal
Poverty L evel One Child 2 or More Children Copayment

Below 101% $0 $0 $0

101%-150% $9 per family $15 per family $2 per visit

151%-170% $15 per family $25 per family $5 per visit

171%-185% $20 per family $30 per family $5 per visit

Sour ce: Department of Health Care Policy and Financing.

Premiums and copayments were not designed to provide asignificant source of funds
for theprogram. Thelegidativeintent isthat requiring financia participationwill help
familieslearnto valuethe servicesreceived and be more prepared for the cost-sharing
requirements of private insurance.

Program administration. As required under Section 26-19-111(2), C.R.S,, the
Department contracts for the marketing, outreach, eligibility determination, and
enrollment functions of CBHP. The Department has contracted with three different
entities for these services since assuming responsibility for CBHP. However, there
has been a core of personnel that has moved with the program through these entities
since CBHP began operationsin April 1998. Therefore, there hasbeen administrative
continuity for CBHP, despite changes in contractors.
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Child Health Advocates (CHA) has been the Department’ s contractor sinceMarch 1,
1999. In addition to the duties HCPF is required by statutes to obtain through
contract, CHA performs premium administration, manages the information systems
for CBHP, and administersthe CBHP Network. For Fiscal Y ear 2000 the amount of
the Department’s contract with CHA is just under $6.6 million. After deducting
provider paymentsof $1.8 million to be made through CHA, the administrative costs
reflected in the contract are almost $4.8 million.

History of Expendituresand FTE

The Children’s Basic Health Plan began operations in late Fiscal Year 1998 and
expended approximately $2.6 million in that year. The Colorado Child Health Plan
was till in operation during Fiscal Y ear 1998. Fiscal Year 1999 wasthefirst full year
of operations for CBHP, during which about $15.6 million was expended for the
program; the Colorado Child Health Plan ceased operations during that same year.

For Fiscal Y ear 2000, as of April 30, 2000, expendituresfor CBHP were about $18.5
million. Thisrepresents about 61 percent of the total $30.5 million appropriated to
the program for theyear. Asmentioned earlier, the State has not fully utilized federa
funds available for the program. Table 2 below summarizes expenditures and
appropriated full-time equivalent employees (FTE) for the Children’s Basic Health
Plan from Fiscal Y ears 1998 through 2000.
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Table2: History of Expendituresand FTE for the Children's Basic Health Plan
Fiscal Years 1998 thr ough 2000
(Dollarsin Millions)

Fiscal Year Fiscal Year Fiscal Year
1998 1999 2000 (10 mos.)

Total Expenditures $2.6" $15.6 $18.5°

Appropriated FTE*® - - 6.5

Sour ce: Office of the State Auditor analysis of agency data.

Notes:

1. The Children’s Basic Health Plan (CBHP) began operations in the last quarter of Fiscal Y ear 1998.

2. Fiscal Year 1999 expenditures include $15.4 million from the CBHP Trust, which is net of $0.7 million in Fiscal
Y ear 1999 expenditures subsequently reversed in Fiscal Y ear 2000, and $0.2 million in expenditures from the
State’s General Fund.

. Fiscal Year 2000 expenditures include $18.1 million from CBHP Trust, and $0.4 million in expenditures from the
State’s General Fund.

. During Fiscal Years 1998 and 1999 there were no FTE appropriated for the program; FTE were funded by a private
grant that provided approximately 5 staff. For Fiscal Year 2000, in addition to 6.5 appropriated FTE there were
two positions funded by private grants.

. CBHP is administered by an independent contractor. During Fiscal Y ear 2000 the contractor employed
approximately 70 staff dedicated to administering CBHP.

Expenditures for the program are significantly lower than appropriations largely due
to enrollments not increasing as quickly as anticipated. The Department reports that
as of April 30, 2000, there were 24,410 children enrolled in the Children’s Basic
Health Plan; HCPF estimates roughly 69,100 children in the State are eligible for
CBHP. Therefore, approximately 35 percent of total eligible children are currently
enrolled. The Department doesnot expect to meet itsoriginal goal of 31,000 children
enrolled by June 30, 2000.

Asmentioned earlier, under Senate Bill 00-71 the Children’ sBasic Health Plan Trust
will receive $10 million annually from the State's share of tobacco settlement monies.
These monies will be available beginning in Fiscal Y ear 2001.

Organizational Structure

State law establishes the CBHP Policy Board (Board), which is authorized to adopt
rules for the operation and financial management of the program. Other Board
responsibilities include reporting on certain matters to the Joint Budget Committee,
approving the benefit schedule for the program, and performing other policy-related
functions. The Board consists of 11 members, 7 of whom are appointed by the
Governor from designated businesses or health care-related fields. The other four
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members are the executive directors of the Departments of Health Care Policy and
Financing, Human Services, and Public Health and Environment, and the
commissioner of the Department of Education. All 11 members may vote on matters
before the Board.

As mentioned above, the Department of Health Care Policy and Financing oversees
the Children’s Basic Health Plan and expenditure of funds. Statutes outline the
following responsibilities for the Department:

» Establishing the schedule of benefits under the program and submitting it to
the Board for approval.

» Designingandimplementing the cost-sharing structurefor theprogram, which
includes premium payments and copayments for families based on a diding
scale.

* Proposing various rules for the financia management of the program and
submitting them to the Board for approval.

» Establishing and maintaining contractual relationships with providers for the
program, utilizing a managed care model as much as possible.

* Overseeing the administration of the program, certain aspects of which are
performed by anindependent contractor. Asnoted above, statutesrequirethe
Department to contract for marketing and outreach and eligibility
determination and enrollment.

The Department performs additional administrative functions for CBHP such as
procurement and contract management. Asthe state agency receiving federal CHIP
funds, the Department is responsible for compliance with al related federal laws and
regulations.

Audit M ethodology

We reviewed documentation and interviewed personnel for the Children’s Basic
Health Plan at the Department of Health Care Policy and Financing in areas related
to program operations, financial management, and oversight. We also interviewed
staff and examined documentation related to the Col orado Indigent Care Program, the
Medicaid program, and several other health-related programs. We conducted audit
work at the Department’s administrative contractor for CBHP in areas including
marketing and outreach, eligibility and enrollment, and financial management related
to premiums paid by families and capitation payments to providers.
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Chapter 2 of the report discusses the administrative and oversight roles of the
Department and the CBHP Policy Board for the program; Chapter 3 reviews CBHP
marketing activities and enrollments; Chapter 4 considers the financial operations of
CBHP,; and Chapter 5 addressesissues among CBHP, the M edicaid program, and the
Colorado Indigent Care Program.

As part of our audit we contracted with Buck Consultants to conduct a claims audit
onthe CBHP Network. A summary prepared by Buck Consultantsof the claimsaudit
isincluded here as Chapter 6. The full report is available under separate cover from
the Office of the State Auditor (Children’s Basic Health Plan Claims Audit, Report
No. 1225B).
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Administration of CBHP
Chapter 2

| ntroduction

The Children’s Basic Health Plan (CBHP) is the State’ s program under the federal
Children’ sHealth Insurance Program (CHIP). Thisfederal program enables statesto
receive a federal match for approved plans to expand health care to low-income
children. For Colorado, the federa match for qualifying expenditures is about 65
percent, or almost two federal dollars to each state dollar.

The infusion of federal funds has allowed the State to offer a much more
comprehensive benefit package to more children than was possible under CBHP' s
predecessor, the Colorado Child Health Plan. Under the Colorado Child Health Plan,
children received only outpatient benefits, CBHP offers outpatient and inpatient
benefits, prescription drugs, and a variety of other services. Interms of enrollment,
the Colorado Child Health Plan had 14,086 children enrolled as of April 1998, when
CBHPfirst began operations. CBHP had 5,528 children enrolled in April 1998; these
were childrenin families that elected to transfer into CBHP from the Colorado Child
Health Plan. Asof April 2000, CBHP has 24,410 children enrolled.

Some of the major accomplishments of CBHP include:

» First federally approved stand-alone plan. CBHP was approved by the
federal Health Care Financing Administration in February 1998. Colorado
wasthefirst state to gain approval for anon-Medicaid expansion CHIP plan.
Colorado’ s program uses CHIP fundsto create a subsidized health insurance
program that, unlike Medicaid, is not an entitlement.

o Statewide coverage. Since the start of operations, CBHP has offered
coverage to children in al areas of the State. This has been accomplished
through a combination of HMO coverage and a managed care network of
independent providers.

e Community-based outreach. CBHP has an Internet-based application
system that is accessible to 67 sites across 25 counties in the State. These
sites assist with outreach and with digibility determination and enrollment.
By providing outreach and enrollment services outside of Denver, the sites
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increase families access to information about CBHP and the application
process.

e Provisions for community input. The CBHP Policy Board and the
Department have established many relationships with community providers
and other health programs in an effort to obtain input about CBHP and
promote communication.

The Department of Health Care Policy and Financing (HCPF) hasdirect responsibility
for the Children’ s Basic Health Plan (CBHP). Under state law, HCPF isrequired to
contract for the marketing, outreach, eligibility determination, and enrollment
functionsof CBHP. The Department contractsfor these functionswith Child Health
Advocates (CHA), which also performs premium administration and oversees the
CBHP Network (Network). The Network isan association of independent providers
that furnish care under a managed-care format.

The CBHP Policy Board (Board) establishes rules and overall policies for the
Children’s Basic Health Plan. As required by law, Board meetings are open to the
public. The Board has aso created several committees to gain more input into the
program from interested parties. These committees target program areas such as
finance, operations, benefits, and proposed legidation; these meetings are also open
to the public and are attended by representatives from HCPF, CHA, program
providers, and other stakeholders. Each committee has at least one Board member
among itsmembership. Inturn, some committees have established subcommitteesto
focus more specifically on areas such as network administration and eligibility and
enrollment.

This chapter discusses the administrative structure and costs for CBHP, and the
oversight roles of the Department and the CBHP Policy Board.

Administrative Structurefor CBHP

The organizational structure for the Children’ s Basic Health Plan involves numerous
entities and contractual relationships. In addition to Child Health Advocates, the
Department contracts with Health Maintenance Organizations, or HMOs (6);
independent providersparticipatinginthe CBHP Network (368 contractsrepresenting
about 2,300 providers); a third-party administrator for claims under the CBHP
Network; reinsurance for catastrophic claims under the CBHP Network; and a
provider for mental hedth services under the program. These contractua
relationships are depicted in Table 3 below.
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The complexity of the administrative structure, as discussed later in this section,
combined with therelatively small number of children served and the costs of starting
an entirely new program, has contributed to significant administrative costs for
CBHP. Projected Fiscal Y ear 2000 administrative costs for CBHP are shown below
in Table 4.

Table4: Analysisof Administrative Costsfor the Children’s Basic Health Plan
Fiscal Year 2000
(Based on 10 Months of Actua Expenditures Projected to Fiscal Y ear-End)

Entity Costs

Department of Health Care Policy and
Financing $ 563,500"

Child Hedlth Advocates
General Administration $3,468,400
(includes marketing, outreach,
eligibility, and enrollment)
Provider Network Administration 914,000
(net of $1.8 million for capitation
payments)
Premium Administration 405,700
Total, Child Health Advocates

Anthem Clams Administration

Total Administrative Costs $ 5,954,100

Total Health Care Services Costs $16,231,300"

Administration Costs as a Per centage of
Health Care Services Costs 36.7%

Administration Costs as a Per centage of
Total Costs (Health Care Servicesand
Adminigrative)

Sour ce: Office of the State Auditor analysis of agency data.

Notes:

1. Based on actua expenditures for the first ten months and projected amounts for the final
two months of Fiscal Y ear 2000.

2. Based on Fiscal Year 2000 contract with Child Health Advocates. Contract amount is
$6.6 million, which includes $1.8 million for capitation payments to providers not
included here.

. Based on the average number of children enrolled per month in the CBHP Network
during the first ten months multiplied by the contractual per member per month rate and
projected to the final two months of Fiscal Y ear 2000.
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The table shows that administrative costs for Fiscal Y ear 2000, the second full year
of program operations, are expected to run almost 37 percent of the cost of health
care servicesprovided to children served in the program, or amost 27 percent of total
program costs (health care services plus administrative costs). In other words, out
of each dollar spent on CBHP almost 27 centsis spent on administration.

The federa Hedth Care Financing Administration (HCFA), which oversees the
federal CHIP program, indicates that some of the other 15 states with stand-alone
CHIP programs have experienced high start-up costs. In Colorado some of the
sources of high administrative costs appear to be:

* Duplicate oversight and administrative layers for the program. First, the
CBHP Policy Board establishes policies and rules for CBHP. Second, the
Department of Health Care Policy and Financing oversees and is accountable
for CBHP; additionaly, it administers some aspects of the program. The
Department is required by statutes to contract for significant portions of
CBHP administration. This brings in a third layer, the administrative
contractor, whichiscurrently Child Health Advocates (CHA). CHA doesnot
administer any programs other than CBHP at this time, and the Department
isitssole client. CHA aso hasits own board to which it is responsible.

Thisadministrative structure is overly cumbersome for a program with fewer
than 25,000 participants.

» Creation and maintenance of a separate administrative structure and systems
for CBHP for functions such as marketing and outreach and digibility and
enrollment. States that have chosen to use CHIP funds for a Medicaid
expansion have been able to take advantage of the existing infrastructure of
their state Medicaid programs. Again, because CBHP is a relatively small
program, there is limited opportunity for spreading administrative costs,
unlikein the Medicaid program. The average enrollment in Medicaid across
all programsin Fisca Year 1999 was 259,540 individuals.

Another contributing factor to relatively high administrative costs for CBHP is that
enrollments have not increased as rapidly as originally anticipated. Further, thereis
concern that some families eligible for CBHP continue to use the Colorado Indigent
Care Program (CICP) for their children’s health care. CICP is supported by some
federal funds under the Medicaid program, which receives matching funds of about
onefederal dollar to each state dollar. However, CICPitself does not receive federal
matching funds. Therefore, state dollarsin CICP cannot be leveraged in the manner
possible under CBHP. The continued availability of CICP for families qualifying for
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CBHP may be one factor influencing CBHFP's rate of growth (the relationship
between CBHP, CICP, and Medicaid is discussed in Chapter 5).

Departmental Proposals Regarding Administrative
Costs

The Department iswell aware of the high administrative costs of CBHP. InitsFiscal
Y ear 2001 budget request the Department listed management of administrative costs
as one of the problem areas encountered during the implementation of CBHP. It
identified several aternatives for reducing these costs, including:

Change CBHP to a Medicaid-expansion CHIP program. Thiswould allow the
State to take advantage of economies of scale by operating CBHP through the
existing state and county administrative structure and the Medicaid Management
Information System used for claims processing. This option would also expand the
health servicesavailableto children, since Medicaid providesahigher level of benefits
than CBHP.

While not noted in the budget request, this option could alow the State to smplify
some of the differencesin eligibility requirements between CBHP and the Medicaid
program that contribute to administrative complexity and costs for the counties and
the State. These complexities also create confusion for families seeking health care
services for their children (see Chapter 5).

A Medicaid expansion would require the State adopt a different model for CBHP
other than the current commercial model that emphasizes maximizing privitization.
In addition, an expansion would create an entitlement for CBHP, which is contrary
to the expressed intent of the General Assembly. While this option would likely
decrease administrative costs, creating another entitlement program would not allow
the State to control the overall costs of the program. This could have serious
implications for the State’ s budget, especialy in view of constitutional and statutory
growth limits.

Change CBHP to a combined stand-alone and Medicaid-expansion CHIP
program. Under thisscenario, children at thelower incomelevelswould beincluded
in a Medicaid expansion, and children a higher income levels would be served
through the stand-alone portion of CBHP, as in the present model.

We found that currently 18 states use a combined option for their CHIP programs.
These states have designed a variety of structures for their programs. For example,
one state serves dl children in families with income up to 100 percent of the federal
poverty level inaMedicaid-expansion program, and it serves childrenin familieswith
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incomes between 100 percent and 200 percent of the federal poverty level through a
stand-alone program. Another approach would beto serveall children under acertain
age, such as 6 years, up to 185 percent of the federal poverty level in a Medicaid-
expansion program and serve older children up to 185 percent in a stand-alone
program. The “combined” CHIP option alows a state to limit the impact of an
additional entitlement program; however, the ability to decrease administrative costs
isless clear than under the Medicaid-expansion option.

PrivatizemoreCBHP functions, or administer moreCBHP functionswithinthe
Department. HCPF noted that no additional statutory authority would be needed to
contract more functions; on the other hand, some administrative functions might be
less costly to perform within the State, due to possible economies of scale.

The Department did not detail specific costs and benefits associated with these
optionsor recommend any of these approachesfor immediate consideration. It stated
that it would, together with the CBHP Policy Board, continue to examine ways to
enhancethe efficiency and effectiveness of the program and increase enrollments. For
Fisca Year 2001, administrative costs are budgeted at 10 percent of estimated
enrollment for CBHP. However, if enrollment targets are not met, administrative
costs could still exceed 10 percent of health care costs and be within budgeted
amounts.

Alternativesfor Decreasing Administrative Costs

Another option not discussed by the Department in its budget request would be to
develop a stand-alone program using the Medicaid administrative structure to the
greatest degree possible. We surveyed five states with stand-alone CHIP programs.
We requested that they provide us with information regarding administrative and
health care costs since their programs’ inception. Two of the states (Arizona and
Montana) reported that their administrative costs were about 30 percent of total
program costs; two other states (Kansas and Utah) reported that they were able to
contain these costsat around 10 percent. Oregon reported that by operating its CHIP
program entirely out of the state Medicaid office, it was able to hold administrative
coststo 2.9 percent of health care costs. The Oregon program may offer some ideas
for using the existing Medicaid infrastructure without creating an entitlement
program.

