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EXECUTIVE SUMMARY 

BCBSM's executives are handsomely paid. It is not only profitable for executives to be 
hired by BCBSM, it is equally profitable for them to be retired and even fired. 

CEO Compensation. From 2000 to 2004, CEO Mark Banks was paid between 
$2.4 million and $3.1 miHion. In each of the past four years, Dr. Banks' compensation was rated 
the highest of Minnesota's 100 largest health care nonprofit organizations. Dr. Banks' 
compensation also ranks at the top of nonprofits nationally. Dr. Banks also receives lucrative 
retirement benefits. He has five retirement accounts and, in one account alone, Dr. Banks will be 
eligible for retirement pay worth more than $12 million after just'ten years as CEO. 

Executive Compensation Generally. BCBSM reports that it has 32 vice presidents and 
senior vice presidents. The AGO reviewed the compensation of the twelve highest paid 
executives -- three of whom had earnings of more than $1 million in at least one year reviewed. 
BCBSM purports to pay its ·executives at rates comparable to its peers, although BCBSM would 
not disclose which peer positions its executives' salaries were compared to. In fact, it appears 
that BCBSM's executive salaries exceed the average salaries paid by BCBSM's peers. 

Retirement Benefits. In 2001 BCBSM hired a consultant to analyze its executive 
benefits. Among other things, the consultant determined that BCBSM's executive retirem~nt 
benefits are more lucrative than over 75% of comparable companies. 

Severance. Under BCBSM's policy, terminated executives other than the CEO receive 
52 weeks of severance. The CEO is eligible for three years of continued salary, incentives and 
benefits. Despite this policy, BCBSM paid a former senior vice president 78 weeks of his base 
salary, outplacement assistance, a relocation payment and deferred compensation for a total 
severance package of more than $1 million. 

Consultant Driven Process. BCBSM hired at least four executive compensation 
consultants, at a cost of almost $3 million, to collect and analyze executive compensation data 
during the review period. While the process utilized by BCBSM to determine executive 
compensation is highly structured, identification of the positions with which BCBSM's 
executives are compared is not possible to determine. Also, BCBSM management "adjusts" the 
survey data before comparing it to BCBSM' s salaries. As a result, it is not possible to determine 
whether BCBSM's salaries are really in line with its peers. • 

Performance-Based Factors. In addition to base salary, executives are eligible for 
annual bonuses and long-term bonuses. In its performance-based measurements, BCBSM 
provides a greater emphasis on financial incentives than on mission-driven incentives. Also, the 



-level of challenge to achieve a bonus is low -- executives received annual and long-term bonuses 
in each year of the compliance review. 

Board Composition. BCBSM' s Board is self-perpetuating. Board members elect 
themselves and their successors. Of the 14 current board members, two are not even Minnesota 
residents. BCBSM' s structure virtually ensures that its Board members are accountable to no 
one. 

Conclusion. BCBSM' s Board of Directors needs to examine its executive compensation 
decision-making process and make revisions to make sure the process is effective, cost efficient 
and transparent. 

• With respect to the composition of the Board, subscribers must be represented and have 
the right to vote on Board members. In addition, the AGO believes that it is important to have a 
certain _ number of members on the Board who are appointed by the Governor to provide for 
public accountability. 
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I. INTRODUCTION 

Executive compensation m nonprofit organizations is commg under increasing 

government scrutiny. The Commissioner of the internal Revenue Service stated recently that 

"there are indications that [nonprofit] organizations have allowed key executives too great a 

voice in determining their own compensation or have otherwise not done due diligence in setting 

compensation levels."1 The dramatic increase in health premiums -- over 50% in the past three 

years -- has heightened this scrutiny as it relates to the health care industry. (Exhibit 1 ). When it 

comes to high CEO pay, the CEOs in the health care industry are second to none. (Exhibit 2). 

Indeed, the compensation. paid to Minnesota health care • executives has been the subject of 

national commentary. How Nice to be the Chief Medical Officer -- of a Large Commercial HMO 

in or Near Minnesota, MANAGED CARE (Compensation Mo·nitor), August, 2001. (Exhibit 3). 

II. APPLICABLE LAW 

A. Minnesota Non profit Corporation Act 

The Minnesota Nonprofit Corporation Act (the "Act"), Minn. Stat. Ch. 317 A, is based in 

substantial part on the American Bar Association Revised Model Nonprofit Corporation Act (the 

"Model Act") adopted in 1987. The Act provides that the board of directors of a nonprofit 

corporation is responsible for the management of the business and affairs of the corporation. 

Minn. Stat. § 317 A.201 (2004). In carrying out their responsibilities under the Act, officers and 

directors have three basic fiduciary duties: (1) the duty of care; (2) the duty of loyalty; arid 

(3}the duty to follow the law. See Minn. Stat. §§ 317A.251, subd.l; 317A.255 and 317A.361 

(2004). These duties are owed to the corporation itself and apply to the setting of compensation 

1 Mark W. Everson, Commissioner of Internal Revenue, Remarks at the Greater Washington 
Society of CPAs, Washington D.C. (December 14, 2005) http://www.irs.gov/pub/irs
tege/everson _gwcpa _speech_ on _Jax_ exempt_ entities.pdf. 
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as part of the business and affairs of the corporation. Indeed, the Official Comments to the 

Model Act state that in setting compensation for directors and officers, the board must comply 

with the Model Act's standards of care, loyalty and obedience to the law. REVISED MODEL 

NONPROFIT CORP. ACT, § 8.12 cmt. Accordingly, the Comments state that the payment of 

unreasonable levels of compensation is prohibited. Id., Comments,§§ 1.40, 3.01, 8.12, 13.01. 

B. Limits on Compensation Under 26 U.S.C. § 4958: "Excess Benefit 
Transactions" 

In 1996, Congress enacted a law authorizing the Internal Revenue Service ("IRS") to 

impose sanctions for "excess benefit transactions" by certain tax-exempt organizations. 26 

U~S.C. § 4958. Section 4958 defines an "excess benefit transaction" as follows: 

The term "excess benefit transaction" means any transaction in which an 
economic benefit is provided by an applicable tax-exempt organization directly or 
indirectly to or for the use of any disqualified person if the value of the economic 
benefit provided exceeds the value of the consideration (induding the 
performance of services) received for providing such benefit. For purpose of the 
preceding sentence, an economic benefit shall not be treated as consideration for 
the performance of services unless such organization clearly indicated its intent to 
so treat such benefit. 

26 U.S.C. § 4958(c)(l)(A). The "excess benefit" on which the sanction is imposed is simply the 

amount by which the value of the benefit received by the insider exceeds the value of services 

for which the benefit was paid. 26 U.S.C. § 4958(c)(l)(B). 

The IRS created a safe harbor rule which essentially states, as it relates to salaries, that a 

"rebuttable presumption of reasonableness" exists if the nonprofit takes the following steps: 

1. The compensation is approved in advance by an authorized body of the 
tax-exempt organization composed entirely of individuals without a conflict of 
interest; • 
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2. The board obtained and relied upon an appropriate comparability data2 in making 
its determination; and 

3. The board adequately documents the basis for its determination, concurrently with 
making its decision. 

26 C.F.R. § 53.4958-6(a). 

Because BCBSM is a taxable entity, it is not subject to the IRS regulations pertaining to 

excess benefit transactions. Nonetheless, BCBSM's ·board of directors has indicated that it -

intends to comply with these regulations: 

The Human Resources Committee and Blue Cross Board of Trustees uses as a 
model IRC § 4958 and Treas. Reg. § 53-4958 so that its compensation practices 
fall within the section 4959 "safe harbor" as if Blue Cross were subject to those 
requirements ... 

• (Exhibit 4). Accordingly, the reasonableness of the compensation paid to BCBSM's executives 

was reviewed for consistency with the above regulations. 

Ill. , OVERVIEW OF EXECUTIVE COMPENSATION: IT'S A WONDERFUL LIFE (TO BE ABCBSM 

EXECUTIVE) 

A. It's Good to be Hired 

1. Forms of Compensation and Benefits 

BCBSM executive officers are generously paid.3 BCBSM pays its executive officers the 

following forms of compensation: 

2 The regulations provide that relevant comparability information includes compensation paid by 
s_imilarly situated organizations, both taxable and tax-exempt, for functionally comparable 
positions; the availability of similar services in the geographic area of the applicable tax-exempt 
organization; concurrent compensation services compiled by independent firms; and actual 
written offers from similar institutions competing for the services of the employee. 26 C.F .R. 
§ 53 .4958-6( c)(2)(i). 
3 The AGO's review focused on BCBSM's 12 highest paid officers. 
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• Base Salary. 

• Annual incentive award program. This program allows executives to earn an 
annual bonus. 

• Long-term incentive award program. This is a bonus program that rewards 
officers for corporate performance over a three-year-period. 

• Pension Equity Plan ("PEP''). This is a qualified defined benefit plan where 
employees become eligible, for an amount of money at retirement depending on 
years of service, age at retirement and final average salary. (Id.) 

• Employee Savings Plan 40l(k). (a) This is a qualified defined contribution plan 
which allows executives to contribute generally up to twelve percent . of their 
earnings subject to limits set by the IRS. (Exhibit 6). 

(b) BCBSM matches 30% of employee contributions up to six percent of the 
employee's earnings. (Id.) -

( c) BCBSM may make an additional discretionary supplemental contribution to 
employees' 401(k) accounts. (Id.) 

• Executive Deferred Compensation .Plan. (a) This plan (i) allows executives to 
defer up to six percent of salary and bonuses to reduce taxable income to allow 
for more investing; and (ii) helps executives "make up" for the amount they 
would have saved but could not contribute to their 401(k) due to IRS limits. (Id.) 

(b) BCBSM matches 30%, or other percentage set by the Board, of the amount 
deferred by executives. (Id.) 

• Supplemental Retirement Plan/Supplemental Executive Retirement Plan. This 
plan complements the PEP by paying a pension benefit based on an executive's 
entire salary and annual incentives without regard to the statutory limits on 
eligible income under the PEP. (Id.) 

• Medical and Dental Insurance Coverage. During at least part of the review 
period, BCBSM paid I 00% of the cost of employee and dependent medical and 
dental coverage. (Exhibit 7). 

• Life Insurance. BCBSM pays the premiums on the following life insurance 
plans: 

(a) a $50,000 group term life insurance plan (2000 - 2002), replaced by a two 
times salary death benefit (Exhibit 8); 
(b) supplemental survivor. coverage; and 
( c) travel accident insurance; spouse life insurance; and dependent coverage. 

(Exhibit 9). 
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• Disability Benefits. If an executive is disabled for six months or less, 100% of his 
salary is replaced pursuant to BCBSM's benefit plan. If an executive is disabled 
longer than six months, 60% of his salary is replaced. (Exhibit 10). · 

• Execu-flex Benefit Allowance. In addition to base salary, BCBSM gives 
executives 5.5% of their base salary and allows them to put the money into on~ or 
more of the following: a "capital accumulation account," which allows investing 
of the money and withdrawal; individual long-term disability; long-term care; or • 
family supplemental survivor benefit programs. (Exhibit 11 ). 

• Severance benefit. This benefit provides for 52 weeks of base pay and 
''outplacement assistance". (Ex}:libit 12). 

• Vacation. There is no specific number of days of vacation that executives are 
permitted to take. Rather, the corporate policy allows executive officers to "take 
vacation as reasonable and appropriate ... " (Id.) 

In addition to the compensation package described above, BCBSM executive officers 

. receive significant perks, including the following: 

• A · car. Until 2002, executives received an auto allowance of $8,400 annually. 
That perk was "discontinued" in 2002 for all executives, other than the CEO.4 In 

. 2002, BCBSM leased a BMW for its CEO, at a cost of $14,592 per year 
(Exhibit 14). 

• "Life Planning Services". According to BCBSM, Life Planning Services 
"combines all the different aspects of your life and catalogs them for you and 
presents them in a detailed binder." (Exhibit 15.) The service attempts to "assist 
you in balancing your personal goals with the business goals." Id. BCBSM pays 
$5000 for initial "life plan" and up to $750 for annual updates. (Exhibit 16). 

• Tax, financial, and estate planning services. Until 2005, BCBSM reimbursed 
executive officers up to $900 per year for tax preparation fees, financial services, 
estate planning services and legal services for estate planning. (Exhibit 12). 

• Club memberships. BCBSM pays for a Minneapolis Club membership and · 
Kitchi Gammi Club membership for its CEO, Dr. Mark Banks. (Exhibit 17). 

• Other benefits. A variety of other benefits are provided · to executives including 
accident insurance; adoption assistance plan; discounts on child care, health club 
memberships, massage, ·acupuncture, and laser vision correction; tuition 

4 When BCBSM "discontinued" the auto allowance in 2002, it actually converted the annual 
amount of the auto allowance into additional salary for the executives. (Exhibit 31 ). 



reimbursement for undergraduate and graduate programs; onsite fitness center; 
onsite convenience and gift · stores; financial planning seminars; and professional 
dues in approved organi~ations. (Exhibit 11 ). 

2. Compensation Paid to Executive Staff 

Of the twelve executives whose compensation was reviewed as part of this compliance 

review, ;eight, excluding the CEO, were employed by BCBSM during the entire period reviewed. 

Two of those executives earned more than $1 million during at least one of the years reviewed, 

and the others were also handsomely paid. 5 The range of compensation paid to these executives 

• is set forth below. 

• SVP Corporate Affairs $564,170 $1,808,972 
VP Commercial Sales $489,389 $1,023,596 
Executive VP Operations $585,892 . $975,341 • 
SVP Chief Information Officer $606,255 .$825,897 
VP Health Management and CMO $521,305 $774,993 
SVP Financial Officer $447,308 $747,549 
SVP Chief Marketing Officer $489,688 $734,307 
VP Chief Actuary $462,320 $585,364 

BCBSM appears to have had at least 32 positions with the title of senior vice president or 

vice president during the review period. (Exhibit 18). As noted above, salaries of only the 

12 highest paid executives were reviewed. Detailed information regarding the compensation 

paid to those executives is attached as Exhibit 19. 