Federal Limits on Rembursement for Administrative Costs

In addition to the general concern about high administrative costs, federal law limits
the amount of reimbursement a state may receive for program administration. The
limit for alowable administrative costs is based on these costs not exceeding 10
percent of total program costs. Administrative costs over this limit must be funded
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entirely from state funds or other non-federal sources such as donations. To help
defray start-up costs, HCFA temporarily permitted states to draw federal matching
fundsfor administrative costsin excessof thelimit. However, ultimately, states must
repay any excess federal matching funds received.

On the basis of reports provided by the Department to HCFA, since the start of
operations in April 1998 through March 2000, CBHP administrative costs have
averaged about 23 percent of total program costs (i.e., health care services plus
administrative costs). Asof March 31, 2000, the Department reported that the State
owes HCFA about $2.9 million, due to excess federa draws received for
administrative costs over the limit.

Theissue of excessfedera drawsfor CBHP administrative costs was discussed inthe
Colorado Satewide Sngle Audit Report, Fiscal Year 1999, performed by the Office
of the State Auditor and released in March 2000. The Department agreed with the
recommendation to identify a strategy to reduce administrative costs, and HCPF
proposed that it would (1) increase enrollments, thereby spreading fixed costs over
more enrollees; (2) use performance-based contracting with an emphasis on payment
for attainment of measurable products and outcomes; and (3) spread start-up costs
over multiple years.

Intermsof the Department’ sstrategy to contain administrative costs, during our audit
of CBHP we found:

* Enrollments have not risen as quickly as anticipated (see Chapter 3).

* The Department has not received full performance on the administrative
contract, and it needsto ensure performance requirements are met (discussed
in the next section of this chapter).

e The Department has limited ability under current federal requirements to
spread costs over multiple years.

Addressing Decision-M aking Responsibilities and Administrative
Costs

Itiscritical to the success of CBHP that the CBHP Policy Board and the Department
address these two fundamental issues. identifying ways to decrease the duplicate
oversight and administrative layers of the Children’s Basic Health Plan and reducing
administrative costs. If the overall goa isto maximize the use of available fundsto
provide health care to uninsured, low-income children, such efforts will enable the
program to have a clearer direction, create more specific lines of authority and
responsibility, and result in more dollars going to hedth care as opposed to
administrative functions.
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Recommendation No. 1:

The CBHP Policy Board and the Department of Health Care Policy and Financing
should identify optionsfor reducing administrative layersand costsfor the Children’s
Basic Hedlth Plan, including options for alternative structures and delivery systems.
The Board and the Department should establish atimeline for completing thisreview
and submitting recommended statutory changesto the General Assembly onwaysto
achieve these goals.

CBHP Policy Board Response:

Agree. The Board agreesthat administrative costsare aconcern. The Board
will review the report and respond to the L egislative Audit Committee by no
later than January 1, 2001.

Department of Health Care Policy and Financing
Response:

Agree. The Department has continued to identify options for reducing
administrative costs. The non-HMO network has been maintained by the
Department due to its overall cost-effectiveness to date (in comparison to
other options). However, given the advent of new factorsthat will affect the
volume of enrollment in the non-HMO network (HMO service area
expansions), and recent federal statements of policy regarding the availability
of matching funds, the Department may need to implement another solution
for statewide benefit delivery. A major effort has been underway to identify
aternatives to the non-HMO network and proposals will be made to the
Legidature this Fiscal Year 2001 in this area. The Department will aso
evaluate the administrative structure prior to the legidative sesson and
prepare recommended statutory changes by January 1, 2001.

Departmental Oversight of CBHP

One of the key elements in the Children’s Basic Hedlth Plan is the relationship
between the Department of Heath Care Policy and Financing and the program’s
administrativecontractor. Theprogram hashad threeadministrative contractorssince
HCPF assumed responsibility for CBHPin April 1998: University of Colorado Health
Sciences Center (April 1998 - June 1998); Colorado Foundation for Families and
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Children (July 1998 - February 1999); and Child Health Advocates (CHA), from
March 1, 1999, to the present. Despite this change in contractors, there has been a
small core of personnel that has moved with the program and administered CBHP
since its inception.  The current contractor, Child Health Advocates, is a private
nonprofit entity created in December 1998. At thistime CHA administers no other
programs in addition to CBHP.

CBHPisoften described as a public-private partnership, and the rel ationship between
HCPF and CHA has been viewed as an important manifestation of this partnership.
To that end, the Department has exercised its oversight of the contractor on a
“performance-based” contract approach. HCPF ensures contract requirements are
met by obtaining and reviewing monthly reports from CHA and by conducting
monthly contract management review meetingswith CHA. The Department’ s Fiscal
Y ear 2000 contract with CHA providesfor ailmost $4.8 millionto be paid to CHA for
administrative functions; the Fiscal Year 2001 contract amount for administrative
dutiesis set at about $6.1 million.

We found that the Department needs to strengthen its enforcement of contractual
requirements for CBHP.

Contractual Performance Requirements

The Department’ s Fiscal Y ear 2000 contract with CHA is not to exceed $6,588,093
and consists of the following line items:

Genera CBHP Administrative Services $3,468,441
(includes $218,441 to be provided through donations)
Provider Network Administration 2,713,922

(includes $1.8 million in capitation payments to
CBHP Network primary care physicians)

Premium Administration 405,730
Total Contract $6,588,093
Less. Capitation payments to CBHP Network (2,800,000)
CHA administrative costs per contract $4,788,093

The contract outlines CHA'’s areas of responsibility, requirements and in some
instances establishes specific performance measures to be met. We found that CHA
has failed to meet contractual requirements in severa areas, a number of which are
discussed in more detail later in thisreport. The Department has taken limited action
in response to these performance issues. The following isasummary of some of the
problems identified and the related contractual requirements:
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For the first six months of Fiscal Year 2000, CHA submitted marketing
reportsthat wereinsufficient to determine theimpact of strategiesand efforts
on program enrollment. The contract states that CHA is to “conduct and
provide ongoing review and analysis of marketing effectivenessin relation to
enrollment growth and the marketing plan and make changesto the outreach
and marketing plan as needed to effectively enroll more childrenin [CBHP]”
(Contract 2000-0119, Sec. 1.02(b)(xiii)). The contractor has only recently
begun to provide this kind of information (see Chapter 3).

CHA did not perform monthly reconciliationsof premium receivableaccounts
to ensure that families' premium accounts were accurate and all appropriate
charges and payments were entered (see Chapter 4). The contract requires
CHA to establish and maintain “fisca and programmatic accountability
systems including accounts and controls that meet or exceed federal, state,
and generaly accepted accounting standards’(Contract 2000-0119, Sec.
1.07(a)(v)(2)). Another section of the contract states that CHA shall
“maintain, reconcile, and transfer on atimely basis igibility, premium and
enrollment information to the State . . .” (Contract 2000-0119, Sec. 1.03
(b)(xix), emphasis added).

CHA did not ensure retroactive changes to enrollment records were
forwarded to network administration personnel in charge of provider
payments (see Chapter 4). These changes should bereflected in amountspaid
to providers. Such communication of vital information is also part of
“generally accepted accounting standards’ asrequiredin Section 1.07(a)(v)(2)
of the contract referenced above.

CHA did not compile and maintain a “comprehensive program policy and
procedure manual, consistent with policies and procedures defined by the
CBHP Board and federal and state entities, that delineates eigibility,
enrollment, marketing, outreach and all other policies and procedures . . .”
(see Chapter 4) (Contract 2000-0119, Sec. 1.07(a)(xiii)).

CHA did not complete a disaster recovery plan for the CBHP €eligibility and
enrollment system database. This plan wasto be incorporated into the policy
and procedures manual (Contract 2000-0119, Sec. 1.04(b)(vi)(3)).

In terms of specific performance guidelines established in the contract, we
found that CHA'’ s performance has been somewhat mixed, generally showing
some improvement over the period reviewed. The performance guidelines
were for various aspects involving the timely processing of applications and
responsiveness to phone calls and other inquiries. On the basis of six months



32

Children’s Basic Health Plan Performance Audit - July 2000

of reports provided to HCPF between November 1999 and April 2000, we
found that for 8 processing guidelines:

v/ 3 guidelines were reported for all 6 months.
v 2 guidelines were met for al 6 months,
v/ 1 guideline was met for 3 out of the 6 months.

v/ 5 guidelines were reported for 5 out of the 6 months.
v 2 guiddines were met for al 5 months.
v/ 1 guideline was met for 4 out of the 5 months.
v 2 guidelines were met for 3 out of the 5 months.

During the Department’ s review of the monthly reports, it noted ongoing problems
such as mathematical errors, omissions, and inconsistenciesin datareported between
months, as well as occasionally within the same monthly report. We found similar
occurrences during our review.

Sanctions Have Been Limited

Despite these problems, the Department has invoked penaltiesin only two instances
during Fiscal Year 2000 for atotal of $31,000, or less than one half of 1 percent of
the total contract price. The Department also delayed partial paymentsto CHA for
two months early in the fiscal year until some performance issues were corrected.
These tactics may have had some success, but they did not resolve ongoing
performance issues.

HCPF staff indicate they have made limited use of financial penalties becausethey did
not want to withhold the funds needed to correct problems. Instead, the Department
has preferred to use corrective action planswith the contractor asaway of addressing
performance problems. Further, the contractor was new and CBHP was till in the
start-up phase. However, as noted above, while CHA as an entity is new, there has
been a core of personnel that has moved with CBHP through the various
administrative contractors since the program began operationsin April 1998.

In any case, Department staff believed it was of primary importance to establish the
program and to create aworking rel ationship with CHA within which problems could
be addressed. Additionally, the contract did not provide specific financial remedies
for noncompliance. Overal, the Department believesthat performance hasimproved
during the year. In developing the Fiscal Year 2001 contract with CHA, the
Department included specific penalties for nonperformance in the areas of eigibility
determination, customer service, and marketing. The Department a so emphasizesit



Report of The Colorado State Auditor 33

has the option of withholding contract payments for noncompliance, regardless of
whether or not specific financial remedies are spelled out in the contract.

Whileour audit found someimprovementsin contractual performancehaveoccurred,
in other areas problems persist. The Department identified performance-based
contracting as one of its primary tools for controlling administrative costs. It is
unclear how this strategy can be successful unless sanctions are used in instances of
continuing nonperformance to ensure administrative dollars are being spent for value
received. Now that CBHP isemerging from the start-up phase with the establishment
of formal rules and more adequate systems, the Department should increase efforts
to ensure contractual obligations and program goals are being met. It is the
Department’ sresponsibility to ensurethat the State receives appropriate performance
and services for the expenditure of taxpayer dollars.

Recommendation No. 2:

The Department of Health Care Policy and Financing should implement substantive
monitoring procedures to ensure that contractual provisionsfor the Children’sBasic
Health Plan administrative contract are met. The Department should use corrective
actions and penalties as appropriate to address instances of honcompliance.

Department of Health Care Policy and Financing
Response:

Agree. Substantive contract monitoring procedures arein place, but can and
will be improved. Corrective actions including withholding of contract
paymentsarein useand will be used more aggressively in the current contract
year (Fiscal Year 2001) if warranted. The current contract has strengthened
the specification of deliverables and specified liquidated damages. Payment
will be made only for performance to specifications.

Fiscal Y ear 2000 contract closeout procedures are being employed in July-
August 2000, to assure that al outstanding performance issues (including
those identified in the monthly reports/performance tracking, and those
identified by the audits) are resolved prior to final payment (partial or full) for
the Fiscal Year 2000 contract year. The contractor will be required to
respond to every outstanding performanceissuewith aclear planfor bringing
performance to specification, including timelines and staffing/financial
resourceallocations. Final payment will be made contingent upon satisfactory
completion of these corrective actions, and payments can and will be
recovered in the event of any fallure by the contractor to complete the
corrections.




Children’s Basic Health Plan Performance Audit - July 2000

Role of the CBHP Policy Board

The CBHP Policy Board (Board) is charged under statuteswith establishing rulesfor
the Children’s Basic Hedlth Plan. As such, it sets policies for how the program
operates and provides overall direction. The Board is composed of seven members
appointed by the Governor and approved by the Senate, as well as the executive
directors of the Departments of Health Care Policy and Financing, Human Services,
Public Health and Environment, and the commissioner of Education. Appointed
members serve four-year terms. The Board has no staff of its own; it relies on staff
from the Department for support functions. The Board meets monthly.

Strategic Planning for CBHP

The first rule passed by the Board for CBHP was the benefit package rule, which
became effective December 1, 1998. There has been some criticism of the Board
because it has not established additiona rules for the program more quickly.
However, over thelast six monthsthe Board has moved ahead by passing an dligibility
rule (effective December 1, 1999) and acost sharing rule (effective August 1, 2000).
A revised eligibility rule and enrollment rule are currently in various stages of the
public rule-making process.

While the Board has been successful in setting some program rules, it has not
developed a strategic plan for the Children’s Basic Hedlth Plan. Ideally, a strategic
plan would have been one of the initial actions of the Board. However, the Board
was not created in statutes until April 1998 and did not haveitsfirst meeting until July
1998. At that point CBHP had already begun operations. Board membership hasaso
undergone significant ateration during the Board’ s short existence. With elections
inthefall of 1998 resulting in anew state administration, many members of the Board
changed in January 1999, both among the governmental and non-governmental
representatives.

In July 1999 the Board had preliminary discussionsregarding strategic planning. This
resulted in adraft mission statement, goals, and strategiesfor CBHP. However, it has
not converted this beginning effort into a comprehensive plan describing specific
objectives and performance measuresto gauge the program’ sprogress. Recently the
Board directed the Department to present an annual report and astrategic plan to the
Board at its October 2000 meeting.
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Departmental Planning Efforts

The Department has undertaken some strategic planning efforts. Specificaly, HCPF
developed strategic objectives and performance measures as part of creating the
origina State Plan for CBHP submitted to the federal Health Care Financing
Administration (HCFA) inthefall of 1997. In March 2000 the Department submitted
an evaluation to HCFA reporting on these objectives and measures, some of which
are now outdated. The Department also devel ops objectives and measures as part of
the State's budgeting process. However, other than target dates for specific events
or accomplishments, these measures are limited to number of children enrolled and
percentage of children covered by HMOs. The Department reportsthat in large part
the limited measures are dueto the fact that the program has been in place arelatively
short time. Asaresult, there has not been a sufficient time frame to measure aspects
of performance related to health services received by children in the program. The
Department expects to start reporting performance data on services beginning in
Fiscal Year 2001.

Given the Department’ sresponsibilitiesfor reporting to HCFA and preparing budget
requests, as well as the Board's lack of staff, it is not surprising that HCPF, rather
than the Board, has embarked on setting objectives and performance measures.
However, statutes give the Board responsibility for establishing policy.

I mportance of Strategic Planning

The drategic planning process is one of the fundamenta ways in which an
organization creates its unique sense of identity and purpose. Through defining its
mission, goals, and how it will measure success, an organization develops the
foundation for making policy decisions. The exercise of strategic planning is
particularly important for the Board because the membership of the Board includes
a combination of state and private-sector personnel who have substantial expertise
and differing perspectives. The process of developing the consensus necessary to
establish aplan would give Board membersan opportunity to create acommon vision
and direction for CBHP. The Department’ s involvement in the process of strategic
planning isalso vital becauseit isinvolved with CBHP on a day-to-day basis. HCPF
staff have an in-depth knowledge of how the program functions, operational barriers
and opportunities, and the various state and federal requirementswithinwhich CBHP
must operate.

In the course of defining CBHP' s mission, goals, and performance measures, the
Board and the Department also need to address specific issues that have arisen over
the two years of operation. One issue, the need to simplify the administrative
structure of the program, was discussed earlier in this chapter. Othersinclude:
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Defining therolesand responsibilities of committees created by the Board. As
mentioned earlier inthischapter, the Board has created committeesthat focus
on areas such as finance, operations, benefits, and proposed legidation
affecting CBHP. Membership of these committees and subcommittees bring
in viewpoints not only from the Board, the Department, and CHA, but also
from other stakeholders such as providersfor CBHP. Whilethe program has
benefitted from this wide participation, there has been confusion about the
role of the committees and subcommittees and how the Board and the
Department can effectively use this input for policy-making and other
decisions.

Clarifying what the use of a “commercial model” for CBHP means, and
additionally, how the model is appropriate for the program and how it is not.
Theterm “commercial model” does not appear in CBHP statutes. However,
the Department and the Board report they have received clear indications
from the General Assembly sincethe early days of the program that thisisthe
type of model the program should emulate. The experience of the last two
years may have helped clarify some of the opportunities for using such a
model, aswell as some of thelimitations. 1n specific cases, the Board and the
Department may need to request guidance from the General Assembly asto
the proper model for the program. The next section of this chapter discusses
cost sharing for CBHP and addresses some of the questions that have arisen
over gpplication of the commercia model.

Considering results of the proposed independent study on “options, benefits,
and merits of changing the administrative structure of the Children’s Basic
Health Plan, including creating a separate instrumentality of the State to
administer” the program (Sec. 26-19-104.6(2.5), C.R.S.). Thisreport isdue
to the Joint Budget Committee and the House and Senate Hedlth,
Environment, Welfare, and Institution Committees by October 15, 2000.
While any decision about changing the program’ s structure would be that of
the General Assembly, the Board and the Department need to make their own
assessment of the options. As part of this the Board and the Department
should ensure that state and federal requirements are adequately addressed.

For example, there has been continued concern expressed by program staff
and Board members that the state procurement process has been a significant
barrier to operating CBHP under acommercia model. There has been some
hopethat thisindependent study couldidentify anadministrativestructurethat
would result in CBHP' s being exempt from the state procurement process,
similar to the Colorado Uninsurable Health Insurance Plan. However, under
federal regulations, CHIP programs are required to follow state procurement
procedures. Therefore, setting up an entity exempt from the state
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procurement process will not result in CBHP's being exempt from this
process.

Joint Efforts on Strategic Planning

Since the Board lacks a staff of its own, it is understandable it would request the
Department develop a strategic plan for CBHP to be presented at the Board's
October meeting. This proposal should present a useful starting point for the Board
and the Department to mutually create a strategic plan that can be used to shape
policy decisions. The plan should a so reflect consensus on the program’ sbasic goals
and objectives, aswell as an understanding of program operations and requirements.