5 Certain other executives appear to have also been employed during the entire period reviewed, 
but BCBSM did not provide complete information for them for all years reviewed. Accordingly, 
the salaries of those executives are not included in this discussion. 
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3. Compensation Paid to CEO 

(a) Elements of compensation. 

Dr. Mark Banks became the CEO of BCBSM in . 2000 at age 50. 6 From 2000 through 

2004, Dr. Banlcs' total compensation ranged from $2,408,469 to $3,113,517. (Exhibitl9). 

Dr. Banks' 2004 compensation breaks down as follows: 

Base Salary 
Annual Incentive A ward 
Long-term. Incentive Award 
Expense Account and Other 
Allowances 
40l(k) Match and Supplemental Match 
Pension Plan Contribution 
Contribution to 'SERP 
Medical and Dental Insurance 
Execu-FLEX Benefit Allowance 
Other7 

TOTAL 

(b) Generous retirement package. 

$700,000 
257,950 
306,232 

18,337 

84,433 
70,038 

622,659 
12,089 
49,280 

287,451 

$2,408,469 

Retirement-related contributions reflected above include a 40l(k) match and 

supplemental match; a pension plan contribution; the SERP . contribution; and the Execu 

allowance. These retirement contributions equaled approximately 35% of Dr. Banks' total 2004 

6 "Newsmakers," Modern Healthcare, December 20, 1999, vol. 29, Issue 51, p.24. (Exhibit 20). 
7 BCBSM reported Dr. Banks' total 2004 compensation on IRS Form 990 as $2,408,469. The 
"Other" amounts represent the difference between the total amount of compensation reported by 
BCBSM on Form 990 and the total amount of itemized elements of compensation reported to the 
AGO as part of this compliance review. 
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compensation; in 2003, they totaled $1,332,093,8 
• or almost 45% of Dr. Banks' total 

compensation of $3,001,496. (Exhibit 19). 

At age 60, after just ten years as CEO, Dr. Banks will be eligible for retirement pay worth 

$12,341,000 under his Supplemental Executive Retirement Plan ("SERP"). (Exhibit 21 ). The · 

Plan established for Dr. Banks pays 60% of his final average pay using the highest three 

consecutive· years out. of the last ten. This amount does not include the retirement benefits to 
. . 

which Dr. Banks is entitled pursuant to his 401(k) account, his PEP, his deferred compensation 

account, or· any capital accumulation account. 

Further, while BCBSM' s compensation consultant found that cost of living adjustments 

to payments under SERPs are rare, Dr. Banks' SERP benefit is increased annually by the greater 

of 2.25% or two-thirds of the change in Consumer Price Index. (Exhibit 22). As a result, 

following retirement, Dr. Banks' will continue to receive an annual raise. 

(c) Highest compensated nonprofit CEO in Minnesota. 

BCBSM is m a league of its own in terms of CEO compensation. Dr. Banks' 

compensation was ranked the highest in the Minneapolis Star Tribune's listing of the 100 largest 

health care nonprofits in Minnesota in each of the past four years. (Exhibit 23). His • 

2004 compensation almost exceeded the total compensation of the CEOs of the two next highest 

ranked organizations combined -- Mayo Foundation ($1,544,741) and HealthPartners 

($1,132,342). (Id.) 

Dr. Banks' compensation also ranks at the top among nonprofits nationally. If included 

in The Chronicle of Philanthropy's 2005 national survey of the highest paid CEOs of hospitals, 

8 This amount includes life insurance premiums paid by BCBSM; BCBSM discontinued these 
payments in 2004. 
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medical centers and health-related charities, Dr. Banks' salary would have ranked No. 1 in the 

country with his total compensation of $3,001,496.9 

Although BCBSM claims that it wants to pay executive salaries that are comparable to 

those paid by peer organizations, its CEO's pay is the highest of nonprofit organizations year 

after year. It is difficult to see how BCBSM can be · found to pay reasonable and comparable 

executive salaries while at the same time consistently topping Minnesota's compensation charts. 

B. It's Good to be Retired 

DL Banks is not the • only BCBSM executive looking forward to retirement. All of 

BCBSM's executives receive lucrative retirement packages. Indeed, top executives have to work 

at BCBSM for only a relatively short period of time before they receive a sizeable retirement 

bounty. For example, an executive officer who retires at 60 with just nine years on the job could 

receive a "projected lump~sum" of $1,500,000 at retirement. (Exhibit 26). With 11 years of 

service and retirement at age 62, that sum climbs to $2,881,000. (Exhibit 27). At age 65 with 14 . 

years of service, the total possible retirement package soars to $4,367,710. (Exhibit 28). 

In 2001, Clark/Bardes Consulting ("Clark/Bardes"), a healthcare benefits consulting firm, 

analyzed the benefits paid to BCBSM executives. The study concluded that the retirement 

package of BCBSM executives is more lucrative than over 75% of other comparable companies. 

(Exhibit 7). Among other things, it found: 

(1) With respect to BCBSM's discretionary match of executives' deferred 
compensation (which is in addition to BCBSM's standard match of 30% of the 
first six percent of pay deferred): 

9 The Chronicle of Philanthropy, Executive Compensation Survey, September 25, 2005, 
www.philanthropy.com. (Exhibit 24). While this article was published in 2005, it is based 
primarily on 2003 compensation. (Exhibit 25). Accordingly, Dr. Banks' 2003 compensation 
was utilized for comparison purposes. 
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• "Discretionary" matches are "very unusual" in nonprofit health 
care. (Exhibit 7). 

• Only five percent of managed care companies and 17% of general 
businesses offer a discretionary match. (Id.) 

(2) With respect to BCBSM's SRP/SERP: 

• Less than half (44%) of health care organizations, managed care 
companies and general businesses offer nonqualified defined 
benefit plans. (Id.) 

• Only 38% of • healthcare providers, 28% of managed care 
companies and 24% of general businesses offer SERPs . .(Id.) 

(3) Regarding the total amount of employer-paid retirement benefits: 
. 

• After 20 years of service, BCBSM pays an average of 44.2% of an 
employee's average salary in retirement benefits. (Id.) 

• The median employer-paid retirement benefits for 20 years of 
service in service organizations, the financial services industry and 
general busines·ses is 35 • percent. Accordingly, BCBSM's 
retirement benefits are roughly 26% higher than the median of its 
peers. (Id.) 

While BCBSM's Human Resources Committee has expressed some concern regarding 

BCBSM's lucrative retirement benefits, no changes appear to have been made to reduce them. 

C. It's Good to be Fired 

BCBSM' s terminated executives, other than the CEO, receive a generous 52 weeks of 

salary plus outplacement assistance. The CEO is eligible for three years of continued salary, 

· incentives and benefits. 10 (Exhibit 17). 

10 Payment of the CEO's severance is triggered not only by actual termination, but also by 
"constructive termination following change in control". (Exhibit 17). 
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From 2000 through 2004, three executive officers received severance packages. 

(Exhibit 29). BCBSM's former Senior Vice President and Chief Information Officer received a 

particularly lucrative severance package including 78 weeks of his base salary at $5,846 per 

week; outplacement assistance of $21,250; a relocation payment of $25,000; and deferred 

compensation of close to $500,000, for a total severance package of more than $1 million. (Id.) 

Strikingly, this severance p·ackage is more generous than even BCBSM's own policy allows. 

(Exhibit 12). 

IV. How EXECUTIVE COMPENSATION IS DETERMINED 

Levels of executive compensation at BCBSM are primarily based on (i) peer group 

comparisons and (ii) measures of corporate performance that determine annual and long-term 

incentive bonuses. 

A. Peer Group Comparisons 

• 1. BCBSM's Policy 

BCBSM's "Executive Compensation Guiding Principles" state that the framework within 

which the compensation of BCBSM executives will be measured is as follows: 

In general, the comparative framework of companies include comparable 
• healthcare industry companies (including Blue Plans and managed care/HMO 
organizatfons). For certain positions, general industry data may also be used in 
determining the market midpoint. For determining competitive long-term: 
incentive opportunities, however, only non-profit Blue Plans data should be used. 

(Exhibit 5). 

Every year BCBSM uses two or more outside consulting firms to analyze BCBSM 

executives' compensation and compare it with that of other organizations. The following 

executive compensation consultants have been retained by BCBSM during the review .period: 

Clark/Bardes Healthcare Group, f/k/a Healthcare Compensation Strategies; Sibson & Company; 

Watson Wyatt Data Services; and Towers Perrin. 
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Typically, BCBSM retained one consulting firm to compare base salarie~, annual bonuses 

and incentive compensation and retained another consultant to review benefit packages. A third 

consultant was retained on at least one occasion to then review the recommendations of the other 

paid consultants. (Exhibit 35). 

The consultants generally compiled information regarding the compensation paid by 

BCBSM's peers. The studies conducted by the consultants included information regarding base 

salary, bonus compensation, certain other benefits and reimbursable perquisites. Compensation 

paid to BCBSM executives was then compared to the compensation paid to individuals in similar 

positions, as reflected in the studies. 

2. Concerns with BCBSM's Peer Group Comparisons 

(a) Identification of peer group. 

Although BCBSM's Executive Compensation Guiding Principles state that the 

comparative compensation framework is to include Blue Plans and managed care/HMOs, there 

has been continuing · uncertainty by BCBSM's Human Resources Committee about what 

BCBSM's peer group should be. In fact, each of the compensation studies utilized by BCBSM 

during the review period used different peer groups tha,t were selected in different ways. For 

example, the 2000 Sibson & Company study focused on 19 Blue Cross Blue Shield plans and 

nine managed care companies. Companies elected to participate in this survey; as a result, the 

companies included do not necessarily represent a random sample of BCBSM's ·peers. 

In 2001, Clark/Bardes conducted an analysis of executive benefit plans for BCBSM, 

comparing BCBSM's executive benefits to those offered by health care providers, managed care 

companies and companies from completely different industries. The specific "peers" with which 

BCBSM's benefits were compared are not identified. Indeed, it does not appear that it would 
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even be possible to identify BCBSM' s "peers" for purposes of this analysis. This is because 

Clark/Bardes used information from its own database of 181 hospital and health systems as well 

as information from seven benefits reports and surveys prepared by other consultants which 

analyzed data from 316 general industries; 1,017 organizations in the manufacturing, financial 

and service industries; 207 Fortune 1000 corporations and 232 healthcare and managed care 

organizations. 

Watson Wyatt's 2003 report studied 24 organizations. Various Blues' plans were 

included in the study as were a number of insurers and managed care companies. The insurers 

~nd managed care companies included in this study included health care giants United Health 

Group, CIGNA HealthCare and Kaiser Foundation Health Plans. 

While the studies conducted by BCBSM's consultants benchmark top executive positions 

at BCBSM with similar positions at a variety of industries, they do not typically include 

organizations in the same geographic region. • In 2001, for example, HealthPartners was the only 

regional health care organization reviewed. (Exhibit 32). In 2002, seven local companies were 

compared. However, all but one of them were for-profit companies and none of the seven 

• provided health care coverage. (Exhibit 13). The value in doing a distinct geographic study is 

that the cost of living is considered when determining if compensation is reasonable. As the cost 

of living in Minnesota is not that of other major U.S. cities, top executives of Minnesota 

. nonprofits should not be paid like top executives of similar nonprofits in higher cost areas. 

(b) Inclusion of ASC revenue inflates compensation. 

BCBSM enters into administrative services contracts ("ASCs") with employers and 

groups that self-insure their health care coverage. Under an ASC, BCBSM handles emollment, 

processes claims and performs similar administrative services. BCBSM assumes no risk for this 
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business; the employers and groups are responsible for payment of all claims. In practice, 

BCBSM "fronts" the money for claims, and 100% of claim costs are reimbursed by the self

insured employers and groups. BCBSM is paid an administrative fee for the services it provides. 

One of the main factors that BCBSM considers when comparing its executives' salaries 

with its peer group is the revenue of its peers. For example, BCBSM compares its executive 

compensation with a range of companies whose average revenue is comparable to BCBSM's 

revenue. As a result, how BCBSM calculates its revenue impacts the amount of compensation 

paid to its executives. 

In determining its revenue for comparison purposes, BCBSM includes the monies it 

processes on behalf of self-insured groups to pay for claims -- the ASC revenue. These funds are 

never held by BCBSM as an asset and are not reported to the IRS as income. By including these · 

funds BCBSM significantly increases its revenue as 65% of its gross revenue consisted of such 

reimbursements in 2004. Specifically, BCBSM's total revenue with ASC revenue was almost 

$5.6 billion; the total without ASC revenue was roughly $2.2 billion. (Exhibit 36). • 

In the 2004 executive compensation decisionmaking process, BCBSM's peer group 

included 15 Blue Plans and nine managed care plans. In comparing the salaries paid to its 

executives, BCBSM's Human Resources Committee appears to have looked at the executive 

salaries of organizations with $5 to $10 billion in revenue. Based on these comparisons, the 

Human Resources Committee approved executive salary increases of between 4.2 and 4.5 

percent. (Exhibit 39). 

If ASC revenue were not included in BCBSM's revenue, and BCBSM compared its 

executive compensation to organizations with revenue of less than $5 billion, the base salaries of 

a majority of BCBSM executives would far exceed the medians of the peer group. In fact, base 
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salaries of nine of the twelve top executive positions at BCBSM exceeded the median base 

salaries of comparable positions at peer organizations with less than $5 billion in revenue. 

(Exhibit 40). 

BCBSM's compensation consultant Watson Wyatt admits that there are "mixed feelings" 

about whether ASC revenue should be included in establishing BCBSM's revenue size for 

purposes of comparing executive compensation .. (Exhibit 13). Yet, BCBSM has included ASC 

revenue for comparison purposes in each year of the compliance review.11 

ASC revenue -is not income. BCBSM clearly recognizes this as it does not include ASC 

revenue as income in its federal or state tax returns. It is not appropriate for BCBSM to treat 

these revenues differently for executive compensation purposes, particularly where this differing 

treatment results in inflated salaries for executives. 

(c) • The process is not transparent and does not appear to be 
consistent with BCBSM policy. 

BCBSM touts that it uses independent sources to collect and report compensation and 

benefit data from comparable companies. (Exhibit 4). In determining officer compensation for 

2004, BCBSM contracted with Watson Wyatt and relied on the 2003 Watson Wyatt 

Compensation Survey for Health Insurance and Managed Care Industry to compare executive 

compensation. Among other things, that survey identified the average compensation for specific 

executive positions in the companies surveyed. 

As part of this compliance review, the AGO used the information gathered in Watson 

Wyatt's 2003 study and compared it to the 2003 salaries of BCBSM's officers. The positions to 

11 The only instance where ASC revenue appears not to have been included was in 2002 when 
BCBSM's compensation was compared to "companies outside the industry." (Exhibit 13). It-is 
not clear, however, what actual comparisons, if any, were made to "companies outside the 
industry." 
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which BCBSM officers were compared are identified in Exhibit 40. • The AGO compared the 

total direct compensation ("TDC") of BCBSM officers, which is the total of base salary, annual 

bonus and long-term incentive bonus, with the median TDC of similar positions surveyed by. 

Watson Wyatt. The results of that comparison are set forth in Table 1. 

COMPARISON OF BCBSM EXECUTIVES' TOTAL DIRECT COMPENSATION* 

Flygare 227,400 . 

Gold 415,200 

Klepper 306,100 

Morrow 271,900 

Nelson 292,900 

Neuner 301,500 

Niemiec 528,900 

Ounjian 381,300 

Peterson 468,300 

Reitan 535,200 

*Total direct compensation is the total of the executives' salary, annual bonus and long term 
incentive. 

12 Includes defe~ed compensation; Mr. Niemie is the only executive of those reviewed who 
deferred a significant portion of his salary. 
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As the above shows, the TDC of every BCBSM officer13 exceeded the market median for 

similar positions. 14 The amount by which BCBSM positions exceeded the median TDC ranged 

from 19 percent to as much as 84 percent. 

When BCBSM conducts its comparison, it does not simply • compare officers' 

compensation to the median compensation of comparable positions. Instead, BCBSM modifies 

the data compiled by the consultant before it compares the data with the compensation of its 

officers. For example: 

• The comparable data is compared to existing BCBSM positions 
"with adjustments, where appropriate and ·reasonable". 
(Exhibit 4). 

• 2003 market medians were increased, prior to comparison with 
BCBSM compensation, to reflect an "annual inflation rate" and 
"structure movement"; (Exhibit ·30). 

• 2003 data accumulated by Watson Wyatt regarding long term 
incentives was not utilized by BCBSM because of purported "data 
integrity issues" and, accordingly, other data was relied upon . . 
(Exhibit 39). 

After modifying the data as reflected above and conducting a comparison of positions, 

management recommended to the Human Resources Committee that total direct compensation of 

officers be increased on average by 5.3%, which includes a 4.2% salary increase. As a result, the 

officers' compensation, which on its face already appeared to significantly exceed market 

medians, was further increased. 

BCBSM purports to undertake the above process to ensure that its salaries are reasonable. 

While it spends millions of dollars on compensation consultants who, among other things, survey 

13 
• The AGO analyzed only the highest paid executive officers from whom compensation 

infortnation was provided by BCBSM for both 2003 and 2004. 
14 The TDC of the CEO exceeded the mean TDC of companies with less than $5 billion in . 
revenue, but not that of companies with revenue between $5 to IO billion. • 
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compames against which BCBSM salaries are compared, BCBSM management • interjects a 

number of subjective factors which marginalize the value of an independent comparison. As 

noted above, in its recommendation to the Human Resources Committee, management inflates 

.the median salaries . against which BCBSM' s salaries are compared by an inflation rate and for 

"structure movement". This immediately raises the base salary against which BCBSM's salaries. 

are compared, which in tum increases the likelihood that BCBSM's salaries will be less than the 

base salaries, thereby "justifying" an increase. 

In addition, although it is not clear, it appears that management, not the Board, decides 

which executive position iri the survey is comparable to each executive position of BCBSM. • 

Nowhere in the minutes of the Human Resources Committee or in any other information 

provided to the AGO is it identified who determines which position in the survey is "matched" 

with each BCBSM position.15 This is significant because compensation varies widely among 

positions in the survey. For example, the 2003 mean compensation of the Top Sales and 

Marketing Executive was $390,000; that of the Top Sales Executive was $211,900; and that of 

the Top Marketing Executive was $261,300. This results in a variable of 84 percent for what 

appear to be very similar position·s. As a result, the positions selected for comparison purposes 

play a key role in the comparison process. Yet, it is unknown who specifically identifies the 

"comparable" positions on behalf of BCBSM or which positions are chosen for comparison 

purpo~es. 

While using comparability data to establish salaries should be fairly straightforward, in 

the case of BCBSM it is not. The process was not transparent to the AGO, and it is unlikely that 

15 It appears that in 2001 and 2002, management "consulted" with Clark/Bardes in matching 
positions. (Exhibits 67 and 68). 
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the process is transparent to BCBSM's Board. As troubling, it appears that BCBSM's salaries 

exceed the median salaries of comparable positions and are therefore inconsistent with BCBSM 

policy. 

( d) Process is costly and its usefulness is questionable. 

Peer group comparisons are used by nonprofit organizations as a means of establishing 

the "reasonableness" of their executive salaries and to fall within the IRS' safe harbor rule. 16 

. Instead of serving as a measure to ensure that salaries are not excessive, however, BCBSM 

appears to have utilized peer group comparisons to establish salary floors. In fact, for every year 

in this compliance review, executive salaries substantially increased to keep-up with the market 

as defined by BCBSM' s compensation consultants. 

The peer group comparison process used by BCBSM is also costly. From 2000 through 

2005, BCBSM appears to have paid its three compensation consultants -- Clark/Bardes, Watson 

Wyatt and Towers Perrin -- a total of almost $3 million to collect and analyze executive 

compensation data and to provide advice to the Board· and BCBSM executives. (Exhibit 33). 

Executive compensation consultants are facing increasing scrutiny. 17 Consultants are 

paid up to $950 per hour, and executive compensation consulting has "grown into a substantial 

industry where there is little disclosure about how executive pay is determined."18 

16 As noted previously, if charitable organizations fall within the IRS' safe harbor rule by, among 
other things, using comparability data in setting ·executive salaries, the salaries are presumed to 
be reasonable and not "excess benefit transactions". See 26 C.F.R. § 53.4958-6(a). 
17 See, "Outside Advice on Boss's Pay May Not Be So Independent, NY Times, April 10, 2006 
(Exhibit 73). 
18 Id. 

19 



BCBSM and its bevy of compensation consultants have created a complicated and costly 

process for determining executive compensation. Whether it is prudent for BCBSM to establish 

executive compensation in this manner is questionable. 

B. Performance-Based Factors: Executive Bonuses 

1. Annual and Long-Term Bonuses 

BCBSM has two performance-based compensation programs for executives: (i) The 

Annual Incentive Award ("AIA") program, which rewards senior executives for corporate 

achievement on an annual basis; and (ii) The Long-term Incentive ("LTI") program, which 

rewards executives for corporate achievement over a three-year-period. AIA and LTI bonuses 

are based on BCBSM's corporate achievement as measured by financial and non-financial 

criteria called "performance measures." (Exhibit 5). 

The AIA program has three major goals against which performance is measured: 

(1) to increase health plan enrollment in all market segments; 

(2) to assure that customers are satisfied with services provided by B.CBSM and 
the healthcare providers in its networks; and 

(3) to control claim cost increases, manage the price we charge in the community 
so that it effectively covers our claims and costs and allows for improvement in 
the reserve position while providing administrative rates that are market 
competitive. (Exhibit 42). 

The specific measures of performance for BCBSM's LTI program have changed from 

2000 to 2004. Attached as Exhibit 44 is a listing of the measures used for each long-term 

incentive award period. During the review period, financial measures have included the amount 

of capital, BCBSM's market share and its enrollment gain. (Exhibit 45). Non-financial 

measures have included the level of improvement in the control of diabetes in BCBSM members 
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who participate in BCBSM's Care Support Program19
; the reduction in heart attack rates of 

members enrolled in the Care Support Program; and the number of members who have quit 

smoking after entering BCBSM's smoking cessation program. (Id). 

2. Concerns About BCBSM's Performance-Based Measurements~ 

(a) Executives have greater incentive for financial achievement 
than advancement of purpose. 

In its performance measurements, BCBSM places far greater emphasis on financial 

incentives than on service-based incentives. In its AIA program from 2000 through 2002, 

financial measures were weighted at 55% and non-financial measures at only 45 percent. 

(Exhibit 48). In addition, BCBSM's AIA program does not include any . performance 

achievement measures · for determining whether BCBSM is achieving its statutory charge --

• making health services more economical and widely available for the people of Minnesota. 20 

The LTI program also gives greater priority to financial performance achievement. 

' Bonuses for 1999 to 2001 wern not based on any criteria other than administrative expense ratios 

and market share. (Exhibit 44). For the period 2000 to 2002, financial measures were weighted 

at 70% while non-financial criteria, including those that measured health improvement, were 

weighted at only 30 percent. (Exhibit 49). For 2003 to 2005, the weighting leveled somewhat to 

55% financial and 45% non-financial. (Exhibit 50). 

In addition to concerns regarding the heavy emphasis on financial performance, the 

criteria which measure member health. improvement are also troubling. With respect to health 

improvements in persons with diabetes and cardiac problems, . those persons must participate in 

19 According to BCBSM, its Care Support Program provides more personalized service for 
members with a chronic condition like diabetes. The Care Support Program is included in fully
insured group plans and costs extra for self-insured group plans. See www.bluecrossmn.com 
20 See Minn. Stat.§ 60C.01, subd. 2 (2004). 

21 



BCBSM's Care Support Program in order for their health improvements to be considered for 

purposes of the LTI program. BCBSM's Care Support Program is offered through American 

Healthways, a national "disease management'-1 firm. From 2002 through 2005, BCBSM paid 

over $98 million to American Healthways for an array of disease management services. If there 

are improvements · in the health of cliabetics and those with heart problems, they could be the 

result of American Healthways' intervention. Such improvements would not, however, be the 

result of the performance of BCBSM's executives. It is not clear why BCBSM's ex~cutives 

should be financially rewarded for any successes achieved by a third party vendor. 

(b) The level of challenge is low. 

BCBSM's performance goals are easy to meet. Under BCBSM's AJA program, overall 

corporate performance as measured by operating income/margin reached 100% or more of the 

target in four out of the five years reviewed. In addition, in each of the three most recent L TI 

periods reviewed, BCBSM executives also achieved over 100% of the performance targets. 

(Exhibit 44). 

Rarely has an executive bonus not been paid. From 2000 to 2003, there was only one 

annual performance measurement (net enrollment gain in 2003) for which no bonus was paid due 

to underachievement. However, achievement in other areas more than compensated for this as a 

bonus pool of $1.8 million was shared by executives. (Exhibit 52). Similarly, in the L TI 

program, in only one year was there enough ''underachievement" in a measurement so as to not 

provide any bonus for that measurement. (Exhibit 44). Other performance · criteria including 

capital and· total enrollment made up for that underachievement, however, and executives 

ultimately enjoyed a bonus pool over $5.2 million. (Id.) 
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Concerns have been expressed to BCBSM' s Human Resources ~ommittee about the lack 

of challenge for top executives in their bonus programs. According to BCBSM's own 

compensation consultant, Watson Wyatt, weighting enrollment growth at 20% for purposes of 

the annual incentive bonus makes it too easy to succeed. According to Watson Wyatt, "while it 

is important to motivate growth, many commitments from large employers are made prior to 

setting the annual growth goal so achievement of that performance measure is almost 'a given."' 

(Exhibit 13). 

Members of BCBSM' s Human Resources Committee have expressed similar concerns. 

Watson Wyatt's 2001 interviews of committee members found that "there is a concern that goals 

aren't challenging enough because the average previous six years of inc~ntive payouts based. on 

performance level have reached ,97.6% of targets." (Id.) Moreover, "the last two long-te~ 

incentive plan cycles paid at, or very close to, the maximum award level." (Id.) Similar 

concerns were again expressed by Committee members in 2004. (Exhibit 53). The concerns 

were expressed to a· member of BCBSM management, however, who assured the Committee 

that, with some minor changes, the incentives were consistent with market practices. (Id.) 

V. BOARD COMPOSITION 

A. Provisions of Minnesota Law 

Minnesota Statutes section 62C.07 discusses the composition of the board of directors of 

nonprofit health service corporations like BCBSM. That section states that a health service plan 

corporation must be governed by a board of not less than twelve members.21 With respect to the 

selection of directors, that section-states: 

21 Minn. Stat. § 62C.07, subd. 1 (2004). 
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The directors shall be selected in accordance with the bylaws and at least one- . 
third shall be individuals who are not practicing or engaged in providing health 
services, and who before their retirement did not practice or engage in providing 
health services, or not spouses of such persons, and are not employed by or 
directors of a provider. 

• Minn. Stat. § 62C.07, subd. 2 (2004). 

BCBSM' s bylaws state that the board of directors is to consist of no less than ~welve and 

no more than fifteen persons. (Exhibit 34). The bylaws further require that a majority of the 

board be members of the "public," which BCBSM defines as individuals not practicing or 

engaged in providing health care services. (Id.) Directors are elected for terms of up to three 

years and are subject to maximum service of nine years. (Id.) 