Recommendation No. 3:

The CBHP Policy Board and the Department of Health Care Policy and Financing
should develop a strategic plan for the Children’s Basic Health Plan that includes
necessary elements such as a mission statement, strategic goals, objectives, and
performance measures. The plan should be reviewed and updated on aregular basis.

CBHP Policy Board Response:

Agree. The development of a strategic plan for the program needs to be a
joint activity between the Board and the Department. The development of a
“strategic plan” for CBHPiswithin the purview of the Board. The Board has
had three planning retreats (September 1998, July 1999, and May of 2000).
The purpose of these meetings was as outlined in the audit. Theresult of the
July 1999 meeting was a written list of goals and objectives. Thiswork was
updated inthe May 2000 retreat. Thismateria included a mission statement,
alist of values, and specific strategies. Without adedicated staff, itisdifficult
for the Board to provide detailed planning documents. The Board will work
jointly with the Department on this recommendation. Key strategic issues
that need to beresolved, and may require action by the General Assembly are:

1. Thedefinition, and the intent, of the term “commercial model” should be
clarified. The desire to ensure that the program operates as would a
“commercial health plan” has shaped various decisionsthat the Board has
made. Some of these decisions (e.g. the disenrollment of children for
fallure to pay premiums) have created a stir within the media and the
public.
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2. A separate but related question isthe stated desire to have CBHP operate
asa“public-private partnership” through the use of private entities, such
as CHA, working as contractors to the Department. The implications of
this goal are significant, and should be reviewed as the program moves
forward.

The Board will review the recommendations in the report and respond to the
Legidative Audit Committee by no later than October 15, 2000.

Department of Health Care Policy and Financing
Response:

Agree. The Department of Health Care Policy and Financing has been
working with the CBHP Policy Board on aspects of a strategic plan for the
last year. A mission statement and program goals are in place. Department
staff have participated in planning sessions to identify program structure and
key administrative issues and have participated with the Board in its initial
effortstoward thisend. However, aprogrammatic strategic plan needsto be
completed collaboratively between the Department and the Board for it to be
ameaningful reflection of program goals. The Department is committed to
this process. Implementation date: October 5, 2000.

| mplications of the Cost Sharing Rule

As mentioned above, the Board recently passed a cost sharing rule for CBHP. This
rule formalizes premiums and copayments for families and establishes policies for
disenrollment from the program if monthly premium payments are not made in a
timely manner. Under the rule, if premiums are not paid by the second month, or
about 60 days after they are due, the family will be disenrolled as of the third month
and the account will be sent to Central Collections. Once disenrolled, familieswill be
“locked out” of the program for three months. Therulewill go into effect on August
1, 2000. Up to this time families have never been disenrolled for nonpayment,
because there was no rule establishing when disenrollment should occur.

Two questions have raised agreat deal of discussion for the Board, the Department,
and various stakeholdersfor CBHP: (1) what isthe appropriate level of premiumsto
charge for CBHP, or at what point does the amount of premium charged have a
significant negative effect on enrollments? and (2) what impact will enforcement of
premium payments (i.e, disenrollment for nonpayment) have on families
participation, the number of children in the program, and overall program goals of
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increasing access to health care? In addition to these two questions, there are other
factors that need to be considered in light of the new rule.

Appropriate Levelsfor Premiums

Several studies have attempted to address the issue of how levels of premiums affect
enrollment. At this point there is no simple answer to the question of the appropriate
amount to charge. The decision of how much to charge for premiums becomes more
complex if it isdriven by goals other than maximizing enrollments to expand health
care servicesto low-income children. For example, in Colorado part of the intent of
charging premiumsisto teach participantsto value the services of the program. If the
goal to teach value requiresthat premiumsfor families be set higher than at anominal
rate, achieving this godl is likely to be in direct conflict with the goa of maximizing
health services to low-income children.

From afinancia perspective, CBHP may be spending moreto collect premiumsthan
it receives in revenue, and the new ruleis likely to increase collection costs. Thisis
discussed more below. Additionaly, HCPF staff express concern that by making it
more difficult for families to maintain enrollment in CBHP through the new cost
sharing rule, it is possible that some * adverse selection” could take place. Thiscould
result in higher average health care costs per child. 1n other words, familiesthat have
greater need for health care services for their children may be more likely to attempt
to maintain monthly paymentsin order to continue to use program services. Families
with hedlthy children may be less motivated to participate, especidly if they believe
their accounts will be turned over to Central Collections if two months worth of
payments are missed.

Comparisons With Other States

Currently states have awide variety of premium structures for their CHIP programs.
Out of all 50 states, Colorado is 1 of 8 states that charge a premium or an enrollment
fee for families below 150 percent of the federal poverty level. Interms of the 15
states with stand-alone programs, only four states (Colorado, Montana, Delaware,
and Georgia) charge premiums or enrollment fees to families in this income level.
Therefore, Colorado appears to have relatively high premiums for families at the
lower income levels. Additionally, among states with stand-alone programs, only
three states(Colorado, Montana, and Delaware) do not includedental servicesintheir
benefit packages.

Onthebasisof thelimited information we were ableto gather, Col orado a so appears
to be somewhat less successful in marketing its CHIP program than severa of the
other stand-alone programs. We contacted five states with stand-alone CHIP
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programs and requested that they provide us with their estimated market penetration
rates (percentage of enrolled vs. estimated eligible children). These penetration rates
must be viewed with caution; they are self-reported, and estimates of eligibles are
based on 1990 census data adjusted for intervening years. We found that three of the
states (Montana, Utah, and Oregon) have lower premiums and reported higher
estimated penetration rates than Colorado. The other two states (Arizona and
Kansas) also had generally lower premiums, but they were unableto provide estimates
on penetration rates. Thisinformation is reported in Table 5 below.



Table5: Summary of Premium Structures and Market Penetration Rates for Selected Stand-Alone CHIP Programs
Reported as of June 2000

FpPL!
Served

Premium Structure

Estimated
Penetration
Rate?

Up to 185%

Below 101% FPL

101% - 150% FPL

151% - 170% FPL

171% - 185% FPL

None

$9 monthly for 1 child
$15 monthly for 2 or more
children

$15 monthly for 1 child
$25 monthly for 2 or more
children

$20 monthly for 1 child
$30 monthly for 2 or more
children

35%

101% - 150% FPL

Up to 150% Up to 100% FPL

None $15 annual enrollment fee per family

100%-170%°

Up to 200%

175% - 200%
FPL

Up to 200% Below 150% FPL 150% - 174% FPL

$15 monthly for 1 child
$20 monthly for 2 or more children

None $10 monthly for 1 child
$15 monthly for 2 or more

children

Up to 200% Below 151% FPL 151% - 175% FPL 176% - 200% FPL

None $10 monthly per family $15 monthly per family

Sour ce;
Notes:
1. Federa Poverty Level. Currently afamily of four with an annual income of about $31,500 would be at 185% FPL.

2. State estimates of market penetration rates, which are calculated by dividing the number of enrolled children by the total estimated number of CHIP-eligible children.
3. Oregon serves families below 100% FPL in its Medicaid program through a waiver obtained under that program.

4. Not available. These states were unable to provide estimates for market penetration rates for their CHIP programs.

Office of the State Auditor analysis of data reported by states.
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Results from our limited survey suggest states with lower premiums than Colorado
may have more success marketing their CHIP programs.

Asdiscussed in Chapter 3, CBHP has experienced its|owest market penetration rates
with familiesat 100 percent of thefedera poverty level and below. Thesefamiliesdo
not haveto pay any premiumsor copayments. Thereasonsfor low participation from
this population are not known. HCPF staff indicate that part of the reason may bethe
continued availability of the Colorado Indigent Care Program for children in many of
these families, combined with the families' familiarity with that program. The five
states we surveyed were unabl e to provide information on their penetration rates for
families in this income category; therefore, we cannot compare Colorado’s
performance in this area.

Impact of Disenrollment Policies on Enrollment

There has been concern that the new cost sharing rule will have a significant impact
on enrollments due to the number of families currently behind on premium payments.
Asof April 30, 2000, on the basis of information from Child Health Advocates close
t0 4,800 families, or 37 percent of theamost 13,000 familiesenrolled in CBHP, were
more than 30 days past due in their premium payments. These 4,800 families
represent amost 53 percent of the approximately 9,100 families required to pay
premiums. If delinquency rates continueto be high after the new rule goesinto effect,
it will be difficult to maintain present enrollments or to increase them. On the other
hand, it is difficult to know if part of the reason for the high percentage of
delinquenciesisthat the program has never enforced payment by disenrolling families
in arrears.

Whatever theimpact of therule, itiscritical that information be appropriately tracked
concerning the program’ s experience, once the new cost sharing rule goesinto effect
on August 1. The Board should work with the Department to establish in advance
data that should be tracked by Child Heath Advocates, including the program’s
experience regarding whether or not disenrolled families re-enroll after the three-
month lockout period. The Board and the Department should inform policymakers
of any substantial changes in enroliment. If the disenroliment policy significantly
impacts CBHP enrollments, the General Assembly may wishto consider other options
for cost sharing.

Other Considerations

While questions about the appropriate level of premiums and the impact on
enrollments are important, there are several other issues related to the new cost
sharing rule that need to be considered.
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Administrative costs. These costs could be expected to increase under the
new rule because more information must be tracked, specifically the three-
month lockout period for familiesthat have been disenrolled. The Department
has relied on industry data to estimate the costs of premium collections.
However, costs may be higher for CBHP, even before the new rule.
Automated payment methods such as payroll deductions or bank account
withdrawals are not used, and the high delinquency rates mean more costsfor
collection efforts.

Federal regulations. The State isimplementing arule that is likely to raise
CBHP administrative costs at atime when the State has already exceeded the
limit at which it can receive federal matching funds for these costs.

Further, federal regulations for CHIP do not permit the administrative costs
of collecting and enforcing premiums to be offset by the revenue gained.

v Premium administrative costs are part of general administrative costs,
which are reimbursable only up to certain limits under federal laws for
CHIP.

v/ Premium revenues, however, are deducted from benefit costs, thereby
decreasing the amount of costs against which the administrative limit is
calculated. This means premium revenues have the effect of decreasing
the amount of dollars allowable for administration for which federal
matching funds can be obtained.

Implementation of adequate systems and controls. Findly, there has been a
history of problems with tracking premiums accurately since the program’s
inception, and these problems have yet to be resolved. Thisis discussed in
Chapter 4. Child Health Advocates must develop and implement adequate
controlsover the premium administration process. Further, CHA iscurrently
developing a new software module for premium administration that is
scheduled for implementation on August 1, the same day the cost sharing rule
goesinto effect. Both the control structure and information systems must be
operating effectively on August 1; otherwise, the State will be disenrolling
families based on information that could be incorrect.

Regardless of the new cost sharing rule, CBHP should have apremium administration
system that isreliable and accurate. By tracking the impact and costs of the rule, the
Board will bein aposition to make more informed policy decisionsin the future than
IS now possible because of the newness of the program. If enrollments level off and
premium administration costs rise, consideration should be given to other ways to
structure cost-sharing mechanisms. For example, the program could rely more on
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copayments, to the extent permitted under federal laws and regulations, rather than
premiums, asaway for familiesto sharein the cost of the program. Alternatively, the
cost-sharing structure could be ssmplified to cut down on administrative costs, e.g.,
charging annual instead of monthly premiums, or charging aone-time enrollment fee.
In any case, information gained should be used to improve the program.

Recommendation No. 4:

The CBHP Policy Board and the Department of Health Care Policy and Financing
should ensure that implementation and impact of the cost sharing rule for the
Children’s Basic Health Plan is addressed by:

a

b.

C.

Identifying and tracking appropriate data under the new cost sharing rule to
determine its impact on enrollments.

Identifying and tracking premium administration costs for the program.

Assessing theimpacts of the cost sharing ruleand using theresultsasthe basis
of future program policies.

Proposing legidative changes as needed to change cost-sharing mechanisms
to streamline administration and encourage participation.

CBHP Policy Board Response:

Agree. The cost sharing rule is significant to the program. At the present
timethereisno clear determination regarding the goal of the program; i.e., is
the purpose to cover as many children as possible or to conduct a program
that operateslikea”commercial model.” Thefull Board will meet to discuss
the cost sharing rule again in September 2000 and keep the Legidative Audit
Committee apprised of itsplans. The Board will review therecommendations
inthe report and respond to the Legidative Audit Committee by no later than
September 30, 2000.

Department of Health Care Policy and Financing
Response:

Agree. The Department and the Board earlier agreed that theimplementation
of a cost sharing rule required a strong tracking and evaluation system to
identify the impact of the rule on existing and potential members. The
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Department is working with the Board on a schedule for the evaluation and
recommended legidative changes.

The Department has already developed a new tracking system to be
implemented on August 1, 2000, concurrent with the effective date of the new
rule including a system of hilling, recording payments, issuing delinquency
letters, terminating enrollment for non-payment of premiums and enforcing a
period of disenrollment for non-payment of premiums. The Department
began a parald track of developing the requirements for the system and
proposing cost sharing rules to the Board so that the new system would
reflect the requirements of the rule. The system must support the premium
administration function and the policy and eval uation needs of the Department
and the Board to enforce the underlying cost-sharing policies and track the
information necessary to evaluate the impact of those policies. The
Department is confident that the new premium administration system will
support al of the above recommendations. The Department has processflow
and data flow diagrams, report formats and underlying pseudo-code, and
testing plansand test resultsonfileif there are any further questionsregarding
the development of the premium administration system.

In addition, the Department and its contractor have implemented new
procedures for cash controls and segregation of duties. In June, enrollees
were notified to begin sending premium payments to a bank lockbox. The
magjority of all cash, checks and money orders are processed directly through
thebank. A new cash control systemisin placefor thoserareinstanceswhere
cashispresented to the contractor. Inthisinstance, the cash, check or money
order is accepted, recorded and deposited by an employee other than the
accounting manager. The new system enforces strict controls over access,
usability, who can make adjustments, and who can review and approve them.

Implementation date, parts “a’ and “b”: August 1, 2000. Implementation
date, parts“c” and “d”: to be determined based on the results obtained from
parts“a’ and “b.”
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Background

The Children’s Basic Hedlth Plan (CBHP) began operations in April 1998 with an
enrollment of 5,528 children. Thesewerefamiliesthat choseto transfer their children
into CBHP from the previous state children’ s health insurance program, the Col orado
Child Hedlth Plan. The Department of Health Care Policy and Financing (HCPF),
which oversees CBHP, reportsthat as of April 30, 2000, there were 24,410 children
enrolled in the new program. Thus CBHP has increased enrollments by about 342
percent in about two years of operations. CBHP is marketed under the name “Child
Health Plan Plus,” or “CHP+.”

The marketing and outreach function for CBHPisone of the key functions performed
by the Department’ s contractor, Child Health Advocates (CHA). Similar to other
states, Colorado is experimenting with a variety of approaches in an attempt to
identify the most successful strategy for encouraging families to enroll in the State's
version of the federal Children’s Health Insurance Program (CHIP).

This chapter discusses marketing activities and enrollments for CBHP, as well as
some issues related to eligibility determination for the program.

Marketing Effortsand Enrollment
Trendsfor CBHP

According to HCPF, the 24,410 children enrolled in CBHP as of the end of April
2000 represents about 35 percent of the estimated 69,100 eligible children in the
State. The estimated number of eligible children for CBHP isarough approximation
based on 1990 census data adjusted for subsequent years. The ratio of enrolled
children to the estimated number of eligible children, or market penetration rate, is
one of the key indicators used to gauge the success of CBHP. Although enrollments
and penetration rates haveincreased considerably sinceinception, levelshave not met
the Department’ s expectations.
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Specificaly, the enrollment goal for June 30, 2000, was about 31,000 enrollees, or a
penetration rate of about 45 percent. However, Child Health Advocates reports
actual enrollment may be short of the goal by over 5,000 children, or about 16 percent
fewer children than anticipated. Inadditionto thisshortfall, three particular concerns
have been noted: (1) the relatively low levels of enrollment in urban aress,
particularly in the Denver metro area, which has been the target of considerable
marketing efforts; (2) the relatively low levels of enrollment among families at or
below 100 percent of thefederal poverty level; and (3) theleveling off of enrollments
overall.

Thefirst concern about urban penetration ratesisillustrated in Table 6 below. Market
penetration rates for the Denver Metro and South Front Range regions are 28
percent, whileratesfor rural areas overall are significantly higher at 52 percent. The
relative success of CBHP in rural areas has been attributed to the fact that the
program’s predecessor, the Colorado Child Health Plan, was primarily located in
these counties. The Department also indicates that the number of estimated eligible
children in rural areas may be understated, which could account for some of the
discrepancy between metro and rural marketing results. 1nany case penetration rates
for CBHP in the mgor urban regions consistently lag behind the state average.



Report of The Colorado State Auditor

Table6: Children’sBasic Health Plan
Estimated Market Penetration Rates by Region
Based on April 2000 Enrollments

49

Region

No. of
Children
Enrolled

Estimated
No. of
Eligibles

Estimated
Penetration
Rate?

Urban Regions:

Denver Metro: Adams, Arapahoe,
Boulder, Denver, Douglas, Jefferson

South Front Range: El Paso, Pueblo

All Urban Regions

Rural Regions:

NE Colorado: Logan, Sedgwick,
Phillips, Y uma, Washington, Elbert, Kit
Carson, Weld, Larimer, Morgan

NW Colorado: Moffat, Routt, Eagle,
Mesa, Garfield, Rio Blanco, Delta,
Pitkin, Lake, Summit, Park, Chaffee,
Teller, Clear Creek, Grand, Jackson,
Gilpin

SE Colorado: Lincoln, Cheyenne,
Kiowa, Crowley, Otero, Prowers, Baca,
Las Animas, Bent, Huerfano, Costilla

SW Colorado: Gunnison, San Miguel,
Montrose, Mineral, Rio Grande, Ouray,
Dolores, Custer, Montezuma, La Plata,
Archuleta, Hinsdale, San Juan, Saguache,
Congjos, Alamosa, Fremont

All Rural Regions

11,204

Statewide

24,410

Sour ce: Office of the State Auditor analysis of agency data.