As it is apparent from the above, Minnesota law does not • specifically require that 

BCBSM subscribers be represented on the board or comprise any portion of the board of . 

directors. Nor are subscribers given the right to select board members. 

B. BCBSM's Board of Directors 

1. Current board 

As of February 2005, BCBSM's board of directors consisted of 14 members. 

(Exhibit 3 8). One director, Mark Banks, is the CEO of BCBSM, and the remaining 13 directors 

• are from outside the organization. Two of these directors live outside of Minnesota -- one is a 

• consultant from Arizona and the other is a physician from North Dakota. (Id.) Of the eleven 

directors who .reside in Minnesota, only one has had any significant experience with a nonprofit 

organization. (Id.) The other ten have various types of business experience with for-profit 

organizations ranging from banking to human services to venture capital. (Id.) 
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2. Member selection process 

(a) Board is self-perpetuating. 

The sole member of BCBSM is its parent company, Aware Integrated, Inc. ("All"). All 

• elects the directors of BCBSM, all of whom also serve as directors of All. (Exhibit 34). Each 

BCBSM director is also a member of All and issued a share . certificate to represent that 

membership interest. (Exhibit 41 ). The certificates do not represent financial or ownership • 

interest but instead represent the individual's membership interest in AIL (Id.) The share 

certificates represent the entire number of issued and outstanding shares of All and are required 

to be tendered upon termination of serving as a director of BCBSM. (Id.) 

As a result of the above, the current directors of BCHSM essentially elect themselves and 

their successors. 

(b) Recruitment. 

In January 2000, BCBSM hired the consulting firm of SpencerStuart to identify new 

board member candidates. (Exhibit 43). The Board of Directors was asked to complete a 

questionnaire listing the most desired professional characteristics and personal qualities that new 

board members should possess. (Id.) SpencerStuart prioritized the list of possible candidates 

which was later presented to the Governance Committee. Two new directors were thereafter 

recommended and elected. SpencerStuart was to be paid $50,000 per board member; total 

payments to SpencerStuart totaled $164,719 in 2000. (Exhibit 46). 

The Governance Committee again retained SpencerStuart for director recruitment m . 

2001. (Exhibit 47). SpencerStuart provided the Governance Committee with prospects for its 

review. (Exhiqit 51). Members of the Governance Committee reviewed the candidates and 

thereafter met with two of them. (Exhibit 54). Dr. Banks met with two of those candidates 
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• separately. (Id.) One of those candidates was ultimately elected to the Board. (Id.) 

SpencerStuart was compensated $96,466 for its services in 2001. (Exhibit 46). 

With respect to 2002 director recruitment, SpencerStuart was again retained to provide 

assistance in the recruitment of one new board member in the areas of "finance, marketing, and 

public relations". (Exhibit 55). The Governance Committee members themselves were to look 

for one new board member in the area of "public policy''. (Id.) Two BCBSM employees -

Mark Banks and Dick Niemie -- were to compile a list of potential candidates for that position 

for committee members.- (Id.) Representatives of the Governance Committee as well as Mark . 

Banks interviewed the two top candidates who were ultimately nominated and elected to the 

Board. (Exhibits 56 and 57). SpencerStuart was paid $110,000 for its services in 2002. 

(Exhibit 46) '. 

S'pencerStuart continued to provide assistance in 2003.22 With respect to 2003 openings, 

interviews of prospective candidates were held with members of the Governance Committee as 

well as with Mark Banks. (Exhibit 58). Two of those candidates were nominated and ultimately 

elected to the Board. (Id.) 

With respect to . the recruitment of members in 2004, the Governance Committee noted 

that • SpencerStuart was identifying many of the same candidates that it had identified. 

(Exhibit 59). As a result, the Committee decided to internally develop a process to recruit new 

board members. (Id.) In that regard, the Committee asked "staff' to compile a list of potential 

candidates for review in January 2004. (Id.) Management thereafter presented to the 

Governance Committee a list of prospective board candidates. After further review and 

22 Payments for SpencerStuart's services in 2003 appear to have been made by BCBSM in 2002. 
(Exhibit 46). 
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consideration, the Committee instructed Mark Banks to contact those individuals to determine 

their interest in serving on the Board. (Exhibit 65). This process was continuing and no 

selection had yet been made at the time that the AGO's compliance review began. 

C. Concerns with Recruitment and Selection Process 

1. Level of staff involvement. 

BCBSM' s minutes reflect the significant involvement of BCBSM management in Board 

member selection, particularly after SpencerStuart was no longer used in the recruitment process. 

While the AGO agrees that use of SpencerStuart's services was costly and may have been 

superfluous, extensive involvement of management in the process creates other problems. The 

Governance Committee specifically empowered the CEO to identify and interview prospective 

board members. Because the CEO serves at the pleasure of the Board of Directors and his 

compensation is determined by the Board, it is not appropriate for the CEO to hand-select the 

pool of Board candidates or to meet individually with Board candidates. Similar concerns arise 

in connection with the involvement of other executives in the process. The Board should take 

steps to remove management from the Board member recruitment and selection process. 

• 2. Self-selection. 

As noted above, BCBSM directors effectively elect themselves and recruit and appoint 

their successors. There is no involvement of BCBSM's subscribers in the process nor must any 

minimum percentage of the Board members be subscribers. 

Further, neither BCBSM's articles or bylaws set forth any requirement that the Board 

members even be Minnesota residents. In fact, under current law and BCBSM's articles and 

bylaws, BCBSM's entire Board could be comprised. of non-subscriber, non-Minnesota 
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members.23 This is troubling for a number of reasons. First, while it is important to have some 

members on the Board who are well-versed in financial and business matters, BCBSM is a 

. nonprofit organization and, as such, has, or should have, different priorities than a for-profit 

organization. Where a board is overwhelmingly compromised of business leaders, there is a risk 

that the organization's nonprofit mission may be overlooked or minimized. Second, BCBSM is 

a creature of Minnesota law with a statutory charge to serve Minnesotans. With an ample supply 

of resident leaders in a variety of fields, it does not seem appropriate for nonresidents to serve on 

the Board. And finally, because BCBSM's single responsibility under Minnesota law is to make 

health care coverage more available ahd affordable for subscribers, BCBSM subscribers should 

participate in the governance of the organization. 

3. Laws in other states. 

• Blues organizations and other nonprofit health service corporations exist in many states. 

States typically • have a specific act under which nonprofit health service corporations . are 

organized and which sets forth requirements with respect to the composition of their boards of 

directors. 

As part of this compliance review, the AGO reviewed the nonprofit health service 

corporation laws of a number of states.24 An overwhelming majority of the states reviewed --

12 of 15 -- require that subscribers be represented on the board of directors of a nonprofit health 

service corporation. Certain states, including North Dakota and Iowa, require that subscribers 

represent the majority of directors on the board. (Exhibits 60 and 61). Four states -- Kansas, 

23 BCBSM's Governance Committee has, however, adopted a resolution indicating that a 
majority of the Board must be Minnesota residents and or Minnesota employees. 
24 The AGO reviewed the laws of Georgia, Iowa, Kansas, Maryland, Massachusetts, Michigan, 
New Hampshire, New Jersey, New York, North Carolina, North Dakota, Rhode Island, South 
Dakota, Vermont, and West Virginia. 
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Michigan, Rhode Island and New Jersey-- require that two or more directors be appointed by the 

governor. (Exhibits 69, 70, 71, and 72). Still other states require that the boards include 

individuals who are licensed to practice medicine; are appointed by the legislature; represent 

senior populations; or represent specific geographic regions served by the . corporation. 

(Exhibits 62, 63 and 64). 

BCBSM's current structure ensures that its board members are accountable to no one. 

Directors are not accountable to BCBSM subscribers nor are they accountable to the public. 

Changes should be made to Minnesota law to make BCBSM's Board more accountable to the 

people they are to serve and to ensure that the Board includes directors whose focus is fulfilling 

BCBSM's statutory purpose. 

VI. CONCLUSION AND RECOMMENDATIONS 

BCBSM's executive compensation system 1s highly structured. BCBSM spends 

significant time -"'" and resources -- collecting and analyzing data for use in its executive 

compensation decision-making process. Indeed, BCBSM collects and compiles so much data 

that it can be analyzed and manipulated to support virtually any outcome. 

Despite this elaborate process, it is difficult to conclude that the salaries of BCBSM 

executives are reasonable when the CEO is consistently recognized as the highest paid nonprofit 

CEO in Minnesota and also ranks at the top of nationwide surveys. In a number of ways, it 

appears that BCBSM is putting form over substance in its executive compensation decision

making process. 

With respect to BCBSM's executive compensation system, the following 

recommendations are made: 
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1. The Board needs to closely examine its executive compensation decision-making 
. process_.:. from beginning to end -- to make sure it is effective, cost-efficient and transparent. 

2. The Board should review and make changes to the Executive Compensation 
Principles and Policy without staffinput. 

3. The annual incentive award program should be modified to include meaningful 
nonfinancial performance measurements that reflect the importance of BCBSM' s nonprofit 
mission. 

4. The Board should · modify the long-term incentive award program to encourage 
top executives to work towards -BCBSM' s statutory purpose: making health care more affordable 
and widely available to Minnesotans through its health plans. Such measures should be given at 
least as much weight as financial measures of performance. 

5. • The Board should review both the annual and long-term incentive programs to 
ensure that they are based on an appropriate level of challenge. 

With respect to the composition of the Board, subscribers must be represented. In 

addition, as other states have found, it is critical to have members on the Board who are held 

accountable in ensuring that BCBSM is meeting its statutory responsibilities. In that regard, the 

AGO recommends that Minnesota Statutes chapter 62C be amended as follows: 

1. To provide for the election of a specific · number of BCBSM Board members by 
subscribers; 

2. To require that a majority of the members of BCBSM's Board of Directors be 
subscribers; and 

3. To provide for the appointment by the Governor of at least two members to the 
Board of Directors. 

AG: #1564769-vl 

30 



I 
/ 

CLICK HERE 

Search the Web and ABCNEWS.com ~-------''' GO I Click here to download your FREE ABCH 

.;~11..~,000,,M,R~INC: ='NORL~E~s ~ primelime>Hue NIGHTll~1= o·/v□RL□N=vvs ~t\JIERICA ._,io .. ,-iT ~ ;,::;;. NOW 

October 1, 2004 

HOMEPAGE 

NEwssuMMARv . Survey: Charity Leaders Get Fat Pay Raises 
us 
----------- Survey Finds Charity Leaders' 2003 Pay Raises Were Almost Double Inflation Rate 
INTERNATIONAL 

_M_O_N_E_Y_S_c_o_;p_e ____ The Associated Press 
WEATHER 

LOCAL NEWS . 

_E_N_T_E.;_R_T A_IN_M_E_N_T __ WASHINGTON Sept. 26, 2004 - Compensation increases in 2003 for the executives 
_E_S_P_N_S_P_O_R_T_s ___ who run the largest nonprofit organizations nearly doubled the rate of inflation, according 
SCI/TECH to The Chronicle of Philanthropy's annual survey. 

POLITICS . 
. HEALTH· The study being released Monday showed that the median salary of 215 chief 
_T_R_A_V_E_L_------ executives was $291,356. The median is the middle point of that group, meaning 107 
VIDEO & AUDIO leaders made more than that figure and 107 mad~ less. 

~!\[\\·, INSURANCE 
w,, •. CENTER 
SPONSOREC BY: 

~ 

FEATURED SERVICES 

INSURANCE 

SHOPPING 

WIRELESS 

E-MAIL CENTER 

BOARDS 

FREE HEADLINE FEED 

A DUER TISEHEtH The publication determined that the middle range of the 
increases from 2002 to 2003 was 3. 7 percent, almost 
twice the inflation rate of 1.9 percent last year. Still, the 
rate of compensation increase was the smallest since 
1996, the figures showed. 

Salaries of leaders of 309 of the largest nonprofit 
organizations were reviewed in 2003. Of those, 215 had 
provided information the previous year and were 
compared to track growth. The survey does not 
necessarily reflect all top earners. 

The four top earners surveyed worked at hospitals: 
Harold Varmus, president of the Memorial Sloan
Kettering Cancer _Center in New York, and Floyd D. 
Loop; chief executive of Cleveland Clinic Foundation, 
both of whom earned $1. 7 million in 2003; Herbert 
Pardes, chief executive of New York-Presbyterian 
Hospital, $1,3 million; and Peter G. Traber, president of 
the Baylor College of Medicine, $1.2 million. 

Some are keeping a watchful eye on the escalating 
salaries at nonprofits. The Senate Finance Committee 
held hearings in June on what its members consider 
abuses among charitable organizations. The Internal 
Revenue Service announced at the hearinas it would 
investigate vigorously useemingly high co~pensation" 
paid to some charity executives and board members. 

http://abcnews.go.com/wi re/U SI ap20040926 _923 .html 

p 

E 

s 

ALSC 

• Poll: Ker 
No Chan 

• Army M, 
luring N 

• Former< 
Describ( 

• Steam E 
Helens 

~ Army M; 
Luring~ 

• Why Is ,. 
Fly' Lisr 

• Bush, K• 
Debate 

• Hurricar 
Politics 

10/1/2004 



Pit 
Now 

you can 
find out 

all 
about 

donkeys 
and 

elephants ... 

ffl 

One worry about high salaries is that donors will stop 
giving to charities if they consider the salaries of 
nonprofits' leaders excessive. said Daniel Borochoff, 
president of the Chicago-based American Institute of 
Philanthropy, a nonprofit charity watchdog service. 

Borochoff said nonprofits often pay high·salaries simply 
to keep pace with the salaries paid those in. the 
corporate ·world. 

"There's a lot of responsibility and a lot of background 
• and experience needed for those jobs," he said. ·rhe 
nonprofit needs to.hire qualified people." 