Notes:

1. Datareported by Child Health Advocates as of May 2000.

2. Penetration rates are calculated by dividing the number of enrolled children in each
region by the estimated number of eligible children in the region. Eligible children
excludes children eligible for the Medicaid program.
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The second concern is the relatively low market penetration rate for families at or
below 100 percent of the federal poverty level. This result is unexpected, because
familiesin thisincomelevel do not pay either premiums or copayments under CBHP.
In other words, for these families the program offers free health care coverage for
their children. Although estimates on the number of eligibles may not be entirely
reliable, the gapsin relative penetration rates by income levelsis striking. These are
shown below in Table 7.

Table 7: Children’sBasic Health Plan
Estimated Market Penetration Rates by Income Level
Based on March 2000 Enrollmentst

Family Income Based on Per cent of Federal Estimated Penetration
Poverty Level (FPL) Rates®

100% FPL or less 20%

101 % - 150% FPL 40%

151% - 185% FPL 67%

Source: Office of the State Auditor analysis of agency data.

Notes:

1. Datareported by Child Health Advocates as of May 2000.

2. Penetration rates are calculated by dividing the number of enrolled children in each
income level by the estimated number of eligible children in each income level in the
State. Eligible children excludes children eligible for the Medicaid program.

Department staff believe many of the families at or below 100 percent of the federal
poverty level may be digible to receive headlth services for their children under the
Colorado Indigent Care Program (CICP). Families may be more comfortable with
continuing their participation in that program, since they are already familiar with it.

Thethird areaof concernisthat although enrollments continue to climb, the monthly
rate of increase has leveled off, despite the fact that overal only 35 percent of the
estimated number of eligible children are enrolled in CBHP. This trend is
demonstrated in Table 8 on the next page.
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Table 8: Children's Basic Health Plan Enrollment
July 1998 - March 2000
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Sour ce: Office of the State Auditor analysis of agency data.

Taken altogether, these enrollment results for CBHP emphasize the need to
continually analyze and reevaluate the marketing strategies used for the program to
ensure eligiblefamiliesare being targeted and resources are used in the most effective
manner.

Tracking and Evaluating Marketing Strategies and
Efforts

Since CBHP began operationsin April 1998, awide range of marketing and outreach
techniques have been used. Some examples include:

» Satellite igibility determination sites to offer local one-on-one application
and enrollment assistance to families.

* Radio, television, and newspaper advertisements.

*  Presentationsto community-based organizations, such asschoals, clinics, and
nonprofit organizations.

» School outreach campaigns.

* Program co-promotions with HMOs.

* Newdettersto families and providers.

» Training sessions and sSite visits at county departments of social services.

» Coordination with other programs and organizations that serve low-income
children in Colorado.
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However, while many approaches have been used, it is not clear how effective
different efforts have been. Although CBHP has been operating for just over two
years, until recently there has not been a systematic marketing strategy focused on
identifying specific tactics, tracking and analyzing their effects on enrollment, and
using these results to refine marketing activities.

Our review of monthly marketing reports from CHA to the Department showed that
for the first six months of Fiscal Year 2000 the reports did not critically address the
objectives of the approved marketing plan. That is, the reports did not include the
results of particular efforts, such as a specific series of newspaper advertisements, an
informational booth set up at a back-to-school night, or ameeting with acommunity
service organization. Further, there were no suggestions for ways to use knowledge
gained from these results to refine the marketing plan.

Rather, thereportsgenerally focused on numberssuch asapplicationsand information
kitsdistributed, callsreceived by potential applicants, information sessions presented,
attendees at CBHP trainings, and applications received by the various satellite
eligibility determination sites. This information may have helped the Department
monitor the activities of the contractor, but such information could not assist HCPF
in determining the most valuable and cost-effective marketing tactics. In addition,
although the Fiscal Y ear 2000 marketing plan submitted to HCPF by CHA included
time frames for specific objectives and projects, the monthly reports from CHA
indicate that these time frames were frequently missed and projects were not started
on time.

With active involvement from the Department, progress has been made since
December 1999. In that month, Child Health Advocates hired a new marketing
director, who has worked with the Department to make improvements, such as:

* Revised marketing plan. A revised Fisca Year 2000 marketing plan was
submitted to the Department in January 2000. The updated plan reflects a
more results-oriented marketing approach and includes an evaluation section
that addresses how CHA will monitor the results of each marketing tactic.
The plan identifies 13 target audiences and the tactics that will be
implemented for reaching each group. The evaluation section describes how
the results of these tactics will be monitored with the implementation of the
database integration project that is described below.

» Database integration project. This project links CHA’s enrollment and
marketing databases and makes it possible to determine the origin of a new
enrollee s application through numeric tracking. Inturn, thisallows CHA to
assess the success of specific marketing events and community partners, such
as schools, employers, providers, and satellite eligibility determination sites.
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These data al so include demographic information about familiesthat respond
to marketing initiatives. After being delayed for several months, the database
integration project was finally implemented in January 2000.

* Analysisof marketing initiatives. In January 2000 the monthly marketing
reports from CHA began to include some results of particular marketing
effortsin terms of impact on enrollments. In March and April 2000, reports
began to include critical analysis of several marketing initiatives and address
ways in which the marketing plan could be fine-tuned in response. For
example, the April 2000 report discusses the outcome of a print advertising
campaign that produced disappointing results. The report includes both a
description of the advertisements and a discussion of how the results can be
used to refine the current marketing strategy regarding paid print media

These improvements are encouraging. However, they are only theinitial stepsto the
comprehensive and ongoing analysis of marketing datathat isneeded. Much remains
to be doneto identify the best approaches for marketing CBHP to unique population
groups and geographic areas. As data on marketing activities become increasingly
avallable, the Department must ensure information is analyzed and used to adjust
marketing strategiesaccordingly. Additionally, the Department should establish clear
timelines for accomplishing marketing activities and evaluation tactics, such as cost
analysis, as proposed in the updated Fiscal Year 2000 marketing plan.

Results-Oriented Strategies

Oneof themajor program goalsfor CBHPisto increaselow-income children’ saccess
to health care services in the State. Many factors influence enrollment, such as the
ease in applying or a family’s willingness to participate in a government program.
Additiondlly, the national CHIP program is till relatively young. Although there are
many suggestions, thereislittle conclusive research on how best to conduct outreach
for state CHIP programs. Therefore, in order to ensure that limited marketing funds
are spent most effectively to maximize the number of children in CBHP, it is
especidly important for the Department to develop a comprehensive marketing
approach that includes consistent analysis and fine-tuning of strategies for the
Children’s Basic Health Plan.

Recommendation No. 5:

The Department of Health Care Policy and Financing should continue to work with
the contractor to ensure that results-oriented marketing is implemented for the
Children’s Basic Health Plan by:
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a. Tracking, analyzing, and reporting the enrollment impact of both specific and
overall marketing strategies on aroutine basis.

b. Including time frames and conducting cost analysis for specific marketing
activities.

c. Modifying strategies as needed in response to the marketing results.

Department of Health Care Policy and Financing
Response:

Agree. Asidentified in this audit, reporting and analysis of marketing and
outreach strategies, activities, and results have improved over the last few
months. The Department will continue to work closely with the contractor
to establish and operate close connections among marketing and outreach
strategies, plans, activities, results measurements, reporting and analysis, and
recycling of lessons learned to plan and modify strategy. Specifically
addressing the recommendation subparts:

Tracking, analyzing, and reporting on both targeted and overal marketing
strategy are being accomplished by a variety of methods employing an
integrated database/reporting system that tracks and reports all
marketing/outreach information in the same formats as digibility and
enrollment, demographic, and budgetary and quarterly analysis and reporting
of enrollment results and trends.

Cost/benefit analysisof specific marketing efforts/strategiesisalready required
as a specific contractual obligation during Fiscal Y ear 2001.

Marketing plans and strategies are reviewed quarterly in the context of the
quarterly reportsand analyses; modificationsto respond to lessonslearned are
recommended by the contractor and reviewed/approved by the Department,
as part of the ongoing planning process.

It should be noted, however, that for some families, the marketing needs to
include information on the availability of the program and the dual concepts
of the value of hedth insurance and preventive hedth care. These are
complex messages and will need multiple marketing strategies and evaluation
effortsthat will have to be stratified for different popul ations and maintained
over time. Experience in other states indicates that multiple marketing
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strategies are required and will have different outcomes, dueto differencesin
geography and community characteristics.

Analysis of Satellite Eligibility Deter mination Sites

Animportant component of CBHP' s outreach and enrollment strategy isthe network
of 67 satelliteeligibility determination (SED) sitesthat forward applicationsfor CBHP
to Child Hedth Advocates. The SED sites offer a specific example of how the
program’s current outreach tactics need further evaluation and refinement. During
thefirst ten monthsof Fiscal Y ear 2000, the number of applicants coming into CBHP
through SED sitesdeclined from 1,128 childrenin July 1999 (38 percent of total July
applicants) to 641 children in April 2000 (20 percent of total April applicants).

The SED sitesarelocated in 25 countiesthroughout the State and include community
health centers, county nursing services, school-based health centers, and other health
care providers. The CBHP level of activities performed at sites varies based on
resources, but basic responsibilities include conducting CBHP outreach, screening
families for digibility in CBHP and Medicaid, asssting families with the CBHP
application process, and forwarding to CHA completed applications for eligible
children. CHA pays the sites for complete and accurately screened applications,
depending on whether the application was transmitted el ectronically ($15.00 each) or
in hard copy only ($12.00 each). For Fiscal Year 2000, CHA reports that it paid
$42,883 to SED sitesas of theend of April 2000. Thisamount appears low, because
at the beginning of the fiscal year reimbursement rates were significantly less and the
accuracy rates for applications processed by the sites were low. In addition to the
application processing costs, there are additional costsincurred by CHA to train and
otherwise support the sites. However, these costs are not tracked separately.

The SED sitesareimportant because they providefamilieswith aconvenient resource
for CBHP information and one-on-one assistance in completing the application.
Available studies indicate these two factors are important to enrolling children into
CHIP programs. However, in addition to the decline in applicants entering CBHP
through SED sites, the sites themselves have had mixed success. Some sites are
responsiblefor ahigh percentage of the completed applicationsin their county, while
others consistently show a very low level of participation. Table 9 illustrates the
average number of applications submitted over arecent three-month period for the
67 sites. Thirty-two of the sites, or alittle under half, submitted on average less than
five applications per month; seven averaged less than one per month.
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Table9: Children’sBasic Health Plan
Average Number of Applications Submitted by SED Sites' Monthly
February Through April 2000

Average Number of Applications
Submitted per Month Number of SED Sites

Less than 1 application 7 sites

1to lessthan 5 applications 25 sites

5 to less than 10 applications 16 sites

10 to less than 15 applications 16 sites

15 or more applications 3 dites

Sour ce: Office of the State Auditor analysis of agency data.
Note:
1. Satellite Eligibility Determination sites.

Additionally, the accuracy rates of both individual SED sites and the sitesin genera
vary widely from month to month and site to site. Low accuracy rates mean CHA
must do more follow-up and the family’ s enrollment in CBHP is delayed.

Role of SED Sitesand Critical Factorsfor Success

A number of reasons have been suggested for the varying success of SED sites. Some
of these are lack of adequate personnel at sites to handle CBHP questions and
applications, low reimbursement rates for CBHP applications, and turnover in SED
stestaff. Further, some SED sitesarelocated in rural areas, which could explain the
low number of applicant submissions. CHA has begun to implement pilot programs
inan attempt to increase the number of enrollmentsfrom the SED sites. Nonetheless,
neither the Department nor CHA has performed a systematic evaluation of SED sites
and their performance to determine factors, such as staffing levels and bilingual
capabilities, that contribute to the success or failure of individual sitesand/or counties
or the training costs of maintaining the sites. As part of this evaluation the
Department also needs to consider how best to maintain rural SED sites to provide
outreach in these areas.

A related question concerns the appropriate role of SED sitesin the program. Each
SED sdite designated to enroll families and process applications represents an
investment in time and resources that must be provided by CHA staff in order to
ensure SED site personnel are adequately trained to perform these duties. The
Department is currently considering other options for the role of SED sites, such as
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limiting activities for some sites to marketing and outreach, rather than having all
participating sites assist with applications.

The SED sites have served a useful function in outreach and enrollment efforts for
CBHP. However, without further analysis and refinement of the current SED
structure, the Department may not be utilizing thisresourcein the most cost-effective
manner.

Recommendation No. 6:

The Department of Hedth Care Policy and Financing should evaluate satellite
eligibility determination sites for the Children’s Basic Health Plan to determine the
cost of resources used to support the sites, including training; the appropriate role of
the sites; and how to improve their performance. The Department should consider
eliminating sites with poor performance.

Department of Health Care Policy and Financing
Response:

Agree. The Department has communicated with the Office of the State
Auditor that this is a priority for Fiscal Year 2001. A comprehensive
evaluation of the SED site structure shall be completed by the Department no
later than June 30, 2001. That evaluation will include an assessment of the
impact of the SED sitesin providing accessto "difficult to reach” populations,
including rural sites or those assisting minority or underserved communities.
The Department will consider eliminating sites with poor performance.

CBHP and Eligibility Deter mination

The eligibility determination process maintained by Child Health Advocates was
tested as part of the separately issued claims audit performed by Buck Consultants
(see Children’ s Basic Health Plan Claims Audit, Report No. 1225B). Findings and
recommendations from that audit are summarized in Chapter 6 of this report.

Our audit identified some changes that need to be made to the current eligibility rule
for CBHP and to the methodology for calculating error rates for eligibility
determination.
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CBHP Eligibility Rule and Documentation

We found that the eligibility rule for CBHP needs to be changed to ensure that
documentation requirements for eligibility determination are consistent and

appropriate.

Social Security Numbers. Under the CBHP digibility rule, achild's Socia
Security Number is required in order for the child to be digible for and
enrolled in the program. However, federal guidance for CHIP states that
Social Security Numbersshould not berequired asacondition of eligibility for
state programs. The concern on the part of the federal Health Care Financing
Administration (HCFA) has been that immigrant parents may be discouraged
from applying for CHIP programs.

Department staff statethisrequirement was made becausefederal law requires
CHIP programsto screen for Medicaid, which does require a Social Security
Number, and because federal guidelinesal so emphasizethe need to streamline
information requirements among programs. However, the CBHP ruleisin
conflict with federal guidance, which explicitly prohibits the requirement of
a Social Security Number for CHIP enrollment. Federal guidelines contain
recommended wording that can be used on applications to make families
aware that provision of a Social Security Number for participationinaCHIP
program is not required.

Alien Resident I dentification Number. If thechildisnot aU.S. citizen, the
CBHP digihility rule requires that an alien resident identification number be
provided. Thisisconsistent with federa guidelines requiring documentation
of immigration status. However, accordingto CHA staff, self-declarationsare
accepted for alien registration numbers and date of entry into the country.
CHA'’ sprocedures are not consistent with federal guidance or withthe CBHP
rule requiring documentation of immigration status.

Conflicting requirementsfor income. Thedigibility rule for CBHP states
that income has to be verified for income earned “within 30 days of the date
of application” (HCPF-CBHP Sec. 130.1.B, C.C.R.). However, inthesection
regarding the cal culation of grossfamily incomefor determining eligibility, the
rule states that all income received by the family “in the calendar month prior
to the date of application” shall be counted (HCPF-CBHP Sec. 150.3,
C.CR).

These two time periods may not be the same. Astherule currently stands, in
some cases income could be verified for one period (within 30 days of
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application) while the income used to determine dligibility could be different
because it is based on a different period (the calendar month prior to
application). Not only isthisadministratively complex, but itiscounter to the
main purpose of verifying income: to ensuredigibility determination isbased
on information that has been substantiated.

HCPF staff state that this discrepancy was put into the CBHP rule because a
amilar discrepancy exists in the Medicaid eligibility rule. Despite this, it
would be appropriate, as well as administratively smpler, for the CBHP rule
to require income be documented for the same period used to calcul ate gross
family incomefor determining eigibility. A decision should be madeonwhich
time period for income is most useful, and it should be reflected uniformly
throughout the eligibility rule.

These issues should be addressed to ensure that CBHP is in compliance with al
documentation requirements and that requirements are consistent.

Recommendation No. 7:
The CBHP Policy Board should revise the CBHP digibility rule to:

a. Reflect federal guidance stating that Social Security Numbers are not to be
required as a condition of eligibility for child that apply for the program.

b. Require verification of income for the same time period used to calculate
gross family income for the purpose of eligibility determination.

CBHP Policy Board Response:

Agree. The Board will review the recommendationsin the report and respond
to the Legidative Audit committee by no later than September 30, 2000.

Recommendation No. 8:

The Department of Health Care Policy and Financing should ensure enforcement of
state and federal requirements that applicants for CBHP provide documentation of
alien registration numbers.
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Department of Health Care Policy and Financing
Response:

Partialy agree. The Department believes that federal guidance surrounding
verification of citizenship or national status and of immigration status is
conflicting. The Persona Responsibility and Work Opportunity Act of 1996
requiresthat separate CHIP programsverify citizenship or national statusand
immigration status. However, a letter received by HCFA regarding new
guidance relating to the Immigration and Naturalization Service (INS) states
that "Section 1902(a)(7) of the Social Security Act requires States to
safeguard information regarding applicants for and recipients of Medicaid
benefitsand prohibits disclosure of that information to an outside entity unless
it is directly connected to the administration of the State plan. We have
determined that the INS and State Department public charge determinations
would not be connected to the administration of the State plan, unless such
determinations will directly assist the State in recovering outstanding debts
from an alien (most commonly involving overpayments or fraud). Statesare
encouraged to adopt similar restrictions under separate CHIP programs.”
Whilethisletter directly relatesto theissue of "public charge” it does specify
that disclosure of information to the INS or Department of Stateis prohibited.
It is the Department’s understanding that, under the Systematic Alien
Verification of Entitlement system (SAVE) used by Medicaid to obtain
verification without requiring personal documentation, information is sent to
aclearinghousefor verification of alien status. If theinformationisverifiable,
apositive indication is returned to the program requesting the information.
If it is not verifiable, the information is turned over to the INS for
investigation. If the letter is correct, the existing use of the SAVE systemis
prohibited by HCFA. However, the Department shall continue to investigate
other dternatives of verification. Implementation date: Contingent upon
clarification from HCFA.