For example,(-those running hospitals deal with very 
large, complicated matters such as insurance and 

. regulatory issues. 

IRS rules governing charities and private foundations 
say they cannot pay executives more than reasonable 
compensation. Excessive compensation can be 
penalized by excise taxes. A group's tax-exempt status 
can be revoked if trustees, founders, directors or others 
use the charity for their benefit. 

• On the Net: 

The Chronicle of Philanthropy: 

Copyright 2004. The Associated Press. All rights reserved. This 
material may not be published, broadcast, rewritten, or 
redistributed. 
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____ ; _.,__ Abstra_ct (Document Summary) 
~ • . . . ' 

,.. }aritas spokesmen would not comment on (Michael Collins]'s compensation yesterday, only saying "it's consistent with his 
·?ntract" A spokesman for the archdiocese·coutd-Aot._be reached for comment The amount does includes deferred 
,ompensatio_n from prior years. • 

· ·!if fii{iiiiI~;:~~tl~~m~~,~~~et~J,~t,~t~~:~··· 
Hospital, another Partners member, last year. For part of the prior year, he was president of 

·Full Text (874 words) 

Copyright New York Times Company Aug 14, 2004 

. . . 

[PUBLISHED CORRECTION - DATE: Tuesday, August 17, 2004: Correction:_Because of a reporting error, a story in 
• Saturday's Business section about compen~ation for local health care executives containeq inc~,:rect income infonnation for 
. several Boston hospital executives. j!~affi~ ·- • :-;'~"lfi~i • • • • • • • • ';~rl< 

, j _ .. • . . . . •• • ""'~..!,.-.,,; ~-''"'L""""~ , ts. 
'¥·· 

:fflffl~~'llti; Ucan. colleCt .a portion of their dElferred COmpenSatiOn oniy if the}' remai~~ 
_ ::~-.: specified time period. Also, in addition to $1,383,645 that Dr.•Michael Collins, former chi~f executive of Caritas Christi 
:''. :. -1ealth Care, earned in compensation last ye~r, h~ received another $327,368 in deferred compensation and benefits.] 

. . . . . 

. . 1-. Michael Collins, who was unexpectedly ousted as pre~identof Carjtas Christi He.alth Care in AprH, -earned $1.4 mim~n in. 
-- compensation last year, far more than most-other Boston teaching hospital execu'tives~[SEE CORRECTION ABOVE] - - -

Cbllihs's compensation, wh_ich included a one-:tinie $500,000 payment related to prior years ., canie when the state's largest 

.-http://proQues.t.umi.com/pqdweb?index=l l&sid=3&srchmod~l&vinst=PROD&fmt=3&startpa.~. • 12/06/2004 • 
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Catholic hospital system was try~ng to tum itself around financially after years of struggle. 

• ·Saritas earned an operating profit of $3 million in the fiscal year ended Sept. 30, largely because of a one-time $11 million -·· ·, 
:-+ ·: ::).:wment from the state Medicaid program to compensate the system for treating a large number of poor patients. The {(\) 

•• • .1(Work had an operating loss of $15.9 million in 2002, during which time Collins earned $802,234, according to public • 
hgs. • • 

The Boston Archdiocese unexpectedly asked Collins, a longtime leader in Boston healthcare, to step down in April. 
Archbishop Sean P. ·O'Malley and his advisers would·not discuss· their reasons. Collins's ouster triggered a period of 
instability in the network, which -includes St. Elizabeth's Medical Center_in Brighton. 

Caritas spokesmen would not comment on_ Collins's compensation yesterday, only saying "it's consistent with his contract." 
A spokesman for the archdiocese could not be reached for comment. The amount does includes deferred compensation 
from prior years. • 

Nonprofit_ hospitals have u·ntil Monday to.file with -ttl~ ~tateattomeY:-ge~eral'soffice las,t fiscal year's financial . re ports, 
. including compen·sationfortheir highest.paid•employees. The-office's public charities division collectssalary information in 
part so it can monitor whether nonprofits; Which. are supposed to pump profits back into community services, are paying 
their executives excessive salaries. • • 

Boston hospital executives have long maintained that salaries of their key leaders are in line with their national counterparts, 
and are necessary to attract top talent. Other hospital chief executives also fared well last year. 

~-. . 

. . 

. Elaine Ullian; chiefexecutiv~ of'Boston Medical.Genter, also :_aJ~o~pJ4irth:atl~fgely servei-the poor_., eamed $902,721' in 
corhpetisatitm 1aslyear, UfL5l ffperce:riurom- $854,927lhep'revious year~ 

"Last year was the seventh year of the most successful. hospital merg~r in town and perhaps the most difficult," said 
chairman Marshall Carter, referring to the merger of Boston City Hospital and Boston University Medical Center. "We didn't 

. . think a 5.5 percent increase was that unusual. She's really skinny-ed down the staff, and she's operating without a chief 
• "operating officer; She's running the place herself." . 

. • j9(11~S}:M~,,.~_¢.ik~¢JjJ¢.t::~x~sµ~¥~~fi~hildt~~espita1,~·e•arri:~a:,$8i~;6'.80qa;(y~af/ When'hi'siCbmpensation ·. gre.w:.f3.8 
p~to.e'[:}Ht6ttf;$~fi7.~000\lffie{pf.i€ir:;yea'f/The increase comes at a time when Children's has turned around its losses, and 

_·earned robust profits. • • 

. "The reasons for the increase ·are related to his extraordinary performance and achieving the goals of the institution, ... said 
Children's spoke~woman .Michelle Davis, who would not elaborate on the goals._ 

.. '~t":a:z:=iii:~=~~~~=~-==;r~~~:,;:t;,;~=i~:~g 
.pnor year. 

ifiinilf~~$i~~llN~are, the largest hospital and physicia~s netw~rk :in Massachusetts·, and by- far the most profitable, had 
·some of the lower salaries_. • • 

Fii!lffii1gf.§1&1fi·&ftg~~fi6fiij~itlwiaa-n;te.siMt>n~a'n1\·~aW11~6l$fm'-l9lti~isf~e~r. That's a -1_0.4 percent increase over his $622,525 
salary the ptior year, when he was president of Massachusetts General Hosphai,· a member of Partners. [SEE
CORRECTION ABOVE] The new president of Mass. General, Dr. PeterSlavin,.eamed $747,050 last year, [SEE 
CORRECTION ABOVE] one:.third more than .his $559,000 compensation the p_rior year, for part of which he was head of the 
Massachusetts_General Phxsidans Organization~ His salary includes·deferred compensation. Dr. Gary Gottlieb, earned 

·_· $635,25o ·~~~~f4~~~~~f\l'f&f~1 as chief executive ofBrigham and Women's Hospital, another Partners member, 
. last year. For part-of the prior year, he\~as president of North Shore Medical Center. • •• • • 

fN~tltr~~,iffl:t~~-t!Krf~~Ytli~ra1~f~"frff.f~wJimit¼~hr.$i~im~t~h~-tjteWt~n~~-fll~t~~~tWU~t~§fqfif/rwff111PA~ 
. ,.·8fdffl~i~iit~a1[~fdli¼J~t~;~t .tha·~-;~a~~ co~p~ri~;tion. in~,~~;ed ~ ~~ri~;i~e -pay~~~t =of:~~~r1;' $25.0~o'oo-fro~ the . 

_:_.:. '\ hospital's then..:parent-organization for achiev_ing certain goals. Tufts-NEMC no longer.has su·ch an.incentive.plan. 

·, .. K6walczyk ·can be reached at kowalczyk@gl~be.~m. 
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Abstract (Document Summary) -

• · •,·~i!:!S!\!11:~!!!!!ili~::r,!Jtl&~erflt!!S:;i8!~:~:•; .. 
. . 

,dward. Murphy] was trained as a doctor and tti~embarked orl' a career in health care· administra.tipn. Before joining 
Carilion Health System, he led Seton Health System of Troy, N.V. Seton is smalle·r than Carilion but .like Carilion combines-
hospital--based services and outpatient services. • • 

. ~ . .• . . . 

Murphy became Caril_ion's leader three years ago next month: He join~d Carilion :in 1998 as exec_utive vice president of its 
. patient services division, became chief operating officer and was promoted.by Carmon's board of directors to system chief in 
January 2001. 

• Full. Text (6_85 words) -

-_ Copyright Times_ World Corporation Dec 19, 2003 

Dr. Edward Murphy, president and chief ~xecutive of CarilionHealth System, ea~n~ a-salary that's in keep-ing with the 
• . industry average for health system leaders. • • • • • • 

~;,-:-,,,; 
: .'~: ~-

: Theamou~~ppears1na~Augu~h~alth 
·_ ·system ·filing with the Internal Revenue Service, obtained by The Roanoke Tiines last month; _ 

. •. . . - . .· . 

The filing donfirms he is one of ttw highest~paidhe~lth ca_reworkers in the state. ~~~rW!$.l~~~f~i15et:~-!Jt~: . 
• _· -hl'J'f~lffi1s.Ysl~-i~~-1i,@fr~~~~~~1. - • - • - • • • • -

Because the $740,645: figure is more th~n a-year old; Murphy, 48, could b_e_ earning more today._The health system would • 
iotpro~d_e his salary during :the 2002-03 fiscal year, which -ended 2 112 .months ago, or his current pay. 'But spokesman • • 
• i~ Eamhai'H,aid the health system would comply with IRS rules that will require the release of last year's pay in late 2004 -
,d this year's pay in late 2005. • • • • 

• ~DL Murphy's salary is appropriate for a $1-ptu's:.billion-dollar company with nearly 10~000 employ~~sservingapproxirnately :_ • 
. . . 

• ·_ htto://ornauest.umi.coin/riodweb?index=47&sid=3&srchmode=l&vinst=PROD&fint=3&stat"tJ?aH~: • 12/06/2004 
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a million people in western Virginia," said George Cartledge, chairman of the health system's board of directors, in a 
... prepared release. "Keep in mind, Carilion does not offer stock options or equity opportunities that other companies use to 

_ '·nhance executive compensation." • ;Y}) 

1rtledge said a consultant gathered salary information from about 200 health care systems and 630 hospitals and 
recommended what the appropriate compensation.should be. 

"Health ca·re organizations," his s~tement said, "must invest _in stable leadership an_d compete nationally for this leadership. 
There are relatively few people nationwide who possess the experience and expertise required to successfully operate a . 
·health care organization of our size and scope. Unlike many other organizations, Carilion has enjoyed the benefits of stable 
·1eadership for many years." • • • 

. • . . . . 

Carilion is the Roanoke region•s largest employer, with 9,329 workers, 330 of whom are physicians, and iUs the region's 
dominant health care provider. The system owns and operates six hospitals; co-- owns and manages four other hospitals; 
and owns and operales ·about 60 physician practic·es spread out from Woodstock to Wytheville. • 

. . . . - . 

6umon also opera.tes a helicopter ambulance;_three health clubs and a health insurance company (closing Dec. 31); and it 
has a number of specialty centers in_cluding a newly opened same-day surgical hospital. It is affiliated with the Jefferson 
College of Heat"th Sciences and offers residency training opportunities for doctors. 

• Murphy" was trained as· a doctor and then embarked on a career in health care administration. Before joining Carilion Health • 
System, ·he led Seton· Hea~th System ·of Troy, N.Y. Seton is smaller than Carilion but like Carilion combines hospital-based 
service_s and ·outpatient services. • 

Murphy became Carilion's leader three years ago next month. He joined Carilion in 1998 as executive vice president of its 
patient services division, became chief operating officer and was promoted by Carilion's board of directors to system chief in 
January 2001. • • 

• • J11urphy'~ predecessor, Tom Robert~on_, w~s ear~ing $635,000 a year when he· left in 2001 after 15 ye~rs in the top · ;-,,_--._,, 
"'\~dersh1p post, health system officials said previously. • • • . • • _ - .-.=-=:::J 

i 
_______ , 

• . . .. Janoke-area executive pay 

A look-at how much top executives are making. 

-,n· the _public eye: 

. . 

. -Frank Beamer, head football coach, Virgir,ia Tech: About $900,009* 

-Darlene Burcham, Roanoke-city manager: .$147_.-373 

. . . 

• In he·alth care: (2001 Regular compensation) 

. . . • 

.:.oavid Bernd,-Sentara Health Care; Norfolk: $1.1 million • 
.. . . . ·.. . - . 

-✓. -Knox Singleton, lnova Hea.lth System.. Falls Church, $768A83 
. . . .· . . ·- . . . . 

. - . . • . . 

At Rmm~ke Valiey public ~ompanies (regular compensation in 200_2) 

- Lawren~e: Castellani;Adv~nce Auto P-~rts: $635,778 

. - Don Smith, . Roanoke Eiectric. St~el . Corp.: $412,000 . • 
•• . . : ·- :. • _·_. . . 

77)-·_John Williarrison.-Roanoke ·Gas: $1~4.546 

estem Sizzlin'Corp.~ VictorFotr: $t72,000 ** 

• - Ems· Gutshall, Valley Financial Corp.: $170,000 • 
. ( . 
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- Neil Wilkin, Optical Cable Corp.: $120,000 

... . *Beamer's total compensation also includes endorsement contracts. 
_,/ <~) • . . 

.-.;.--... 

·*Foti was replaced by James Verney in summer 2003 

[Illustration] . . . _ 
Caption:.Photo -1 The Roanoke Times File Dr. Edward Murphy,·president of Carilion Health System, joined the· company in 1998 as 
executive yice president of its patient services division. 2. cha_rt - Roanoke-area executive pay (text is· at the end of the story) 
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The Flap Over HMO/Healthcare CEO Pay Premiums 
Posted on December 11, 1998 

. Several days ago, we released on our SQbscriber-only website a. CEO Pay Simulator. a piece of 
software that compares a given CEO's pay package to those of 1568 CEOs and that produces 
competitive levels of pay, after talcing account of a company's size, its shareholder return 
performance and the type of industry in which it is engaged. 