Calculationsfor Eligibility Determination Error
Rates

CHA reports error rates for CBHP eligibility determination to the Department
monthly. According to the contract, the contractor is to “monitor and assure
accuracy of digibility determination within a 90% accuracy rate determined on a
random sampling basis’ (Section 1.03(b)(viii), Contract 2000-0119).
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CHA calculates and reportsthe error rate only on the basis of whether or not an error
was made that resulted in a child’ s being incorrectly determined eligible for CBHP.
However, there are other types of errors that may occur during the eligibility
determination process that have an impact on the program. For example, we found
that over afive-month period CHA'’ s quality assurance process noted 14 to 34 errors
monthly. The errors included mistakes in calculating a family’s income or in
determining achild’ s effective date of enrollment in CBHP. Thesetypesof errorsare
also important to identify and track because the family’s income level affects the
premiums charged, and family income and the child’ s enrollment date both affect the
monthly capitation payments made to providers.

Other programs, such as Medicaid and Food Stamps, include all errors made during
the eligibility determination process in the error rate calculation. This broader
calculation presents a more comprehensive picture of how effectively the eligibility
processisfunctioning. By notincludingall eligibility-related errorsinthiscalculation,
CHA is not providing adequate information to the Department on the accuracy of
eligibility determination and on contractual compliance and performance.

Recommendation No. 9:

The Department of Health Care Policy and Financing should ensure all eligibility-
related errorsfor the Children’ s Basic Health Plan are reported in monthly eligibility
error rate calculations.

Department of Health Care Policy and Financing
Response:

Agree. The Department shall require the contractor to submit reports of
digibility-related errors by September 15, 2000.
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Financial Operations
Chapter 4

| ntroduction

The Department of Health Care Policy and Financing (HCPF) contracts with Child
Health Advocates (CHA) to perform anumber of financial management functionsfor
the Children’sBasic Health Plan (CBHP). CHA maintainsall enrollment recordsfor
families with children in the program, and it uses these records to calculate the
monthly capitation payments dueto providers. HCPF and CHA shareresponsibilities
for ensuring retroactive adjustmentsto enrollment records are refl ected in subsequent
payments to providers. CHA isalso responsible for premium administration, which
includes various aspects of maintaining records on families' premium accounts and
following up on past due amounts.

Ensure Accurate Paymentsto
Providers

Background

Child Health Advocates determines the amount of monthly paymentsto HMOs and
to primary care physicians (PCPs) serving as gatekeepers to the CBHP Network.
HMOs are paid solely on a “capitated” or per head basis for services to children
enrolled in CBHP under their specific plans. For children under the CBHP Network,
PCPs are paid a smaller capitation fee on a per head basis, and referrals from PCPs
for other specialized services are paid on a fee-for-service basis. As of April 30,
2000, the Department had expended about $14.4 million to al of the program’s
medical providers for the first ten months of Fiscal Y ear 2000, out of total year-to-
date expenditures of $18.5 million.

Capitation payments are due to HMOs prior to the month of coverage and are
calculated for each month on the basis of the projected number of children that will
be enrolled with each HM O the next month. PCP capitation payments are paid one
month in arrears; in other words, these payments are based on the known number of
children enrolled with the PCP in the prior month.
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The Department Needsto Prioritize the Accuracy
of Paymentsto Providers

We reviewed the Department’s systems for paying HMOs and physicians serving
children in the CBHP Network. We found that HMO payments are not routinely
adjusted for retroactive changes to enrollment records, and the reconciliation
performed for retroactive changesrelated to physician payments needsimprovement.
For example, CHA may learn that a child has been enrolled in the Medicaid program
for severa months. This will result in a retroactive adjustment to the CBHP
enrollment recordsfor those months, and it should a so result in anegative adjustment
to the next payment to the appropriate provider. However, adequate controls are not
in place to ensure retroactive adjustments to enrollment records are identified and
necessary adjustments to payments are made.

Overpayments to providers are likely to result from the failure to make retroactive
adjustments. During April and May 2000, CHA staff made 61 retroactive
disenrollment adjustments that should have resulted in ailmost $14,000 in reductions
to capitation payments. However, staff reported that information regarding these
retroactive adjustments was not relayed to network administration staff at CHA. The
network administration staff calculate the amount of capitation payments for HMOs
and PCPs and any adjustments to these payments. In another instance an error in
enrollment records identified by CHA staff that should have resulted in reduction of
about $1,500 in capitation payments due to an incorrect birth date for a child was not
relayed to network administration staff.

In addition to these communication problems within CHA, we found that there are
not adequate procedures in place generaly to ensure that retroactive enrollment
adjustments are reflected in future payments to providers. For Fiscal Year 2000 the
respons bility for identifying these retroactive enrollment adjustments and correcting
future paymentsis as follows:

e HMO capitation payments. The Department is responsible for using
information from CHA toidentify discrepancies between projected and actual
enrollments and making the required adjustments to future capitation
payments. However, the Department does not have procedures in place to
compare the projected enrollments, used as the basis for monthly payments,
with actual enrollments, or to otherwise identify retroactive adjustments that
should affect future payments.

Retroactive adjustments can have a significant impact on enroliments. CHA
staff reported that in February 2000 they provided the Department with an
estimate indicating about $80,300 was overpaid in capitation payments to
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HMOs over a three-month period early in Fiscal Year 2000. At the
conclusion of our audit four monthslater Department staff indicated they had
not ascertained the accuracy of the information or made any necessary
adjustments related to this information.

e CBHP Network. CHA network administration staff compl eteareconciliation
between projected and actual enrollments for the CBHP Network providers,
however, the reconciliation is performed quarterly and as aresult, the “look-
back” period isonly from 30 to 90 days. This means that CHA personnel are
unlikely toidentify retroactive enrollment adj ustments made outsi de of the 30-
to 90-day window and to adjust future payments accordingly.

On the basis of discussions with Medicaid personnel, we believe a more
adequate look-back period is at least 120 days. We identified enrollment
errorsrelated to CBHP children simultaneously enrolledin M edicaid that were
as much as 12 months old (simultaneous enrollment is discussed in the next
section of this chapter).

Further, adjustmentsto capitation payments must be made within areasonabl e period
of time. The Department’ s contracts with HM Os and CBHP Network providers do
not permit HCPF to recover for adjustments that are more than six months past.
Therefore, in some instances it may be too late for the Department to recover
amounts related to retroactive disenrollments.

The 61 retroactive enrollment adjustments during April and May alone indicate that
such changes are not unusua in the Children’s Basic Health Plan. These retroactive
adjustments need to be corrected not only because provider payments should be
accurate but because the State receives matching funds from the federal government
based on these payments. If provider payments are overstated for CBHP, the
Department is also drawing more federal funds than is appropriate under the CHIP
program. Excess draws of federal funds can result in sanctions and disallowances
from the federa government. The Department should take immediate steps to
improve controls in this area to ensure funds are spent appropriately.

Recommendation No. 10:

The Department of Health Care Policy and Financing should ensure capitation
payments for the Children’s Basic Health Plan are accurate by:

a. Peforming monthly reconciliations for provider payments that compare
enrollment records used as the basis of payment to post-payment enrollment



66

Children’s Basic Health Plan Performance Audit - July 2000

records for the previous 120 days. Changes identified should be reflected in
future payments to providers.

. Requiring appropriate communication among staff to ensure all adjustments

to enrollment records are relayed to staff calculating capitation payments.

Department of Health Care Policy and Financing
Response:

a. Agree. Establishment of requirements and procedures to ensure the

b.

accurate payment of providerswasthe Department’ stop delivery system-
related priority during contract renewal negotiations with the contractor
during February and March of thisyear. IntheFiscal Y ear 2001 contract,
the Department has specified itsreconciliation expectationsin detail. The
Department will implement a monthly provider payment reconciliation
procedure that will account and adjust for all retroactive disenrollments.
Implementation date: August 15, 2000.

Agree. The Department has already taken the following actions to
address this problem. These are:

Implementation of a series of monthly enrollment reports that provide a
definitive statement of HMO enrollment for the purpose of payment and
reconciliation. These reports are symmetricaly represented in the
Department’ scontractswith both the contractor and participating HM Os.

Implementation of information system changes at the contractor that will
automate the reconciliation of HM O capitation payment. Thiswill reduce
opportunity for errors and omissions due to human oversight and
miscommunication within the contractor.

Creation of a monthly payment summary report that reflects all
adjustments for retroactive disenrollments. The amount of capitation
adjusted dueto retroactive disenrolImentswill be documented monthly on
this summary report, and distributed to both the Department and HM Os.
Implementation date: August 1, 2000.
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| dentify and Correct Duplicate
Enrollmentsin CBHP and the M edicaid

Program

Controls over retroactive enrollment adjustments are particularly important because
CBHP children are sometimes smultaneoudly enrolled in the Medicaid program
(“dual-enrolled”). Under federal CHIP requirements, Medicaid-eligible children are
not allowed to be served in CHIP programs. However, instances of dual enrollment
can occur without necessarily being detected by either program. This can occur
because digibility and enrollment for CBHP and Medicaid are tracked through two
separate systems. Currently thereisno routine exchange of information between the
CBHP and Medicaid databasesto systematically identify and correct instances of dua
enrollment between these programs.

As part of our audit a data match was performed between Medicaid and CBHP
enrollment lists for children enrolled in CBHP for part or al of the period from May
1999 through April 2000. Asseenin Table 10 below, out of 15,691 children enrolled
in CBHP during some portion of that year, there were 1,830 children (11.7 percent)
enrolled in Medicaid at the same time for some part of the year. Of these dua
enrollments, 423 children had been dua-enrolled between 4 and 12 months. These
numbers are likely understated because records for 7,370 additional CBHP children
enrolled during part or al of this 12-month period could not be matched against the
Medicaid system due to data inconsistencies.
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Table 10: Results of Data Match Between Programs:
Children’s Basic Health Plan (CBHP) and the M edicaid Program
Children Smultaneoudy Enrolled in CBHP and in Medicaid
Between May 1999 and April 2000

Length of Dual-
Enrollment Period

Number of Dual-
Enrolled Childrent

Percent of Total CBHP
Children Matched
With Medicaid
(15,691 Children?)

1 day to 1 month

372

2.4%

2 to 3 months

1,035

6.6%

4 to 6 months

207

1.3%

7 to 9 months

142

0.9%

10 to 12 months

74

0.5%

Totals

1,830

11.7%

Sour ce: Office of the State Auditor analysis of agency data.

Notes:

1. “Dual-enrolled” children are those simultaneously enrolled in both the Medicaid
program and CBHP.

2. There were 23,061 children enrolled in CBHP for all or part of the 12-month
period. Due to data inconsistencies the match could only be performed for
15,691 children at the time of the audit. Agency staff are resolving these
inconsistencies.

Double payment of health care coverage is a poor use of funds and not an effective
means of reducing the cost of uncompensated care. These kinds of payments also
violate federal regulations on two counts:

» Federa regulations prohibit charging the same expenditure to two different
grant programs. In this case the federal CHIP and Medicaid programs are
both being charged for the same child for health services for the same period
of time.

» Federa regulations prohibit enrolling achild in the state CHIP program if the
childiseligiblefor Medicaid. Therefore, any correctionsin payments must be
made in CBHP rather than in the Medicaid program.

Assuming that children are in the pre-enrollment stage of CBHP for about two
months, we estimated that approximately $242,000 in excess CBHP capitation
payments were made for dual-enrolled children in the period tested. Thisestimateis
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likely to be low because it does not include payments made for specialized services
under the CBHP Network. Inaddition, it does not include any estimate for the 7,370
CBHP children for whom the data match could not be run because of data problems.

In some instances CHA may have made adjustments that corrected some of these
overpayments; however, weaknesses in controls over provider payments, discussed
in the previous section, suggest that although enrollment records may have been
corrected, provider payments may not have been adjusted. In any case, as well as
improving controlsover provider payments, the Department needsto routinely match
information between various systems to ensure instances of dua enrollment are
identified and corrected in atimely manner. The fact that some children were dual-
enrolled for as much as ayear clearly indicates alack of procedures to ensure dual
enrollments are identified and payments corrected.

Recommendation No. 11:

The Department of Health Care Policy and Financing should work with the
Department of Human Services to identify on a monthly basis instances in which
children are simultaneoudly enrolled in the Children’s Basic Hedlth Plan and in the
Medicaid program. Erroneous enrollment records and provider payments should be
corrected in atimely manner.

Department of Health Care Policy and Financing
Response:

Agree. The Department appreciates the work that the Office of the State
Auditor hasdoneinthisarea. The Department will continueto work with the
Department of Human Services to attempt to resolve these cases in the
shortest amount of time possible.

The statutory design of the Children’s Basic Health Plan program reflects a
model common to commercialy insured groups (i.e., prospective health plan
enrollment and 12-months' continuouseligibility). However, given therecent
statutory change that explicitly alows retroactive CBHP digibility and the
fact that Medicaid digibility is mutualy exclusive to CBHP digibility, the
Department may be compelled to implement the complex enrollment status
and payment reconciliation procedures that were formerly unique to the
Medicaid managed care program. This may have an impact on HMO
participation and, potentialy, rates.
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Reconciliation of Fisca Year 2000 CBHP files identified as having
overlapping Medicaid digibility spans and payments to participating HMOs
and providerswill beavery labor intensive effort that will require coordinated
work within five (5) entities: the Department, the contractor, Anthem,
Horizon Behavioral Services, and Consultec (the Medicaid fiscal agent).
Failure of these entities to coordinate retroactive edits of eligibility and
enrollment status and process CBHP-to-Medicaid payment reconciliations
accurately (most of which will need to be completed manually) will have a
significant adverse impact on HMOs and providers participating in both
programs.

In addition to the operational issues identified above, CBHP-to-Medicaid
payment reconciliation for participating HMOs will not be possible unless
there is a change to Medicaid HMO enrollment rules. Unlike CBHP,
Medicaid HM O enrolIment rulesare very complex and prescriptive. A CBHP
applicant’ s selection of an HM O must be deemed in the rules as an acceptable
choice for the purpose of Medicaid enrollment. Failure to implement such a
change to the Medicaid enrollment rules will: A) prohibit the Department
from maintaining a child’'s enrollment in his or her original CBHP plan, B)
result in a significant financia loss to the HMO, and C) potentialy impede
continuity of care.

Implementation date: September 15, 2000.

| mprove Premium Administration

We have aready noted our concerns regarding policy decisions related to premiums
for the Children’ s Basic Health Plan and the costs of collectionsin Chapter 2. Inthis
section we discuss problems with premium administration as it currently stands.

Background

CHA'’s premium administration responsibilities include charging and collecting
monthly family premiums and maintaining, reconciling, and transferring premium
information to the State. On amonthly basis CHA forwards the amount of premiums
collected to HCPF. Currently CHA reports indicate about 9,100 families, or 70
percent of the amost 13,000 families enrolled in CBHP, are charged premiums. As
noted in Chapter 1, depending on the size and income of the family, premiums range
from zero to $30 per family. Asof April 30, 2000, the State had recorded fiscal year-
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to-date premium revenues of a little over $1.3 million. Also as of that date, CHA
reported about $457,200 was outstanding as premiums due from families.

Wereviewed CHA’ s premium collection systems. Because of the history of problems
with tracking premiums, subsequent efforts to correct inaccuracies, and lack of
adequate controls over the premium administration process generally, we have
concerns about the accuracy of the premiums reported as being owed by familiesto
the program. As described below, records contained numerous adjustments and
write-offs, some of which were inadequately documented. In addition, the lack of
controls over premiums substantially increasestherisk of errorsand/or irregularities.

Child Health Advocates reports that the information system it inherited for the
program is inadequately designed to track premium activity and does not provide
accuratereports. Further, premium receivable balancestransferred from the previous
contractor were considered unreliable. As mentioned earlier, CHA became the
administrator for CBHP as of March 1, 1999; however, some key personnel have
been with the program since it began operations in April 1998. Recently the
Department agreed to contract with CHA to develop a new premium administration
system at a cost of $150,000. The new system is scheduled to bein place on August
1, 2000.

Problems with premium accounts are discussed below.

Deficienciesin Accounting for Premiums

The Department reports that because of inaccurate premium records maintained by
the prior program administrator for CBHP, it allowed CHA to “archive’ al amounts
due from families as of February 28, 1999. In archiving these balances, the
Department permitted CHA to remove from families' active records outstanding
amounts owed on February 28, 1999. As a result, families were not specifically
requested to pay these amountsdueto the program. The archived amount authorized
by the Department represented almost $292,600 that was reported as owed by over
4,600 families, or about 93 percent of premium-paying families in CBHP as of
February 1999.

Problems with premiums continued to plague the program, however, and in the fall
of 1999, the Department asked CHA to reconcile each policyholder’ saccount. CHA
staff subsequently performed adetailed review of individual premium accounts. This
review resulted in adjustmentsto over 3,300 families' accounts, or approximately 38
percent of premium-paying families at that time. During the audit we found that in
some cases staff did not detail the basis for these changes. Further, for some
accounts, staff deleted premium charges from records altogether.
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In other words, CHA staff had the ability to delete activity from families' accounts,
and the information system did not maintain evidence of the original entries or the
dollar amounts deleted. CHA staff also reported that due to the volume of
adjustments, not all adjustments were reviewed by asupervisor. Because of the risk
of errors and irregularities, write-offs and deletions are a highly sensitive area that
should have been tightly controlled, especially in view of system deficiencies.