Yesterday, we-were talking with Jim ~nlde, 'a reporter for the Bloomberg ~ews Service, and 
during-our-discmssion, -we-mentioned- that· when-it- coines-·to 0 high-·CE0-·pay,·the·GEOs~- in·the 
1-IlvlO/Health~are industry seem to be second to none. That sent all . sorts of alann bells ringing. 
because, barring a flat EEG tracing, everyone is well aware that healthcare costs are a big item in 

. Washington, almost as big as Monica Lewinsky (no pun intended). 

In snidying Total Direct .Compensation (IDC-the sum of base salary for.1997: annual bonus 
earned for 1997 performance; the estimated present ,value of stock _option grants made in 1997, 
using . the Black-:Scholes Option Pricing ~ode]; the value-_ at grant during 1997 of shares of 
restricted stock; payouts made during -1997 under other ·long-term . incentiv~ plans; and, as 

_ defined by the SEC, 1997-0ther Annual Compensation and 1997 All Other Compensation), we 
• found that we could explain: 

35% of the variation in TDC if we knew the site of the company (size being measured here-by 
giving equal weight .to 19.97 revenues,. 1997 yecu-end .invested capital [long-term debt plu~ 
shareho_lders' equity] and 199J total employees) 
37% of the variation in 1DC if we loiew. both the size of the company and its total shareholder 
return performance (i~e., stock price appreciation and ~invested-dividends -in three different time 
windows-a three-year time window. a two-year time: window and a one-year time window, al] 
ending with the end of the company's 1997 fiscal year) • • _ • 

_ .-45% of ~e variation in IDC -if -we knew the size of th_e company, its total shareholder ·return 
pen' oimance and the type of i_ndustry in which it is. engaged. _. 
In _ our study, we assigned -each :of the l,568 ·companies to ·one of many diff ereilt industry 
categories. Of"these many categ~ries, 31 contained sufficient- mitnbers_ of_c_ases so as to -permit 
their Use. in a multiple - regression analysis that took. account of ·company • size, company 
perf onnance and type -of industry. • 

. . . 

Our study showed that -seven of .the -31 indu_stries paid significantly · less than· other industries, 
__ after talcing a¢count of -their si:ze • and -perf onnance levels. _ And four other industries paid . 

-· significantly . more. The probability of any of these industry findings being fluky was less ihart 
• one-chance-,-in-a-hundred. • • 

•• Turning first -to our )ow-payers. For ·ihe same c:trnount of CO~P?JlY size and company . 
_·perfonnance; _ 

_ • CEOs in the food retailing industry receive 63 % less TI>C 
__ CEOs fa .the power utility industry receive 51 % ··Jess TDC 



CEOs in Jhe air transport industry receive 45% less IDC 
CEOs in the restaurant industry receive 42% Jess 1DC 
CEOs in the transportation industry, excluding air transport companies, receive 33% Jess IDC 
CEOs in the wholesali,ng industry receive 26% less TDC 
CEOs in the retailing industry, other than food retailing compani'esy receive 20% less IDC. 

• Now for the high rollers: For the same amount of company size and company performance: 

CEOs in the computer and software industry receive 39% 1nore IDC 
CEOs in the phannaceutical/biotech industry also receive 39% more TDC 
CEOs in the diversified finance industry (mainly,".Wall Street finns) receive 61 %more TDC 
And-now for our big·winner.:;CE0s in the HM0/Healthcare~industry-receive--66%-more IDC.- • 
Not all CE0s in the HMO/HeaJthcare industry earn 66% more than their counterparts in other 

· industries, of course. There are actually some ~ood buys in that industry. But there also are a lot 
ofnon-good buys, as evidenced by the 66% pay premium. 

A cursory analysis of some of the really high-rollers in the HMO/Healthcare industry reveals a 
• • disturbing pattern: 

Total .shareho1der return performance in the three time :windows tested has been quite. poor, 
.reflecting the recent traShing of HMO stocks • • • • 
The com.pany µiay have responded to the poor perf onnance by cuttjng the CE0's bonus, _not 

. infrequently al) the way to zero 
·But then comes the consolation prize: A mega-optiori ·grant. 
For a case•in point, let's look at Malik. M. ·Hasan. Mn., the fonner Chairman of Woodland HiHs; 
.California (near Los Angeles)-headquarted ·Foundation .Health Systems, a company with $7.1 

• billion of revenues in 1997. (Dr. Hasan, though no longer CEO, continues in ··the ·role of 
Chairman of the Board~) 

. . 

. During the year ending·. oecember_ 31, 1996, FIIS generated a shareholder return of a minus-23%. 
This compares to a return o.f plus-22.9% for the S&P 500 Index and a return ·of a. niinus-9 .. 8% f9r 
the.16 companies compri.sing the.S&P·Midcap Health Services·Index. ·so, FHS·perfonned poorly 
vis a vis companies generally. An9 it also perfonned pC>Orly even when compared to the other 

• .. poor-perfooning companies in its .own industry. For this·poor performance, Dr. Hasan received a 
. _ niggardly salary increase of only 3% and n·o bonus at all. But he did re~eive an option grant that • • 

•. came in three tranches: • 

An option on 100,00Chhares carrying a.strike price {i.e., the price· that must be paid to exercise 
.• ·the option) of $35.25 per share and a tenn· of. IO years. On the date :of grant, the marketpricc per 
·share was the.same $35.25 per share 
-An ,optioti on 100,000·shares carrying a strike price of $40.54 per share ·and a tenn of 10 years. 
The•strike price.was ·115% of the $35.25 market price on the date-of grant 
Anpption on ·IOOY()OO .shares carrying a strike .. price.of $44.06 per sha,i:c arid .a term of JO ycaJS. 

···The stoke-price·was 'l25%:of the $3525 market price on the.date of grant. ·' 
• · -:-We>~timate the pre.Sent vaJue at grant of these three option tranche$ to be $?.9 million. 

·- . . . . .. 

. .::Jri ·total~ Dr~ Basa.n's p~y package fot 1996 was worth $5.imillion. 
. - · . . . 

·,.. _. 



Now Jet's roll the cameras forward by one year-to the end of 1997. During the 12-month period 
ending December 31, 1997, ~S generated a total shareholder return of a minus-IO.I%. During 
the same one-year period, the return on the S&P 500 Index was plus-33.4%._ But the return on the 
S&P Midcap Health Services Index was minus~9 .1 %. In this casey though HIS lagged the S&P 
500 Index badly, it caine out about even with its peers in the healthcare industry. 

Apparently, ·reducing your negative return from ·a minus-23% to a minus-IO.I% is cause for 
intense_jubilation in,.the Hills of Woodland. It's __ not that Dr. Hasan scored big in base salary. for 

· :his salary increase in 1997 amounted to only 4.9%. And it's not that he scored big in borius~ for 
· his bonus,-for the-second ·year in a· row,·was ·zero;··But·now·-forthe-fun-:part: ··During -l997, he 
received an option on 850,000 shares canying a strike price of $32.50 per share and a ten-year 
·term. Note here that, in number of shares. this option was almost three times the size· of his 
aggregate option grants · one year earlier. Moreover, the gutsiness displayed o_ne year ·earlier. _ 

. when Dr. Hasan took one-third of his option on a 15% out-of-the-money basis and another third 
. on a 25% out-of-the-money·basis, was total]y absent. Perhaps it was totally absent because,when 
• _the 850,000-share option was granted on September 4, 1997, an three of his option grants made 
-in February ·1996 were undeiwater. 

We·estimated that the present value of this new 850,000-share grant was $11.5 million, a figure . 
that was 2.9 times the present valu~ of the grants made to Dr. Hasan one year earlier. 

Thiit $1 fs million figure, in tum, caused Dr. Hasan's 1DC to rise to $12.5 millioii. a figure.that 
after calibrating for -company size .• and company perlonnance (but before . adding -in the 
HMO/Healthcare 66% pay premium) was 3.1 times higher than the competitive nonn. 

. ·----<.. • 

We have noted fo past studies that, in general, there are two dasses of CEOs who receive the 
very largest option grants. In the first category are CEOs with superb past perfonnance, for 
e.xample, a CEO like -Sanford • Weill of _ Citigroup. But in the second category • are CEOs_ with 

:horrible past performance. Paradoxically,- these CEOs generally receive much larger·gnmts than 
.other CEOs with normal performance._ • 

. . - . . . • • 

• -.• -In effec.t; if you have the performance numbers, you get rewarded with a big option . granL But.if 
• ··-you come up short, you ·persuade your board .that big option grants are once again .req.uired ·"to 

hold.on to our good people". and 0 to motivate them in difficult circumstances". So if you get a 
:-:·huge option • graht . for performing ·hugely . and a huge option grant for screwing ~p~ the 
• circ.umstances under which you won't-get.a ·huge option grant-are rather rare. · 

:·~-Hasan last received a.cash bonus .°tor .his performance during 1995, when his companfs totai • 
:·shareholder return actually went into the· plus zone (a plus ... 5.8%,· compared to a phis~30.9.% for 
the S&P. 500 Index and ·a plus-20.0'f. for the S&P Midcap Health Services Index). The bonus • 

· ·:~was $800.000. - . - • • • • 

. _Although_ he . didn't rec~ive , any .cash bonus for hi~ petfonnance during 1997, -it wouldn't :~e 
. .. much · ofan ,increase in_ ·.his companis _.stock .Price to maice his 850,0~share opti<m ·\vorth • 

.. 



_____ ;;.- ;_ · ... 
. _.'\ 

$·800J)OO. The increase wou)d amount to on]y $0.94 per share~ a mere 2.9% increase in share 
price (compared to the pricepre_vailing on the date the option was granted). 

Of course, that isn't what happened during 1998. As this article was being written on December 
I 1, 1998, FHS' stock price closed at $11.6875 per share. With strike prices for his.1997 and 1998 
option grants ranging from a )ow of $32.50 per share to $44.0_6 per share, one needs a stronger 
adjective than "underwater" to describe the current status of his option grants. Still, he has until 
the year 2006-.2007 time period to bring those grants above water. And that's a Jong time away. 

We would Jove to have included with this article a complete Hne-by-Jine database covering each 
company in· ·the -HMO/Healthcare industry and--its pay" premium ·status.· But under- our license 
agreement with Standard & Poors Compustat, which provided_ the raw data for our analyses, we 
are not permitted to do so. Nonetheless, _sµbscribers can replicate our analytical findings by 
downloading and then inputting to our CEO Pay Simulator. This piece of software may be found · 
in our subscriber-only website under the article title, "The Crystal Report CEO Pay Simulator". 

··-- -

.• · .:-. 

- · . . . . . . . . 

· ·.:-

. ·• · 
, ·: 
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COMPENSATION MONITOR 

HoW nice to be _the chi.ef medical officer.~ of-a -large co·r:n-mercial 
HMO in ·or near Minn·esota · 

. . 

Chief medical officers of HMOs have .highest Incomes In the. Northeast, but"thelr mean 
Incomes are only about $200 more than the average total compensatlon·of CMOs·from 

·• the next most prosperous region ---.the West North Central a~ consisting of Iowa, 
.Kansas, Minnesota, Missouri, Nebraska, North Dakota, and South Dakota. Median salaries 

• are·aiso dose, and higher by $20,000 or more than other regions. Wa{'Ten Surveys 
coliected 2001 t::lata fr:om over 500 HMO an·ci other i'Tli;maged care health plans nationwide. 
TI;le survey defines.·CMO as '"Top person responsible for overs~lng tl)e medical policies, · 
medical .service delivery and quality care for health pl_aii membei:-s~ In a large netwo_rk 
and/or Insurer-sponsored model, this person m~y have several medlcat" directors .for 

. • ------ • 
whom (he· Is] responsible." All: CM Os .are physicians. • 

Lowest compensation in the Mt>untain states • 

_Bigger plan, better for CMO 

. . . 

• Chief medical office~ of plans wlth.500,000 or more members have conslde~bly greater 
_total earnings than CMOS at smaller plans. · 

Corporitte ·s_tattis may play .. a . role· 

The chief medlcatofficer at a not:for-proflt org·anlzatlon Is compensat~d at a fowe~ level . 
than peers at for.:.p-rofit orgarilzatl~ns~ The mean difference In -salary (ln~udlng. bonus~) 
between CMOS In for-profit and not-for-profit organlzatfons Is ~ver $_30;000 . . 

• SOURCE: WARREN SURVEYS> THE tiMO .SAI.AAY SURVEY: SPRJ~G iooi. eis~an~S794 • 

http://www.managedcaremag.com/archives/OJ 08/0108.coIDpriion.html • 
. . . . . . 
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Collateral Assignment Split Dollar (CASD) arrangements. -These policies were individually 

owned by the executive with a collateral assignment to Blue Cross for all the premiums 

advanced to the owner. With proposed IRS regulations issued in July 2002 and the Sarbanes

Oxley Act of 2_002, Blue Cross determined that the existing CASD atrangements should be 

discontinued, even though Blue Cross, as a _non-public company, was not obligated to comply 

with Sarbanes-Oxley. The Human Resources Committee approved the termination of all CASD 

arrangements, except for an executive who had retired with the benefit, on October I, 2003 and 

the Board of Trustees approved the termination on October 8, 2003. 

The CASD arrangements were replaced with group term insura~ce at two -times base 

salary paid for by the Company, optional group term life insurance up to an additional three 

times base salary paid for by the participants, and a survivor income benefit insurance with a 

death benefit level equal to the death benefit level in place for the CASD arrangement for basic • 

coverage only, paid as self-insured plan by Blue Cross and only available· to those executives 

who had a CASD arrangement. 

Enclosed is a list of all the life msurance that meets the above criteria and the 

corresponding cash surrender values that Blue Cross recovered from the termination of each of 

the policies. The one policy that continues is identified at the end of the list. -

INTERROGATORY NO. 9: ( ti-tut;ti Vu _ uYP-p-(;YYJcchvn) 

Identify in detail how compensation is determined for executives of BCBSM, other than 

the President and_ CEO, and who approves the level of compensation. 

ANSWER: 

Step l. 

The Blue Cross Blue Shield of Minnesota Board of Trustees and its Human Resources 
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) Committee have been actively involved in oversight of executive compensation during the period 

2000-2004. All elements of executive compensation and benefits and the compensation process 

are controlled by the Human Resources Committee who meet four to five times per year and are 

composed entirely of outside trustees; (I) The purpose of an independent Board of Trustees and 

Human Resources Committee is to ensure that trustees understand their role in protecting the 

primary stakeholders who are the beneficiaries of Blue Cross' mission. (2) 

The Human Resources Committee reviews and approves officer compensation plans, 

including annual and long-term programs ( and any earned awards), executive level benefits, 

severance plans, deferred compensation plans, supplemental executive retirement plans, or other 

executive level plans taking into account peer group practices and any special considerations. 

Severance plans of greater than twelve months require Board approval. 

The Human Resources Committee and the Blue Cross Board of Trustees uses as a model 

IRC § 4958 and Treas. Reg. § 53-4958 so that its compensation practices fall within the section 

4959 "safe harbor" <3) if Blue Cross were subject to those requirements (Blue Cross is not a tax 

exempt organization and thus the aforementioned regulations do • not legally apply to the 

company). 

Step 2. 

The Human Resources Committee reviews and amends the executive compensation 

philosophy, from time to time, to ensure that it is aligned with Blue Cross' enabling legislation 

and further that it allows Blue Cross to attract, retain and motivate its executive talent for the 

benefit of its members and other stakeholders . . 

Step 3. 

Market compensation analysis is conducted using independent sources to collect and 

9 
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report compensation and benefit data on comparable companies. Blue Cross uses the Watson 

Wyatt Data Services Health Care Executives Survey as its primary source (2001-2004). Blue 

Cross supplements the primary survey with custom surveys from Watson Wyatt, Mercer or other . 

independent consultant firms as needed. The data is . compared to existing Blue Cross positions, 

with adjustments, where appropriate and reasonable, based on the scope of the position being 

compared. Blue Cross then assigns each executive position with a Blue Cross target median 

level of base salary wmpensation based on the survey data that has been calibrated to the 

revenue that Blue Cross achieved in the previous year. This ensures that Blue Cross makes its 

comparisons using a regression analysis, versus comparing to the median of the group or the 

group average, irrespective of the comparability in size of revenues within the survey peer group. 

The annual incentive opportunity is compared to the median level of annual incentive 

opportunity for the position being compared. The long-term incentive opportunity is compared 

to the median level oflong-term incentive in the not-for-profit B.Jue Plans, excluding the effect of 

stock option grants, restricted stock or other equity based compensation arrangements, which are 

generally up to three times higher in value. Only positions that have divisional accountability 

(direct report to the CEO), profit and loss accountability for a subsidiary, product-line or line-of

business oversight, or have major strategic importance to the company and eligible for long-term 

incentive opportunities. · Benefits are reviewed annually. 

Step 4. 

For each executive, recommended Blue Cross target base salaries, annual incentive 

opportunities and where appropriate, long-term incentive opportunities as they relate to the 

market data compiled in Step 3 are prepared. 

Step 5. 

Word 201-2249Ll 
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The next step involves _ companng recommended base salary amounts to actual _ 

performance of the executive, time in position, and the executive's current base salary with 

respect to market target (this is known as the compa-ratio, with Blue· Cross . managing its 

executive · compensation between 80% - 120% compa'-ratio. A compa-ratio of 80% is 

approximately at the 25th percentile of the market, 100% is approximately at the 50% percentile 

or median and a 120% compa-ratio is approximately at the 75th percentile). The Chief 

Executive Officer reviews preliminary data. A meeting is held with each of the direct reports to 

the Chief Executive Officer to review executives within their scope of accountability and solicit 

their input on each executive. A final meeting is held with Chief Executive Officer to finalize 

preliminary merit and adjustment recommendations for each executive and the overall pool that 

will be recommended to the Human Resources Committee for _ its review along with the overall 

executive compensation framework. This process step creates the opportunity that the executive 

has with respect to the -total compensation package. Several elements of the package have 

variable components of compensation that are performance-based and dependent on corporate 

performance. The Human Resources Committee recommends and the Board of Trustees 

approves annual and long-term incentive measures at the beginning of the performance period 

that establish the framework for these variable compensation measures and certifies results at the 

end of the performance period that translate into performance'-based incentive awards. 

Step 6. 

A Human Resources Committee book, comprised of agenda, minutes from last meeting, 

and all agenda items, is sent to each Committee member, the Human Resource Committee's 

independent executive compensation consultarlt and Chief Executive Officer one week prior to 

the Committee meeting. Recommendations on the executive total compensation package 
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together with market data are included in the Committee book. 

Step 7. 

At the Hu.rnan Resources Committee meeting, the Committee reviews the entire 

presentation and engages in discussion. At the end of the meeting, the Committee may approve 

the executive merit and . adjustment · pool and authorize the percentage for the merit and 

adjustment for the coming year. The direct reports to the CEO and other "elected" officers are 

reviewed by the Human Resources Committee as part of this process. Any changes to annual 

incentive opportunity or long-term incentive opportunity are also reviewed and may be approved 

at this time. The Human Resources Committee considers for approval the flexible benefit 

allocation and any changes to benefit plans. Prior to the final approval, the Committee meets in 

Executive Session with the independent executive compensation consultant that the Committee 

has contracted with and without the Chief Executive Officer and other staff. The Committee 

discusses the total executive compensation package being recommended and then formally 

authorizes its decision through a Committee resolution. 

Step 8. 

The Chair of the Human Resources Committee, or the designate, gives a report to the 

Board of Trustees at the next Board meeting, and distributes material to each Board member that 

details each of the components of compensation that were approved by the Human Resources 

Committee fo~ each officer. The independent executive compensation consultant attends this 

meeting to serve as the Board's executive compensation consultant. This session of the Board 

meeting is m Executive Session without. the Chief Executive Officer and other staff in 

attendance. 

Step 9. 
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Each step in the process is documented and the minutes of the Human Resources 

Committee meeting are approved by the Committee at the next meeting. A summary of the 

Human Resources Committee meeting is made available for the Board and is included in the 

. next Board Book mailed to a~l board members in advance of their Board meeting. 

Step 10. 

The Chief Executive Officer meets with the executives who report directly to him and 

discusses any merit increase awarded to that exe~utive. The vice president of human resources 

meets with each of the direct reports to the Chief Executive Officer and distributes material that 

they can use to repeat the process for each executive that reports directly to them. 

References: 

(2) 

(3) 

Trustee 
Recommended Practices for Board Executive Compensation. Committees, July, 2004 by 
Michael W. Peregrine, Ralph E. Dejong, and Timothy · J. Cotter. Compensation 
Philosophy Statement guiding principle. 

National Association of Corporate Directors Report of the NACD Blue Ribbon 
Commission on Executive Compensation, Guidelines for Corporate Directors, April 
2000. Chapter 1, The Role of the Compensation Committee. 

Executive Con;ipensation 
Guidelines for Healthcare Leaders and Trustees, edited by Thomas Flannery, Ph.D., May 
2002. Chapter 4, Setting Reasonable Compensation: Minimizing Exposure to 
"Intermediate Sanctions. " 

INTERROGATORY NO. 10: 

Identify all real property owned by YOU and identify all leases between any entities or 

person with the BCBSM FAMILY. 

ANSWER: 

Enclosed. The leases are also enclosed m response to Request for Production of 

Documents No. 1. 
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BLUE CROSS AND BLUE SHIELD OF MINNESOTA . 
EXECUTIVE COMPENSATION 

GUIDING PRINCIPLES 

1. Blue Cross and Blue Shield of Minnesota and its business units will manage 
compensation, and .the supporting performance management system, to help 
communicate desired performance results and influence executives as they act and 
make decisions. 

2. Total compensation plays an important role in attracting, retaining, and motivating 
executive talent, along with other . factors such as the organization's chartered . 
mission, its purpose, ·values, position challenges, work environment, and career 

' opportunity. • 

3. In general, . the comparative framework of companies will include comparable 
healthcare industry companies (including Blue Plans and managed care/HMO 
organizations)~ For certain positions, general industry data may also be used in 
determining the market midpoint. For determining competitive long-term incentive 
opport_unities, however, only non-profit Blue Plans data should be used. A list of the . 
comparable companies used in ?002 is included in Attachment A. 

4. Total Direct Compensation* for target levels of performance, with consideration of 
time in position (used only as an internal equity guide whereby performance is 
always viewed senior to tenure) will be targeted at the median of total direct 

••• ·'\ compensation levels for the comparative framework companies-. Similarly, base_ 
· 1 salaries will be administered to median salary levels with minimum salaries at 80% 

of median· and target annual incentive opportunities set to deliver median total ca~h 
compensation levels for the position . under consideration. 

5. For executives who have . divisional - accountabilities and those with subsidiary, 
.. market business unit or key strategic accountabilities affecting long-term. corporate 
success, incentive pay opportunity will : be split between annual and long-term 
incentive plans; for . other executive· positions,· incentive pay opportunity will be 
available only through an annual inc_entive plan. 

6. 'Incentive pay opportunity will vary between zero and · 150% of the determined target 
-amount based on performance mea·sures and results linked to financial and 
strategic non-financial accomplishments that contribute to stakeholder value and the 
achievement of • Blue Cross' mission, as . well as divisional and individual 
performance. 

7. Indirect compensation** will provide competitive benefits for retirement, life 
• insurance, disability income, and medical . coverage reflecting comparative 
competitive practice at median levels. 

8. • Compensation programs will be • well communicated to participants to maximize 
. motivation and retention value. 

•'") 
. . 

Defined as salary. annual incentive and long-term incentive. where appropriate:' BCBSM- 36869 
• • ·• Defined as benefits, perquisites and other recognition elements. 
La~t Revision: December 10, 2002. Presented Novembe, 18. 2003 for_2004 _Executive Compensation 



RETIREM,ENT BENEFITS 

This doctimentis inlerided -lo proYide an ·overview of bask-iajonnatfoii regardirtg Blue Cro·ss' 
benefit plans. Please refe~to your Summary Plan Descripth>ns; Pla.n·no~uments, -or your Human 

_ _,,_'\~sour(:es ·representative for more copipJ_ete i:~formatio.n. -The ~egal docuntents _-governing the 
,tans -will prevail if ·there-are any inconsistencies or inaccuraci~s in th_is- materia~~ -

Why did Bfue _Cross llllplemenf the Pension Equity. Plan? 

_ The Pension .Equity Plan is designed to pr.ovide an additional source ofretir~ent iricome for eligi~le 
einp}oyees . • The PEP benefits are in addition to Social Serurity benefits and_ the Blue Cross Employee 
Savings Plan (401(k)). 

'- For m.ost ·employees, a secure retirement. will depend upon a cE?mbination of Social Security benefits, 
retirement_plan benefits, and personal savings ari<;J. investments. PER can be· an important part of your 

- retirement planning. 

-.... 

• E _ ,ve, Sample - 1.23-45-6789 
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RETIREMENT -B-ENEFITS (cont'd) 

, • .PENSION EQUITY PLAN 

. 1 • - -~o-is eligible for participation in PEP (i.e., When do I becortie an Eligible Employee)? 

• ~- - As a general rule, each employee ofBlue C_ross is an Elig1ole Employee. 

. . 

...a. - - You will }?ecome a Member in PEP onthe:first day on which you m~fboth the following 
_requirements: 

• You are an Eligible Employee. 
· ., You are 21-years of age or older. 

I-iow' are Hours of Service defined? 

~y cm are credited with an: Ho~ of Service f~r each hour· for which you are paid or a_re entitled to 
• payment from Blue Cross. This indudes both hours worked and certain paid tjme off, such as vacation, 

·.ho,lidays, discretionary leave, and short.,:term_ disability . 

• When am I 'Vested' ·in PEP? 

- . P_El' -uses your ·vesting ~rvice' to determine whether or not you are· entitled to receive a pension 
- benefit 

• If you have· five or ~ore years of Vesting Service, you are ~vested' and are entitled to a benefit under 

.• • ·•-

_ PEP when you terminate ymir ·einployment with Blue Cross. • 

You are also veste<Uf you terminate your-employm~t with Blue Cross· on or· after your 65th 

• birthday, or µ you <l:ie while you ate employed by Blue Cross~ If you become disabled ~hile 
·employed ·by Blue-Cross and._ar~ eligible to _reccive -long-tenn disability benefits under Social 
Security or -the Blue Cross long-term disability ins,ur3nce plar\ you will also be .vested. 

• __ H you terminate emplo~ent"with _les~ than five yea1:"S of vesting se_rvice and before you reach age 
_ • 65, you will not be entitled to a benefitunder PEP unless you' die or become_disabled (as .defined 

~ove)·while en:iployed by Blue Cross~ • • --

~1 As of December ~1, 2000, you were not vested ir!:·PEP. 

Exe_ ~·e, Sample - 123-45-6789 
• . ·-2~ 
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RETIREMENT .BENEITTS (cont'd) 

• • PENSION EQUITY PLAN (conf d) 

How·.is my PEP Benefit Caloilated? . 