During our audit CHA staff began maintaining alisting of manual adjustments made
to accounts. This is an improvement; however, this listing lacked evidence of
supervisory approval and the datesthe adjustmentswere made. Further, the premium
system till permits deletions to records without maintaining evidence of these
deletions.

Problems With the Premium Collection System Affect Individual
Family Accounts

We reviewed asample of 67 families’ premium accounts. We identified problemsin
14 accounts (about 21 percent):

» Premiums not charged appropriately. In three accounts families were not
charged premiums for a month when they should have been. These same
families were charged a premium for a month in which they should not have
been.

e Premiumsnot charged in atimely manner. In March 2000, premiumsfor 11
families' accounts were charged for months as far back as October 1999.

Charging for premiums should be arelatively straightforward process. The number
of errorsin the ssmple indicates a lack of adequate systems and controls to ensure
ongoing accuracy of accounts.

Department Needsto Ensure That Adequate Controls Exist to
Safeguard Program Assets

Itisclear that the administration of premiumsisan areathat hastroubled the program
from itsinception. We found that CHA does not have adequate controlsin place to
ensure that assets are safeguarded and premiums properly charged. Among some
basic controls that should be in place are the following:

» Policiesand procedures. Theseshould clearly delineate responsibilitiesand
restrict authority. CHA hasdocumented the cash recei pt processand outlined
staff responsibilitiesinthisarea. However, staff have not documented policies
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and procedures related to other aspects of premium administration such as
charging monthly premiums to accounts and making manual adjustments to
premium and enrollment records.

» Adequate supervision and review. Thisis required to ensure entries are
appropriate. As noted above, CHA has made some improvements in
documenting adjustments to records, but supervisory review needs to be
documented as well.

* Monthly reconciliations. We found that a basic reconciliation between
individual premium account balances and total premiums due has not been
done. This reconciliation ensures that all premiums charged, adjustments
made, and payments received are posted to families' individual accounts.

CHA staff report that they perform a “reasonability check” on the overall
balance, and they provided us with a spreadsheet identifying differences
between the cal culated premium recei vabl e balance and the balance generated
by theinformation system. These differencesranged from about $570 to over
$37,600 from month to month over the past ten months. CHA staff reported
they were unable to determine the reasons for these differences and therefore
were not able to resolve them and make corrections to individual accounts
that might have been needed.

* Adequate segregation of duties. One staff person makes the bank deposit,
enters adjustments to individua accounts, and performs the monthly bank
reconciliation. In other words, one person has control over cash processing
and recording. This combination of duties means that funds could be
misappropriated and the action subsequently concealed.

Placing all these duties with the same person unnecessarily creates risks.
CHA staff indicated that beginning in July 2000 they will utilize a bank lock-
box for premium payments, significantly lessening theamount of cash receipts
to which CHA staff have access. Despite this improvement, adequate
segregation of duties should be maintained at CHA.

In addition to these control issues, inadequacies of the present information system
likely contributed to some concernsidentified in the audit. We noted that the system
isnot able to perform monthly “cutoffs;” asaresult, adjustments to prior accounting
periods can and are being made on a continual basis. We aso found that the detailed
premium receivables report generated from the system showed individual account
ba ances not in agreement with balancesin the individual account records within the
system.
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Regardless of the source of the problems found in the audit, al must be addressed.
Under the cost sharing rule for CBHP that will go into effect on August 1, 2000,
families will be disenrolled from the Children’s Basic Health Plan based on
nonpayment of premiums. Staff indicate past due amounts as of July 31, 2000, will
not be used as a basis for disenrollment. However, it is imperative that families
account balances are accurate and reliable under the new rule; otherwise, the State
risks disenrolling families on the basis of erroneous information.

Recommendation No. 12;

The Department of Health Care Policy and Financing should ensure that the
contractor for the Children’s Basic Health Plan has adequate controls over premium
administration by stating expectations clearly in the contract and monitoring
compliance. Controls over premium administration should include:

a. Documenting staff responsibilitiesfor al aspects of premium administration,
including supervisory review and limitations on authority.

b. Maintaining adequate supporting documentation for al adjustments made to
families accounts. Such support should include at a minimum explanations
for the adjustment, date of the adjustment, individual entering the adjustment,
and evidence of supervisory review and approval.

c. Completing a monthly reconciliation between individual family account
balances and the total premium accounts receivable balance. The sources of
discrepancies should be identified and resolved, including appropriate
adjustments to individual family accounts.

d. Establishing appropriate segregation of duties over cash receipts.

Department of Health Care Policy and Financing
Response:

Agree. The Department is requiring the contractor to correct al of the
identified deficiencies, as part of the Fiscal Y ear 2000 contract closeout. No
find payment for the Fiscal Year 2000 contract will be made until full
resolution is documented by the contractor and accepted by the Department.
Premium information system modifications have been made and will be
implemented concurrent with the implementation of the new premium
compliance (cost sharing) rule. Segregation of duties over cash receipts has
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been implemented. Payment for Fiscal Y ear 2001 contract year will be made
only for accurate, timely and procedurally acceptabl e premium administration
performance. Please refer to the response to Recommendation No. 4 for
further information.

Implementation date: part “a” June 30, 2000; part “b,” June 20, 2000;
part “c,” August 1, 2000, and ongoing; and part “d,” June 20, 2000.

Recommendation No. 13:

The Department of Health Care Policy and Financing should ensure that the new
information system for the Children’s Basic Health Plan premium administration is
adequate to meet program requirements and addresses problems with the present
system. Thisincludes, but is not limited to, ensuring that:

a. Transactionsentered in the system cannot be subsequently altered or del eted.

b. Monthly and year-end cutoffs can be performed for accounting and reporting
purposes.

c. Reports generated by the system produce information consistent with
underlying data in the system.

Department of Health Care Policy and Financing
Response:

Agree. Premiuminformation system modificationsthat were underway at the
time of the audit, which are designed to support fully accountable premium
administration operations (and that will also resolve the audit's information
systems issues in a prospective sense), will be completed and installed by
August 1, 2000, concurrent with the implementation of the new premium
compliance rule, as discussed in Recommendation Response No. 4. As of
mid-July, testing by the Department of the devel oped system components has
been fully satisfactory.

The Department assures that all components of the corrective action process
noted above are fully and effectively implemented and maintained, and the
Department will pay only for acceptabl e premium administration performance.
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Review Collection Efforts

In Chapter 2, we discuss some of our concerns regarding the impact of the new
CBHP cost sharing rule. Nonetheless, once premium requirements are in place, they
should be administered appropriately and consistently with other programs.

We found the lack of confidence in information on amounts owed by families for
CBHP has also resulted in the Department’ s being out of compliance with state laws
and regulations concerning past due amounts owed to the State. At the time of the
audit HCPF had not requested or received awaiver of these requirements; however,
staff indicate they are currently working on such a request.

Specific areas of noncompliance with state collection requirements include:

*  Premium accounts 30 days or more past due for CBHP have not been turned
over to state Central Collections, as required by state law. As of April 30,
2000, amost $381,900 of the total premium receivable reported by CHA of
about $457,200 was more than 30 days past due. The amount past due
represents amost 84 percent of premiums owed to the State.

In terms of families, CHA reports for April 30, 2000, indicate that close to
4,800 families, or 37 percent of the almost 13,000 familiesenrolled in CBHP,
were more than 30 days past due. These 4,800 families represent almost
53 percent of the approximately 9,100 families required to pay premiums.

About 63 percent of the reported receivable, or $289,395, is more than
90 days past due. None of these past due amounts include the $292,600 in
ba ances previoudly archived by the Department and CHA effective March 1,
1999.

e Past due amounts greater than $50 for individual accounts havein effect been
written off without appropriate coll ection effortsbecause certain amountsdue
were “archived” by the program. Regulations permit agencies to write off
only amounts of $50 or less, and only after the agency has made an effort to
collect; larger amounts can only be written off once Central Collections has
determined them uncollectible and with approval of the State Controller and
State Treasurer. As mentioned, the Department permitted the contractor to
archive balances of almost $292,600 as of March 1, 1999, because
information was considered unreliable. The average baance for these
accounts was $63 per family. Currently about $67,500 (23 percent) of the
archived amount remains outstanding, and no effortsare belng madeto coll ect
these balances from families.
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No familieshave been disenrolled from CBHP for nonpayment of premiums, because,
inadditionto lack of confidencein amountsreported asowed to CBHP, until recently
no rule had been put into place establishing policiesin thisregard. Until July 1999,
families were not notified of past due amounts.

It is unfortunate that fiscal systems, controls, and policies for the Children’s Basic
Health Plan have not been adequate to establish a foundation for tracking and
enforcing premiums since the inception of CBHP over two years ago. This has
resulted not only in noncompliance with state requirements; it al so meansthat families
have not been informed from the beginning about the State’ s expectations of payment
and consequences of nonpayment.

In discussions about the new cost sharing rule, there has been some concern among
the CBHP Policy Board and HCPF staff that enforcement of state laws and
regulations for collections will further hinder enroliment efforts for CBHP. For
example, families may be reluctant to enroll if they are uncertain they can maintain
premium payments and believe payment problems will affect their credit. However,
state statutes and regulations for collections alow agencies some flexibility. For
example, each agency defines the due date for payments under its program. Further,
an agency may request an extension from the State Controller for more than 30 days
to collect past due amounts, prior to turning them over to Central Collections.

The State operates many programs in which families and individuals have low
incomes, and all of these programs are required to operate under the same laws and
regulations regarding collections of past due amounts. The CBHP Policy Board and
Department need to define an appropriate structure for the collection of past due
amountsfor the program, working with the State Controller’ s Officeasneeded. This
structure should be designed in a manner that does not have an unduly negative
impact on program goas to maximize enrollment, and that at the same time
encourages reasonable accountability to the State for amounts owed and achieves
compliance with requirements.

Recommendation No. 14:

The CBHP Policy Board and the Department of Health Care Policy and Financing
should devel op and implement collection requirementsfor the Children’ sBasic Health
Plan that are reasonable for the program and comply with state laws and regulations
regarding the collection of past due amounts.
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CBHP Policy Board Response:

Agree. TheBoard will review the recommendationsin the report and respond
to the Legidative Audit committee by no later than September 1, 2000.

Department of Health Care Policy and Financing
Response:

Agree. The Department is currently working with the State Controller’s
Officeto arriveat amutually acceptable policy for remitting past due premium
accounts to Central Collections. Federal rules prohibit the use of parent’s
socia security numbers, which makes collection efforts difficult. The
Department will have an approved waiver in place by August 1, 2000, and will
be prepared to amend that waiver in the future as necessary.

Communication Between Program and Accounting
Staff at HCPF

Child Health Advocates provides the Department’s program staff with monthly
reports on aspects of the CBHP program, including premium administration. This
information includes a detailed premiums receivable report and information on
premiums billed and collected.

We found that program staff do not routinely provide Department accounting staff
with all necessary information related to premiums. As a result, severa account
baances related to premiums for the Children’s Basic Health Plan are misstated on
COFRS, the State’ saccounting system. Specifically, accounting staff did not receive
the monthly aging report listing the total amount of premiums receivable, and
accounting staff were not aware that in some instances families pay premiums in
advance. The net effect of thislack of communication on COFRS balancesisthat as
of April 30, 2000, the Accounts Receivable balance was understated by about
$56,000 and the Deferred Revenues balance was understated by about $87,000.
Although accounting staff were uncertain where the remaining $31,000 misstatement
was recorded, it is likely that CBHP revenues were overstated by that amount.
Program staff should ensure accounting staff receive information needed to avoid
errors on the State' s financial records.
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Recommendation No. 15;

The Department of Health Care Policy and Financing should ensurethat program staff
for the Children's Basic Health Plan provide to accounting staff all required
information regarding premium administration.

Department of Health Care Policy and Financing
Response:

Agree. The program staff and the accounting staff have been communicating
this information since the issue was raised in June 2000.

Federal Requirementsfor CHIP

Under thefederal Single Audit Act, the Department isresponsiblefor compliancewith
requirements for the federal Children’s Health Insurance Program, or CHIP. This
means that HCPF must have adequate measures to ensure that CHA and other
contractors meet these requirements. This is particularly important in the case of
CHA, sinceitisresponsiblefor critical functions of the Children’s Basic Health Plan
such as eligibility determination. Out of Fiscal Y ear 2000 year-to-date expenditures
of $18.5 million for CBHP as of April 30, 2000, we estimated that CHA directly or
indirectly controlled the expenditure of $18.08 million (about 98 percent).

One way for the Department to determine CHA’s compliance with federal
requirements would be for HCPF to classify CHA as asubrecipient for federal award
reporting purposes. Classifying CHA in such a manner would require it to have an
annua audit under the Single Audit Act. This type of audit must determine if an
entity has adequate controls in place to ensure federal funds received are expended
in accordance with applicable federa laws and requirements. By requiring such an
audit, the Department would receive an independent assessment of CHA'’ s controls
and compliance relative to federal requirements under CHIP.

Another way for the Department to determineif CHA ismeeting federal requirements
is for HCPF to perform onsite monitoring of CHA operations. Colorado state
agencies operating federa programs of comparable size to CHIP typically have
established some means of onsite monitoring of subrecipients, in additionto requiring
the annua audit under the Single Audit Act. In any case, the Department must
implement measures to ensure funds are spent appropriately.
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Recommendation No. 16:

The Department of Health Care Policy and Financing should develop and implement
amechanism to ensure the administrative contractor for the Children’ s Basic Health
Plan complies with federal requirements.

Department of Health Care Policy and Financing
Response:

Agree. The Department, as part of the Fiscal Year 2000 contract closeout,
is requiring the contractor to agree in writing to comply with federal Single
Audit procedures, beginning with an audit of the Fiscal Y ear 2000 contract
year. Final payment to the contractor for Fiscal Year 2000 will not be made
until this agreement is provided to the Department. The Department is also
reviewing its staffing and organizational priorities to determine if
modifications to its contract management procedures (including on-site
monitoring procedures) are needed and feasible.

Document Policies and Procedures

We found that Child Health Advocates does not have a current, comprehensive
manual to document policies and procedures for the various functions it performs,
such as digibility and enrollment, premium administration, marketing and outreach,
and network administration for the CBHP Network. The lack of amanual defining
program operations may have contributed to some of the problems found during the
audit. Some of the areas in which inconsistencies or lack of clear policies and
procedures were identified include:

 Lack of a documented policy dictating when refunds for premium
overpayments should be made. We identified instancesin which familiesdid
not receive refunds of overpayments for months after leaving CBHP. For
example, we found six families that were owed refunds ranging from almost
$60 to over $170; these families |left CBHP between 4 and 16 months ago.

* Lack of documented procedures for conducting CHA'’s interna quality
assurance process, including follow-up procedures to ensure all errors
identified are addressed in a timely manner. Without this, there can be
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misunderstandings concerning what el ements are being tested and whether or
not errors were corrected.

» Lack of documented accuracy standardsto be used for applications submitted
through satellite digibility determination sites. Sites are only paid for
applications that CHA determines have been accurately filled out. The
standards and definition of what constitutes an error need to be consistent for
al sites and from month to month to ensure fairness.

* Lack of adequate documentation describing staff responsibilities in certain
areas such aseligibility and enrollment, premium administration, and network
administration. We noted some problems related to all of these areas.
Documentation shouldinclude proceduresfor appropriate supervisory review,
restrictions on authority, and requirements to communicate information
needed by other parts of the organization.

*  Questions about how to resolve contradictory information regarding family
income. For example, sometimes there are discrepancies between self-
reported unearned income (e.g., child support, cash assistance, or SSI
payments) and documented unearned income (e.g., from bank account
statements). This could result in families' being treated in an inconsi stent
manner.

. Lack of requirements for documentation from families that report they have
other coverage and would like a refund for previous months premium
payments to CBHP. Families are not asked to provide documentation
verifying the coverage and the date it began.

The Fiscal Year 2000 contract between the Department of Health Care Policy and
Financing and Child Health Advocates states that CHA shall develop and maintain a
comprehensive policy and procedures manual. In July 1999, CHA published an
Eligibility and Enrollment manual; however, this manual was not updated when the
eligibility requirements were changed in December 1999. Therefore, theinformation
is not entirely accurate for key elements of this critical process. The Eligibility and
Enrollment section has begun compiling the substance of a new manual. However,
the new manua had not yet been published by the end of our audit. Further, this
manual will not address other components of the administration of CBHP, such as
premium administration and network administration.

We recognize that Child Health Advocates has consulted with the Department on
numerous occasions to clarify areas of operations and has used informal means to
document these discussions. This information needs to be compiled into a manual
that serves as aformal agreement between these two entities regarding how CBHP
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rules are implemented and how the program operates. Furthermore, documented
policies and procedures help ensure that families are treated equitably under the
Children's Basic Health Plan. This type of documentation is especially important
when a program is new and in transition, asis the case with CBHP.

Recommendation No. 17:

The Department of Health Care Policy and Financing should ensure that the
administrative contractor for the Children’ sBasic Health Plan devel opsand maintains
acomprehensive and current program policy and procedures manual for the program
that addresses all areas of operation, as required by contract.

Department of Health Care Policy and Financing
Response:

Agree. The Department received from the contractor revised procedure
manuals for premium administration, distribution, customer services, and
eigibility and enrollment. The marketing plan accepted in June 2000
substantially meets the requirements of aprocedures manual for that scope of
work area. These manualsare under review and will be accepted or sent back
for revision, as part of the Fiscal Year 2000 contract closeout procedures.
Any additional manual materialsor corrective actionsrequired, or substantive
failluresto maintain manuals, will beincorporated into contingency payments
or payment holdbacks for the appropriate contract fiscal year.

Implementation date: June 30, 2000.
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Services Programs

Chapter 5

| ntroduction

The creation of the Children’s Basic Hedth Plan (CBHP) has introduced a new
dynamic among programs providing children’ shealth servicesin Colorado. Asnoted
earlier, CBHP is Colorado’'s version of the federal Children’s Health Insurance
Program (CHIP), and therefore it provides a major new source of federal funds for
these children’s services.

Similar to other states, Colorado is experiencing the need to reeval uate rel ationships
between this new program and other established programs. Further, state statutesfor
CBHP indicate that identifying and addressing opportunities for interprogram
communication, coordination, and consolidation are all viewed as important aspects
of implementing the program (Sec. 26-19-102(3,5), C.R.S.).

Efforts have been made to promote interprogram communication and coordination
under CBHP. Specifically:

» The CBHP Policy Board (Board) includes the executive directors of the
Departments of Health Care Policy and Financing, Human Services, and
Public Health and Environment, as well as the commissioner of the
Department of Education. In addition, the Board includes seven members
from the private sector. The Board sets policies and rules for the
development and implementation of CBHP.

» TheBoard has established committees and subcommittees open to the public
that provide a forum for discussing issues related to CBHP.

* Adminigtratively, CBHP has worked to establish communication and
exchange of information, such as efforts with the Health Care Program for
Children with Special Needs and with the Medicaid program. CBHP and the
Medicaid program have also held joint digibility training for staff.
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» CBHP, the Colorado Indigent Care Program, and Medicaid have devel oped
a more comprehensive joint application to be used to apply for al three
programs. The application has been through a pilot test and is undergoing
management review.

In genera, the Children’s Basic Health Plan has developed many relationships with
service providers, county health departments, and other community-based
organizations, most notably CBHP satellite eligibility determination sites.
Nonetheless, while these efforts are important, they do not address more systemic
issues, such as coordination and consolidation among state programsthat offer health
services to children.

Clarifying Interrelationships Among
Programs

Table 11 below contains some comparative information about CBHP, the Colorado
Indigent Care Program (CICP), and Medicaid programs that serve children.



Table 11: Comparison Information for the Children’s Basic Health Plan, Colorado Indigent Care Program, and Medicaid Program
Programsfor Children Under 19 Years: Fiscal Year 1999

Children’sBasic Health Plan

Colorado Indigent Care Program

1931, Baby Care/Kid Care (BC/KC), and Ribicoff
Medicaid (Children’s programs only)*

Number of children served?

12,825

28,743

112,771

Expenditures®

$12,663,772

Not available’

$150,656,152

Average cost per child

$987

Not available’

$1,336

Funding sour ces

Federal funds and state general
funds (approx. 2:1 match)

State general funds (some Medicaid
funds are used to support the program.)

Federal funds and state general funds (approx. 1:1 match)

Entitlement program?

No

No

Yes

Area of availability

Statewide

Primarily urban; limited rural coverage

Statewide

Types of benefits

Inpatient, outpatient, prescription
drugs, limited mental health.

Varies by provider.®

Inpatient, outpatient, prescription drugs, mental health,
long-term care.

Maximum age of children
served

18 years old.

None; serves both children and adults.

BC/KC: 5yearsold. Ribicoff: 16 yearsold as of Fisca
Year 1999. 1931: None; serves al members of afamily
with children.

Maximum income of eligible
family, based on Federal
Poverty Level (FPL)®

185 % FPL

185 % FPL (includes excess amount
from asset calculation).

BC/KC: 133% FPL. Ribicoff: 100% FPL.
1931: AFDC standards on July 16, 1996 (approx. 39%
FPL for Fiscal Year 1999).

Asset test for eligibility?

Y es; specified base amounts of assets
(cars, real property, savings accounts,
etc.) are exempt; excess of base is added
to income.

BC/KC and Ribicoff: Yes; limited to $1000 after $1500
deduction from value of vehicle with highest equity.
1931: Yes; limited to $2000 after exemption of vehicle
with highest equity.

Cost-sharing structure

Families above 100% FPL pay
premiums and copayments based on
adliding scale.

Families pay copayments based on a
dliding scale.

[Thereis no cost sharing for children in Medicaid
programs.]

Sour ce: Office of the State Auditor analysis of agency information.

Notes:

. When requirements for the programs differ, they are described separately. Children also receive Medicaid through Foster Care and Undocumented |mmigrants programs.
. CBHP and Medicaid: Average of the number of children enrolled at the end of each month during Fiscal Y ear 1999; CICP: Number of children who received servicesin

Fiscal Year 1999.

. Expenditures do not include administrative costs.
. CICP serves adults and children and expended approximately $110.3 millionin Fiscal Year 1999. The program does not track health care costs by age group.
. Statutes require providers to prioritize the medical servicesto be furnished. The highest priority must be the funding of emergency services for the entire year.
. Each program defines income differently. Therefore, 185% FPL income levels are not the same for CBHP and CICP.
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From abudgetary point of view, the most important distinction among the programs
isthat Medicaid is an entitlement program. This meansit must serve al individuals
meeting the program’s digibility rules. CBHP and CICP are not entitlements,
expenditures are limited to available appropriations, and the State can limit
enrollments or costs in order to control expenditures if necessary.

Overdl, the three programs work together in a manner that provides health care
servicesto Colorado’ s low-income families. Table 12, which follows, isasimplified
graphicrepresentation of how the Children’ sBasic Health Plan, the Colorado I ndigent
Care Program, and the Medicaid program interrelate in terms of income levels and
ages of low-income children covered under the programs. However, thisis not a
comprehensive view of the interrelationships among the programs due to other
important aspects of eligibility not shown in the table, as discussed below.
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Table 12: State-Subsidized Health Insurance for Children Under 19 Years
Children’s Basic Health Plan (CBHP),
Colorado Indigent Care Program (CICP), and Medicaid Program
Fiscal Year 2000
(Table does not reflect the impact of CICP and Medicaid asset tests or differencesin
program income definitions.)

Children’s Basic Health Plan and
Colorado Indigent Care Program*

Ribicoff Medicaid?

AFDC
Need
Standard

(=38%) 1931 M edicaid?

)
3
-
2
[
3
o
©
[
3
LL
S
S
i
Q
&
3
£
>
5

6-16

Child’sAge

Sour ce: Office of the State Auditor Analysis of agency data.
Notes:

1
2.

3.

The Colorado Indigent Care Program also serves eligible adults.

Only Medicaid programs serving children are included (Baby Care/Kid Care, Ribicoff,
and 1931 Medicaid). The 1931 Medicaid program also serves eligible adults.

The Baby Care/Kid Care Medicaid program aso covers pregnant women; therefore,
qualifying pregnant teenagers could receive Medicaid services under this program.



88

Children’s Basic Health Plan Performance Audit - July 2000

Generdly, Table 12 illustratesthat Medicaid is structured toward providing coverage
to younger children. Asachild’ sageincreases, their family income must be lower in
order for the child to remain dligible for Medicaid. If the family’s income exceeds
Medicaid limits but does not exceed 185 percent of the federal poverty level, families
typically are eligible to enroll their children in CBHP or CICP. In effect, CBHP and
CICPfill in the gaps left by Medicaid limits.

However, there are two key points not shown in the table that add complexity to the
relationshipsamong these programs. First, the table doesnot reflect theimpact of the
different asset limitations imposed by Medicaid and by CICP. These requirements
mean that even if families have the same income, they may be dligible for different
programs based on the value of their assets, such as a car or savings account.
Second, the table does not reflect differences in how the programs define family
income and allocate it among family members. Currently all three programs have
different ways of defining and calculating “family income.”

Colorado Indigent Care Program and Children’s Basic Health
Plan

The General Assembly has been concerned sincetheinception of CBHP about thefact
that eligibility rules for CBHP and CICP generally allow for children to qualify for
both programs, as long as the families' assets do not exceed limits under CICP.
Although specific data are not available, there are indications that families with
children qualifying under both programs sometimes use the Colorado Indigent Care
Program, even though service levels may be lower under CICP and copayment costs
to the family could be higher.

From apolicy point of view, this possible underutilization of CBHP isa problem for
several reasons:

* Leveraging of statefunds. CBHP isfunded by a2 to 1 match of federal to
state dollars, which enables the State to leverage general fund monies. CICP
is a state-funded program, although some Medicaid monies not specifically
tied to CICP have been used to support the program. Medicaid isfunded by
about a 1 to 1 match of federal to state dollars.

» Target populations. CBHFP's target population is smaller than CICP's
because CBHP only covers children through 18 years of age. CICP has no
age restrictions.

* Accessto services. Children generally have access to a greater range of
services under CBHP than they do under CICP. Thiswould suggest children
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in CBHP would be able to obtain a higher level of services during the critical
early years. For example, preventive services are part of CBHP's benefit
package. Under CICP, not all providers make these servicesavailable. Thus,
it appears reasonable to cover qualifying children under CBHP rather than
CICP.

Under changes resulting from the passage of Senate Bill 00-223, the CBHP Policy
Board has initiated a revised digibility rule that would incorporate into CBHP the
same standardsfor family incomethat arein placefor CICP. Thisisanimportant step
because matching eligibility-related definitions helps ensure that children are not
inadvertently “lost” between the two programs.

Senate Bill 00-223 charged the Department of Health Care Policy and Financing
(HCPF) with evaluating the possibility of eliminating the Colorado Indigent Care
Program (CICP) for children éigible for CBHP and requiring familiesto enroll these
children in CBHP. The Department isto issue areport on this option by November
1, 2000, to the Joint Budget Committee and the House and Senate Health,
Environment, Welfare, and Institutions Committees.

Streamlining and Standardizing CICP, CBHP, and M edicaid

The Department oversees both CICP and CBHP, and it istherefore the logical entity
to identify and recommend ways to facilitate moving children from CICP to CBHP.
Asthe oversight agency for the Medicaid program aswell, HCPF can take a broader
approach and further work toward the goal s of coordination and consolidation among
programs required under CBHP statutes. The Department can help achieve these
goals by identifying ways to streamline the eigibility requirements and processes, as
well as standardizing aspects of all three programs. Recommendationsin these areas
could aso help the State achieve amore “seamless’ system for providing benefitsto
low-income families and children, as well as lessen confusion for families over
differing program requirements. As noted earlier in thisreport, it is not unusual for
children to move between CBHP and Medicaid; similar movement may aso occur
among CICP and the other two programs. Areasthat the Department could consider
for streamlining and simplification include:

* Exploringwaysto makethe cost-sharing provisionsbetween CBHPand CICP
more similar in order to encourage families to move from CICP to CBHP.
The Colorado Indigent Care Program relies on a copayment structure, while
CBHP uses both premiumsand copayments. Familieswith little discretionary
income may prefer a program in which fees are based on utilization of
services, rather than aprogram in which monthly premiums are required even
when services are not used.
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Further, as noted earlier in the report, as of April 2000, a significant number
of thefamiliesrequired to pay premiumsunder CBHP are currently morethan
one month behind with their payments. Once the CBHP disenrollment policy
for nonpayment of premiums is enforced, the viability of CBHP may be
dependent upon exploring other cost-sharing options.

* Moving toward standardization of benefits among programs in order that
families receive more consistency in services among programs.

* Finding ways to ensure continuity of care through maintaining the family’s
primary care physician, when possible, in instances where families move
between programs.

* Extending the effort to aign eligibility definitions by reviewing Medicaid
rules, specifically for calculation of family income, to identify ways that can
amplify program administration among all three programs. Thiswould need
to be examined in light of federal requirements for Medicaid and negative
impacts on state expenditures.

* Using the Medicaid Management Information System (MMIYS) to process
clamsfor al three programs. MMISiscurrently used for Medicaid payments
to providers and tracks a wealth of other data. The Department is in the
process of converting CICP claims payments onto MMIS. Staff report that
when CBHP achieves statewide HM O coverage, it may be cost-effective for
this program to use MMIS as well.

* ldentifying waysin which the separate eigibility and enrollment systems can
exchange information in a more timey manner.  Some specific
recommendations along these lines are made in the next section of this
chapter.

The Department reportsthat effortsto ssimplify the Medicaid program structure have
been attempted in the past; however, these efforts have not been particularly
successful because of possible cost implications and the State’ s budget constraints.
However, the implementation of CBHP has added a new element to the network of
programs that offer health servicesto children, and thus a new attempt to streamline
the interrel ationships between these programs may be appropriate.

The State has already taken significant steps to move toward a seamless dligibility
system with its commitment to the development of the Colorado Benefits
Management System (CBMS). This system is envisioned as creating a single entry
point for many programs, including CBHP, CICP, and Medicaid. Identifying ways
to improve the interactions among programs is another means of working toward a
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true single entry point approach, and at the same time achieving legidative goals for
coordination and consolidation.

Recommendation No. 18:

The Department of Heath Care Policy and Financing should promote program
coordination and consolidation among the Children’ sBasic Heal th Plan, the Colorado
Indigent Care Program, and the Medicaid program by identifying ways in which to
streamline and standardize eligibility and enrollment processes and requirements,
benefits, cost sharing requirements, and other aspects of these programs.
Recommendations shoul d beforwarded to the Joint Budget Committeeand theHouse
and Senate Health, Environment, Welfare, and Institutions Committees under the
same timeline established by the Department in its response to Recommendation No.
1 of thisreport.

Department of Health Care Policy and Financing
Response:

Agree. The Department isinthe midst of the statutorily required study under
Senate Bill 00-223 identifying waysin which to better integrate the CICP and
CBHP programs. A Task Force has been convened and meetings scheduled
to focus on those statutorily required functions. We agree with the
recommendation that afull analysisof theeligibility and enrollment processes,
requirements, benefits, and cost sharing need to be assessed between the
CICP program, CBHP, and Medicaid asthey relateto children. However, we
recommend that the timing be expanded to allow adequate resources to
successfully fulfill thistask. Wewill completethe existing study under Senate
Bill 00-223 for reporting to the legislature on November 1, 2000. We
recommend scheduling the additional analysis subsequent to this study for
completion by January 1, 2001.

| mproving Eligibility and Enrollment
Coordination

Applications and enrollment information frequently need to be exchanged between
CBHP, CICP, and Medicaid programs. Improving communication and coordination
between digibility and enrollment systems can lessen administrative duplication,
decrease excessive application time lags, avoid simultaneous enrollment in both
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programs, and minimize confusion for families. While the implementation of CBMS
should address many concernsin thisarea, until thisimplementation occursthe State
needsto find other means to improve coordination between CBHP and the Medicaid
program.

Eligibility Processes and Systems

Similar to other states, Colorado’ s CHIP program, CBHP, and the Medicaid program
have separate eligibility processes and automated systems. The Colorado Indigent
Care Program has yet another process for digibility, which is manua and not
centralized. The combination of different points of entry for different programs and
related legal requirements are summarized below.

* Children’s Basic Health Plan: Eligibility is determined by the State's
contractor, Child Health Advocates (CHA), a private nonprofit entity.
Providers and other community-based organizations function as satellite
eligibility determination sites (SED sites) at 67 locations.

* Colorado Indigent Care Program: Eligibility is determined by the
participating providers, which include local hospitals and clinics at 108 sites.

* Medicaid: Eligibility is determined by the county departments of social
Services.

A variety of other sitesprovideinformation about some or al three of these programs.
However, with the exception of 35 locationsthat function as eligibility determination
stes for both CBHP and CICP, the “entry points,” or locations where families can
actually enroll in the programs, are different for each program. Additionaly, the
automated eligibility systems for CBHP and Medicaid do not interact or exchange
information.

The digibility processis further complicated by severa legal requirements:

» CBHP and CICP are required to screen applicants for Medicaid dligibility,
since neither program is allowed to enroll an individual who is Medicaid-
eigible.

» Maedicaid digibility must be determined by the county department of social
services in which the applicant resides (Sec. 26-4-106(1), C.R.S)). This
means only the counties can actually enroll individuals in the Medicaid
program.
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In cases where an individual applying through CBHP or CICP appears Medicaid-
eligible, the application must be sent to the county departments. The county then re-
performsthe Medicaid eligibility process. If the county does not agree that the child
isMedicaid-eligible, the application is sent back to the original program. In addition
to theselegal requirements, Colorado has acounty-administered system for Medicaid
and social services, rather than astate-administered system. Thismeansthat the State
has limited ability to standardize procedures across counties.

Processing Delays Between CBHP and Medicaid

L ack of adequate communi cation between CBHPand Medicaid éigibility systemscan
cause processing delaysfor applicantsreferred to the other program. Inmid-February
2000, CHA began to formally track the length of timeit takes to receive information
back on applicants referred to the county departments of social services. From mid-
February to mid-March 2000, Child Health Advocates sent the counties applications
for 536 children who appeared Medicaid-eligible. By late April, CHA had received
dispositionsfrom the countiesfor only 144 of the children, or about 27 percent of the
total. For the remaining 392 children (73 percent), we tested a sample of 27
applicants and were only able to determine that 15 of these had been enrolled in
Medicaid.

Overdl, for the first ten months of Fiscal Year 2000, CHA reports that 5,353
applicantswere referred to the counties, or about 14 percent of applicants. Asof the
end of April 2000, CHA had received dispositions on 1,252 children. Staff report
there can be substantia delays in hearing back from the counties, and in some cases
the disposition is never received.

Feedback from the counties is important because CHA needs to follow up with
families concerning children determined ineligible for Medicaid. These are likely to
be children who could be enrolled in CBHP. Out of the 1,252 applicants for whom
CHA had received information back from the counties, 395 children (32 percent) had
been denied Medicaid. Thissuggeststhat asubstantial number of applicantsreferred
to the counties may ultimately end up being eligible for CBHP.

There are several ways in which the Department could address these delays:

v Place Medicaid digibility technicians at Child Health Advocates. Thisisthe
most straightforward solution from the viewpoint of processing these
potentially Medicaid-eligible children in the quickest manner. This would
require a change in the state law requiring county departments of social
servicesto determine Medicaid dligibility. However, discussions are already
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under way to change this law in order for the proposed Colorado Benefits
Management System to be effective as a single entry point system.

v Arrangein larger counties for Medicaid digibility technicians to spend some
portion of time on a weekly basis a one of the satellite eigibility
determination (SED) sites for CBHP. Thiswould require that access to the
Medicaid digibility system be made available at these sites. This type of
arrangement is currently in place at one of the SED sitesin Denver.

v Establish specifictimeframesfor countiesto report on the status of applicants
to CBHP. In cases where a disposition has not occurred, require an
explanation of the nature of the delay. Thiswould require the least changein
the current processand probably betheleast effectivein reducing timeframes.

Additionally, CHA reports that applications originating with the counties are not
necessarily forwarded in atimely manner, although CHA doesnot formally track these
delays. During the first ten months of Fiscal Y ear 2000, ailmost 7,000 applicants, or
nearly 18 percent, came through county departments of social services. To expedite
these applications, SED sites could be required to pick up applications from the
counties on aweekly basis.

The Department should ensure that the exchange of applications and eligibility
information between CBHP and the Medicaid program occurs in a timely manner.
This will reduce excessive delays in processing time that could discourage families
from participating in the programs and aso could cause families to delay needed
medical care for their children.

Recommendation No. 19:

The Department of Health Care Policy and Financing should ensure applications
referred between the Children’s Basic Health Plan and Medicaid program are
processed timely. Options include:

a. Locating Medicaid digibility technicians at eligibility sitesfor the Children’s
Basic Hedlth Plan.

b. Requiring satellite digibility determination sites for the Children’s Basic
Health Plan to collect referred applications from the county departments of
socia services on aregular basis.
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c. Establishing specific time frames for counties to report on the status of

applicants to CBHP and on the nature of any delays.

Department of Health Care Policy and Financing
Response:

Agree. The Department agrees that a system that allows more timely
determination of Medicaid €eligibility would benefit applicants to both
Medicaid and CBHP. The Medicaid eligibility system is devolved to the
counties. Placing Medicaid eligibility technicians at Child Health Advocates
would require statutory change. Placing Medicaid eligibility technicians at
SED sites hasreceived limited support from the counties (other than Denver)
because of volume issues. To date, counties have not found this
recommendation to be cost effective. Wewill continueto meet with counties
to discuss the possibility of this option. The Department has been working
with the counties and plans to issue an agency letter to the county
departments of social services by September 30, 2000, that will specifically
addressreferral of applicationsbetween CBHP and Medicaid, aswell asother
communications and procedural issues. The Department will continue to
stress the need for timely referrals in future meetings with the counties.

| nformation on CBHP for Families L eaving
Medicaid

Familiesdisenrolled from Medicaid programsmay not alwaysbereferredto or receive
information about CBHP. At least annually Medicaid enrollees are required to have
their digibility redetermined through verification of key information to the loca
county department of social services. This process alowsthe countiesto update the
family’ s data and reassess their eigibility under the program.

Currently counties have the following procedures in place:

If the family submits an initial application and is determined ineligible for
Medicaid, the county forwards the application to the Children’ s Basic Hedlth
Pan.

If the family submits the redetermination form and is found ineligible for
Medicaid, the county does not forward information to CBHP, because the
redetermination form is not designed so that it can be used as areferral form
to CBHP.
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Additionally, the Medicaid “denid” letter that is automatically sent to families
informing them that they are no longer eligible for the Medicaid program does not
inform familiesthat their children may be ligiblefor CBHP or tell them how to apply
for the program.

The Department reportsthat it plansto include CBHPinformationin Medicaid denia
letters. Thiswill help ensurethat all familiesineligiblefor Medicaid either arereferred
to CBHP or receive information about the program.

Recommendation No. 20:

The Department of Health Care Policy and Financing should ensure that families
determined to be ineligible for the Medicaid program receive information on how to
apply for the Children’s Basic Health Plan by including information about CBHP in
denial letters sent to these families and by other appropriate means.

Department of Health Care Policy and Financing
Response:

Agree. Currently, cases denied for Medicaid are referred to CBHP sites.
Changesto Medicaid noticeinformation on denial |ettersto inform applicants
of CBHP (including an information phone number) are scheduled to be in
place by August 2000.
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CBHP Network Claims Audit
Chapter 6

Background

As part of our audit of the Children’s Basic Health Plan (CBHP), the Office of the
State Auditor contracted with Buck Consultants to evaluate the payment of health
insurance claims under the program. The following isasummary, prepared by Buck
Consultants, of the results of the claims audit. A copy of the full report is available
upon request from the Office of the State Auditor (Children’s Basic Health Plan
Claims Audit, Report No. 1225B).

Summary of Findings and
Recommendations. Claims Audit

| ntroduction

The primary goa of CBHP is to maximize enrollment of Colorado’s low-income,
uninsured children in order to increase their access to health care. Asof April 30,
2000, there were 24,410 children enrolled in CBHP; of these, 16,640 (68 percent)
were served through HMOs, and 7,770 (32 percent) were served through the CBHP
Network.

The Department of Health Care Policy and Financing (HCPF) contracts with Child
Health Advocates (CHA) to determine eligibility for al program applicants. Once
enrolled in CBHP, children receive health care primarily through HMOs. However,
insomerura areaswhere HM O coverageisnot available, CBHP maintainsanetwork
of providersreferred to asthe CBHP Network (Network). Designated physiciansin
the Network serveas Primary Care Physicians (PCPs) and asgatekeepersfor referrals
to other services (e.g., ancillary and specialty services, hospital services) in the
Network. Claims resulting from these referrals are paid on a fee-for-service basis.
The claims filed under the CBHP Network are the focus of this audit.

HCPF contracts with Anthem (formerly Blue Cross Blue Shield of Colorado) to
process claims submitted under the CBHP Network.
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Audit Objectives

In order to thoroughly evaluate the administration and management of the CBHP
program, we conducted on-site audits at CHA’s and Anthem’ s offices. Our review
of applications at CHA was based on a sample of 20 enrollment applications and
focused on three key performance indicators:

» Enrollment application accuracy.
» Enrollment application digibility timeliness.
» Hligibility rule compliance.

At Anthem our review of claims focused on three key performance indicators:

» Claim payment accuracy.
e Timeliness of claim payments.
*  Compliance with CBHP schedule of benefits and other requirements.

Inaddition, our review included internal controlsand procedures, claim cost controls,
digibility, claims payment system, and data collection capabilities.

Our investigation covered al aspects of clam administration. We verified the
eligibility of the claimant at the time services or supplies were rendered. All claims
were recalculated to confirm that benefit payments were reimbursed accurately. All
clams were reviewed for medical necessity. Procedural and diagnostic codes were
validated to ensure accuracy of payments. Feeallowanceswerereviewed and verified
for each claim. The date received and the date paid were recorded for each claim to
calculate the processing time.

In determining the capability of Anthem’ soperation to effectively support CBHP, we
made comparisons wherever possible to industry standards of performance for claim
administration.

Audit Results
Child Health Advocates

During our review we noted that CHA forwards eligibility information, such as
additions, deletions, and changes, to Anthem on aregular basis. However, thereis
no reconciliation between the digibility information maintained by CHA and by
Anthem.



Report of The Colorado State Auditor 99

Eligibility File Reconciliation

Asanintegra part of our review, we compared the CHA and Anthem dligibility files.
A sample of files for 20 families was compared to eligibility information maintained
at Anthem for these samefamilies. Wefound discrepanciesin 4 out of the 20 families
tested (20 percent); these families involved a total of 9 children. The following
discrepancies were noted:

e For 7 children, Anthem and CHA had different termination dates on file. For
6 children, Anthem had later termination datesonfilethan CHA, which could
result in claims being erroneously paid by Anthem. For the other child,
Anthem had an earlier termination date than CHA, which could result in
clams being erroneoudly denied by Anthem. In al instances, CHA stated it
had previously communicated the corrected termination dates to Anthem.

* For 2 children, Anthem had no digibility files, while CHA had both children
listed as currently enrolled. This could have resulted in claims being
erroneously denied by Anthem if CHA'’ srecordsare accurate and the children
are enrolled.

Recommendation No. 21:

The Department of Health Care Policy and Financing should ensure that consistent
and accurate eligibility datafor the Children’ s Basic Health Plan are reflected on-line
at Anthem and Child Health Advocates by:

a. Requiring that eligibility discrepancies identified during the claims audit and
any resulting claims issues are resolved.

b. Establishing a reconciliation process on digibility data to be performed by
Anthem and Child Health Advocates on a monthly basis.

Department of Health Care Policy and Financing
Response:

Agree. The Department has established formal processes in the Fiscal
Y ear 2001 Anthem and Child Health Advocates agreementsfor adherence to
a prioritized work agenda and corrective action plans. Monthly eligibility
reconciliation procedures are being prioritized and implemented.
Implementation date: October 1, 2000.
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Anthem

Claim Payment Accuracy

A random sample of 150 claims was selected from CBHP claims paid by Anthem
between March 1, 1999, and February 29, 2000. During this period 34,310 claim
records were filed with Anthem on behalf of CBHP for atotal of $2,651,050.

Based on thefindings of the random sample audit a the Anthem claim office, theratio
of the number of claims processed incorrectly to the total number of claims audited
(the sample error rate) was determined. The error rates are based on a population of
individual claim transactionsrather than complete claim histories. Anerror isdefined
as aclaim transaction containing one or more mistakes in the calculation of amounts
payable, or in procedures that potentially affect the calculation or management
reporting of data. Multiple errors on the same claim transaction are counted only
once. Claim transactions containing both aprocedural and financial error are counted
asafinancia error.

* Thefinancial error rate for the sampleis 1.4 percent. The financial error
rateistheincorrect dollarspaidinthe sample, divided by thetotal dollarspaid
in the sample. It includes the absolute value of both overpayments and
underpayments identified by the audit. This is the most substantive
measurement of claim administration, since it directly impacts plan dollars.
One percent (1 percent) of paid dollars is considered by most major
administrators as the maximum acceptable financia error rate; this is aso
Anthem'’s internal standard. Compared with both industry’s and Anthem’s
standard, the 1.4 percent financial error rate identified by the audit is
unacceptable.

* The payment incidence error rate for the sample is 21.3 percent; this
represents the number of incorrect sample payments divided by the total
number of sample payments. Compared with the maximum acceptable
industry error rate of 3 percent, the error rate in the audit is significantly
above the acceptable rate. Anthem does not internally measure the payment
incident error rate. The majority of these errors were caused by a systemic
problem related to incorrect copayments.

* The procedural error rate for the sample is 0.7 percent; there was one
procedural error identified in the random sample. The procedura error rate
is the number of sample claims containing an error with an unknown or no
monetary effect divided by the total number of sample claims. Acceptable
industry standards for procedural error rate in an automated environment is
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5 percent. Anthem’sinternal standardis2 percent. The procedural error rate
in the audit was better than both industry’ s and Anthem'’ s standard.

Table 13 summarizes the industry standards for error rates, Anthem’'s stated
standards, and the audit results:

Table 13: Children’s Basic Health Plan Claims Audit
Summary of Claims Payment Errors

M easurement Industry Anthem
Criteria Standard Standard

Financial Error < 1.0% <  10%
Payment Incidence Error < 3.0% Not measured
Procedural Error < 5.0% <  20%

Source:  Buck Consultants analysis of claims data.

The relatively high financial and payment incident error rates were largely the result
of incorrectly applied copayments. The audit identified numerous errors where a $2
and zero copayment were incorrectly applied.

Anthem reports that in September 1998 it entered certain claimant files on-line using
anincorrect benefit package. The benefit package defines the amount of copayment
to be applied when reimbursing providers. Anthem states the claim system was
corrected in September 1999 to reflect accurate benefit package data. Therefore, for
12 months claim payments to providers were based on erroneous data. Anthem did
not correct past payments to providers once the error was discovered. Adjustments
were limited to instances where the family or provider complained.

Anthem’ sresultsfor financia errorsin the random sample fall outside the acceptable
range. The numerous payment incidence errors are systemic due to the incorrect
programming of the benefit package onto the claim payment system. The impact of
these errors must be quantified by Anthem. The Department should determine if
correction of erroneousy paid amountsrelated to themistakesisfeasible. Inaddition,
error rates should be improved.
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Recommendation No. 22:

The Department of Health Care Policy and Financing should require that Anthem
execute a utility report to quantify the error amount caused by the installation of the
incorrect benefit packagefor the Children’ sBasic Health Plan and determinethe cost-
benefit of correcting erroneous payments.

Department of Health Care Policy and Financing
Response:

Agree. The Department will request quantification of copayment-related
clamserrorsby August 1, 2000. However, results may indicate that the cost
of reprocessing claims to correct payments may exceed the associated
financia benefit.

Recommendation No. 23:

The Department of Health Care Policy and Financing should require that Anthem
improvethe poor financial and payment incidence error rate resultsfor the Children’s
Basc Hedth Plan by including performance guarantees and remedies for
nonperformance in future contracts. Guarantees should be based on industry
standards.

Department of Health Care Policy and Financing
Response:

Agree. The Department will specify improvement via the corrective action
process noted above in Recommendation No. 21. Additionally, liquidated
damages may be applied if corrective action plans are not implemented or
completed satisfactorily. Implementation date: October 1, 2000.

Timeliness of claim payments

Turnaroundtime (TAT) studieswere performed ontherandom sample. Most carriers
and claim administratorsstrive to process 85 percent to 90 percent of all claimswithin
10 work or 14 calendar days. Anthem’s goal for TAT exceeds industry objectives;
Anthem aims to process 98 percent of all claims within 14 calendar days and 98
percent of investigated claims within 45 calendar days. Our study revealed 64.7
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percent of the sample claimswere processed within 14 calendar daysand 82.7 percent
of the sample claims were processed within 45 days. Thus, Anthem failed to satisfy
both itsinternal standard and the industry standard for TAT.

Table 14 summarizes the audit results for turnaround times:

Table 14: Children’sBasic Health Plan Claims Audit
Turnaround Time Results

Measurement Criteria Paid Within 14 Days
Industry Standard 85% - 90%
Anthem Standard 98.0%

Audit Result 64.7%

Sour ce: Buck Consultants analysis of claims data.

Recommendation No. 24:

The Department of Health Care Policy and Financing should require that Anthem
improve timeliness of claims payments (turnaround time) for the Children’s Basic
Health Plan by including performance guarantees and remedies for nonperformance
in future contracts. Guarantees should be based on industry standards.

Department of Health Care Policy and Financing
Response:

Agree. The Department will specify improvement via the corrective action
process noted above in Recommendation No. 21. Additionally, liquidated
damages may be applied if corrective action plans are not implemented or
completed satisfactorily. Implementation date: October 1, 2000.

| nternal Controlsand Procedures

The Quadlity Unit at Anthem performsdaily auditsby ordering reportsof all the claims
processed by the firm and reviewing atatistically valid sample of claims. Theclams



104

Children’s Basic Health Plan Performance Audit - July 2000

that appear on the itemized report represent all plans that contract with Anthem for
clams processing. Consequently, an internal audit is not conducted that is specific
to the requirements of CBHP, athough CBHP claims are included in the overal
sample.

Internal audit activities should be specific to CBHP and should be expanded to target
the issues identified by this clams audit. 1f a CBHP-specific internal audit program
were in place, any programming errors, such asthe error described earlier related to
incorrect copayments, would have been identified and corrected in atimely manner
and with minimal plan exposure.

Recommendation No. 25:

The Department of Health Care Policy and Financing should require that Anthem
restructureitsinternal audit program to specifically target the Children’ sBasic Health
Plan and ensure all plan components receive adequate review.

Department of Health Care Policy and Financing
Response:

Partially agree. The Department will conduct a program needs assessment
with Anthem to identify changes in its current internal audit procedures
(which are applied for al lines of business) that may be necessary to ensure
compliance with plan requirements that are unique to the Children’s Basic
Hedlth Plan (eg., retroactive digibility).  Once necessary changes are
identified, the Department will devel op an implementation plan with Anthem.

However, it isimportant to note that it may not be cost-effective to mandate
afundamental changeto Anthem businessprocessesgiventherelatively small
sze of the CBHP group. The Department is striving to minimize
administrative and operational costsin all areas. Anthem has contracted to
provide services for the CBHP during Fiscal Year 2001 at afeethat is20 -
40 percent below the market rate. |mplementation of internal audit changes
solely for the purpose of compliance with all CBHP-specific program
requirements may result in increased administrative costs.

Depending upon the cost (if any) associated with changes to Anthem audit
procedures, the Department may attempt to identify a more cost-effective
alternativeto verify compliance with program requirements. Implementation
date: October 15, 2000.
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| mproving Future Performance

After Anthem has had the opportunity to develop an action plan to address the
programming and internal audit initiatives necessary to effectively handle the CBHP
program, the Department should perform another focused audit. Thefollow-up audit
should target the application of copayments. On the basis of the unfavorable audit
findings resulting from Anthem’ s copayment application, the cost of any follow-up
audit activities should be borne by Anthem.

Recommendation No. 26:

The Department of Health Care Policy and Financing should require that Anthem
develop an action plan to address the internal issues identified by the claims audit on
the Children’s Basic Health Plan.

Department of Health Care Policy and Financing
Response:

Agree. The Department will specify improvement via the corrective action
process noted above in Recommendation No. 21. Additionally, liquidated
damages may be applied if corrective action plans are not implemented or
completed satisfactorily. Implementation date: October 1, 2000.

Recommendation No. 27:

The Department of Health Care Policy and Financing should perform a follow-up
audit to test the effectiveness of Anthem’s action plan with regard to the Children’'s
Basic Hedth Plan claims audit.

Department of Health Care Policy and Financing
Response:

Agree. The Department will conduct a follow-up audit to assess changesin
performance in the areas cited in this audit, and the effectiveness of the
corrective action plan implemented in accordance with contractua
procedures. As noted above, a follow-up audit specific to the CBHP is
preferable to mandating overal Anthem business systems changes that may
not be cost effective. Implementation date: April 1, 2001.
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