:- . The amount _of your PEP benefit grows over your career with Blue Cross. Your PEP benefit is -
~ressed in terms ofa lump sum aµtount, which c.an I?e converted to monthly p.a"yme11ts for life. This 
· lump sum amount is .a percen~ge of your. Final~ verage Salary~ · Th~ fuctor~ used to calculate the 
amount of your lump sum benefit <1.re: 

• Your a,ge on your last birthday 
• . Y bur Final Average Salary • 
• - Your years of Credited Service 
• One-tl°li!d-of the Social Sea¢ty Taxable Wage Base · 

- · Using th~. four factors, Blue Cross cakulates-yourtotal PE~ benefit _in two parts: a basic benefit and 
an excess ~efiL As a PEP Member, you earn B~k and Excess Percentages for each-year of Crediteq 
Service with ~lue Cross. _ These percentages are shown_ below and incre~se each year~ you-complete 
additional years of Credited Service. The percentages that you earned each year _are added together 
following your terntination of employment and the total is multiplied by your. Final Average Salary to 

• detepnine the amount of your lUillp sum. PEP benefit. 

Your Age +Years of Credited Annual BASlC Benefit Annual EXCESS Benefit 
Service Percentage • Percentage 

· Under .25 3~-5% .0.0% 
30 4.-1% 03% 
35 4.5% 0.5% 
40, 5.4% 0.8% . . 

45 6~001o· -1~0% : 

-· · -
50 - 7.5% . 1.3% 
55 8.5% 1.5% 
60 .. 10~6% 2.1% 
65 , 12.0% 25% 
-70 14.7% • . . 

3.1% 
7S: , 16.5% l5% 
80 19.8% 4.4% 

84+ , 2200/4 5~0% .-

. . 

: . Th~_percentages_ shown above ~e prorated for th~ rears ~ot sho~-
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RETIREMENT BENEFITS (cont'd} 

• . . . . . 

• • . P.ENSION EQUITY PLAN (cont'd) 

\ )What are the Basic and Excess Benefits? 

The lump sum PEP benefit· is based on a· percentage of your Final Average Salary. • This perten~ge ·is 
·Ute sum of the Basic Benefit and Exces~ Benefit Percentages that you eamed_each y~rwhileyou· • 
worked for Blue Cross. 

Basic_Beneftt: Each year, you earn a Basic ·p£p benefit ~quai to a certain percentage of your Final 
Average Salary. · When you terminate employment with Blue Cross, the Basic.Benefit Percentages you 

• earned each y.ear are added· together and the total is multiplied by your Final Average Salary to 
, calculate the ~mint of your Basic Benefit. under PEP. 

. . . 

Excess · Benefit: . In addition to the Basic Benefit Percentage, you earn an Excess Benefit Percentage each 
year. When you terminate employment with Blue Cross, the Excess Benefit Percentages you earned 
each y~ar are added together an~ the total is multiplied by the portion, if any, of your Final Average · 
Salary that eJ<ceeds one-third of the Social Security Taxable Wage Base in effect when _you terminate 

• employment This is yo~ Excess Benefit under PEP. • • 

. . 
- Your Tota{PEP Benefit: · Your total PEP.benefit is the sum _of your Basic Benefit and your ·Excess Benefit_ 

• How does the Plan define ✓Final Average Salary~ 

Your ~inal Average _Salary b twelve times. the average_amount of your mo~thly Salary during the_ 36 
c~ns~tive mon~ period. in the.120 months _preceding your. termination of employm~t with -Blue 
Cros~ ~~t pr9(luces _the highest average. 

• ,. How -does the Plan define ;,Salary'? 

. . 

• ..... Your monthly 'Salary' for purposes of PEP.is your monthly comp~tion ~te ort the first day·of~ch_ . . 
month thatyou are anEligible Employee, subject toJhe following: 

· • Salary inq.udes sales .or incentj.ve payments, short term differentiafpay and bonuses ( oth~ ~ • •· •• • • • 
signing and retention bonuses) paid during any given month .• Signing and·retentiortbori~; • • 

. .. however,-do not_-~ouritas Salary. - • • • • • • •••• • • 

• Salary does not include_ overtime or other extra _comp~tiori: 
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RETIREMENT B-ENEFITS (c·ont' d) 

.- -PENSION EQUITY PLAN_ (cont'd) 

How is my Credited Service determined under. PEP? 

Irt general; your Credited Servi~ -is-equal to your period or periods of employment with Blue ~ross as 
_ an Eligible Employee, subject to the following: -

• . You begin receiving Creilited Serv_ice beginning OR the first day of the month following your date 
of. hire with Blqe Cross, ~ess your hire date is-the first of the month, in which case "you start to 
receive Credited Service immediately. -

• . . . . . . . • 

• You do not receive :Credited Service for service before your 18th birthday . . 

• With certain ~ceptions, you do not receive Credited Service for service prior to the date yo~ 
. bec~e an enip}oyee of ~lue Cross. 

• You can receive up to_ three inonths of Credited Service during an authorized leave of abs~ce. 
. . 

• -You continue to receive Credited Service while you are covered under the Blue C~os~ long-term -
disability plan -unless, and until, you elect to begin receiving disability retirem~t benefits µrrder 
PEP provided you have -at leasf five years ofvesting service. • Note; however, that you are not 
e4gible for LID benefits until you have-been o~ a leave of absence du_e to disability for six months 
orlonger, ~d that .only: the first three months. of a leav·e of absence_ count as Credited Service. 

, . 
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-RETIREMENT BENEFITS -(cortt' d) 

• PENSION EQUITY PLAN (cortt' d) 

What are my options in how the benefit is paid to me? · 

. . . . . . 

·The way in which your PEP benefits are paid depends in. part ,o.n your marital status. 

• lf you are single: If you are sjngle wh~ your benefit payments begin,_ your PEP benefits are paid in 
_ the foJJil of.a. Li£~ Annuity unless:you elect to receive a-Lump Sum within .the 90 day period 
: _follo~~g· the date you terminate employm~t with Blue Cross. • • 

. . - . . . 

► • Any election to receive a Lmnp Sum Distribution must be made withjn the_ 90. day period 
following the date of your termination of emplqyment.· 

• If you a~e married_:-If you are married; your PEP benefits will be p~d in the form of a Q~alified Joint 
and Survivor Annuity, unless you elect otherwise- and comply with the rules for electing a Lump 

. Sum Distribution or Life Annuity. • • 

. ► Any election to receive a Lump Sum Distribution must be made within the 90 day period 
following the-date of your termination :of employm~t or, it later, within 90' days following_ the 
date your: are ·provided with your explanation of the Qualified Joint and Srn,;vivor Annuity. ·· In 

• • addition, you must obtain your spouse's consent, and the consent must be signe<;l within the 9() . 
. ·,day period b~ore the date the Lump Su;m Distnlmtion is paid. Your ~pouse' s consent must be 
notarized. The only ex~~ption to this requirement is Ullder c;ertain -circµinstances where:the 
consent cannot be obtained, such as where your spouse cannot be located~ • 

► An election to receive a Life Annuity must pe made before the due date for your first pension 
. payment.. 

• . If your pension benejif is small: H your .accrued benefit under PEP is $5,000 ·ot ·less; and if payments -_t9 
·you under_ PEP have rtot yet started; your benefits will be paid in a s~gle Lump Sum Di$tnbution .. • 
The -Lump Sum Distribµtion can·be made.without your consent and without the consent of your 
spo~ •if .you are:martied. • • • • 

. . 

► If you receive_;a -Lump·sumDistriliution, yo:u (and:yo~ spo~se) will :no longer be·eligible ·to 
receive any type ·of pension under PEP. • • • • 

. .. 
. ' 

· ► . .If you receiv¢ a Lwnp Sum Distribtitio~ you may .elect a Direct Rollover to an IRA · or other 
. qualified .retiremen~ plan: 



. . . . 

• RETIREMENT.BEN:EFITS (cont'd) 

• -: PENSION EQUITY PLAN (cont'd) 

·- 1.What do each of these 'forms o(payment' me~? 
. . . 

__;_ Lump Sum: The amount of your· Lump Sm;n Distribution ·is based on a percentage of your Final 
. . . . . . .· I . . . 

· • Average Salary, as calculated using th~ Basic :Benefit and Excess Benefit percentages explained 
_ previously_ 

• If you choose a Lump Sum payinent, no further payments ~ be·due to you or anyone else~ 

• If the amount of your PEP Lump Suin ben~fit is $5,000 or less; you will automatically receive a 
·- · .• b1mp Sum Distribution. 

• • If you wish to receive a Lump Sum Distnl>ution, you generally must make your election within -90 
days following the date you. terminate employment • • • 

. . . . . 

•· . If-you receive your PEP benefit in the form of a ·Lump Sum, it is eligible for 'rollover' treatment and 
can be ta.ken in two ways- • You may have all or any portion of your payment either (1) paid in a 

-
1 direct !ollover' or (2) -paid to-you_ 

. ► A rollover is a payment of your ~EP: benefits to an individual retirement arrangement (IRA) or 
. to another tax-qualified employer retirement plan. This choice ~ affecnhe tax -you owe~ 

-► See the full Summary :Plan Description or your Human Resources representative for full -
.information on the rollover option. 

•• Life Annuity: . The· Life Annuity provides you with monthly payments for as long .a_s yo,u live. After you 
die, no b~efits ate paid fo anyone. 

. . 

• The monthly amount of your Life Annuity payments js_calculated by converting the·arriount-that • 
~ould be ,p~yable to. you as a- Lump Sum Distnbution to monthly payments for life using ,certain 

: interest and n\Ortality assumptions. • 

:Quiilified.Joint a~ Survivor Annuity: Th~ Qualified Jointand Su~vor Annuity PFovides you-with 
.. . . •• redu~ed monthly p~yments. for as long as you liv.e, mth monthly .payments continuing after you:r· death 

·• ·.to Y'F° spouse (if you spouse ~ves yot.t) in the arrtQunt of one-half of the monthly-payments ~ade • 
• . ·-.: ,. :to yoa • 

•iii Th~ ~oupt of your monthly paymeqts under t~ .option equals a reduced--specified percentage.of 
• - . Jhe monthly payment you would }:tave received under a Life Ann~ty- The pei:cent~ge is cal01lated 

. by us~g certain interest and mortality factors. · • . _ ' , • • · • .. • 

:xa ~Sample-: 123-45-67_89 



. . . . 

RETIREMENT-BENEFtrs (cont'd) 

. . . . . 

, • ---PENSION EQUI1Y PLAN (cont'd) 

- -

What if I change my mind ab~mt what form of payment I want to receive? 

. . . . • . . - . 

_ Once your benefit payments ~~ you may not change the form in which they are paid. 

-- Benefits payable-to.ycmrspous~ ate payabie only to the .spouse to whom yoµ are married at the tim~ 
y~ur benefit begins,. and_ ~e not.a_vailable if yoii remarry after your I?enefit payments b~: 

. . 

-When do PEP benefits begin? 

- -Subj~t to the following·rules, you elect when you want to receive your PEP benefits. 
- . 

·• Normally, your PEP benefits (lump sum. or monthly annuity) will not be paid before your 
termination_ of employment with Blue Cross.· -

. . 

.• Ifyou reached age 70 ½ befor~ December-31, 1999, however~ you must begin receiving PEP .benefits 
by.April 1, iOOO. • • 

• After.your ~ennination of employment with Blue Cross,_paym~ts must start no later than April 1 
following the year in which.you reach age_70 ½. • • 

-- -Lump Sum iJistnoution: If you choose to i-~eive a h1mp Sum Distribution~ it will be paid as soon as 
a.dmiriistrativ~y .feasible after you· file your election forms. • 

. . . 
. . . . 

. · • • J~ you el~t .to receive your PEP benefit in the form of a.. Lump Sum Distribution~ before age 55,_your 
pa~ent will be-subject to a-10% nondeducbole ex~e tax in addition to regular income· taxes, _ 
lµlless it is rolled over to the Bl~e Cross Employee Savings Plan, an IRA, or another .tax qualified -
retirement plcm. •• 

_. ·Whathqpl?o/15 t-o,-my-_PEPbenefit after I die? 

- Death while still _employed··by Blue Cross: If you <.fie b~ore youterminate :employment with Blue Cross, 
. -your spouse-Or other _designated Benefidary wilhece~ve a .PEP benefit. The death benefit is provided 

\ • even if you.did not-work long_enough _to·be vested. 

. . . 

-~ · ' Death-~jter termination ofemployittent~ If you are vested.and die after you leave Blue Cros_s but before 
• you receive an~J>EPpayments,-_your spouse or other .. designated Benclidary will receive·~ ~EP death 
'benefit. You m~t have b~ vested, however, for any q.eath benefit to be payable after you termmate· 

- BC~S'M120852 
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RETIREMENT B-ENEFITS (cont'd) • 

• PENSION EQUITY PLAN (cont'd) 
. . . 

; If my spouse/Beneficiary is: eligible for -PEP benefits after my death, how are such benefits paid?- -

-'- The PEP decithbenefit is the same L~p Sum amount. that,you would_ have been entitled to as of.the 
date you terminated your employment with Blue Cross_ 

~ · Small benefit amounts: If the-total Lump Sum value of.your .PEP benefit is .$5,000-or less, the PEPdeatl) 
benefit will autornafically be, paid in the form of a LUiilp ~wn-

lf you are married: 

• If your spouse:is your Benefi<:iary and is alive when you die~ he or she may elect to recei_ve the PEP _ 
death benefit either in the form of a_ Lump Sum Distnbution or as a Life Annuity- An election ·by 

_ your spouse to _receive a Lump Sum Distribution must pe made within 90 days-of.the date of your 
de.ath or, if later, within 90 days ·of the date your spouse is given the explanation of the Life Annuity 
form of payment. 

. . 

• If you have designated someone other. than yo~ spouse_ as your Beneficiary,· your_ PEP death _ 
benefit-will be paid in the· form of a Lwp.p S~ Distribution as soon as adniinistratively · feasil>Ie, 
aft:er_your death. Life annuities are no~available to non-spouse.Beneficiaries. 

if you are not. married: . If you are n~t married when you die, your.PEP-death benefit will be paid fo your· 
Beneficiary in _the form ·of a Lump Stirn Distnlmtion as soo~ as administra~vely feasible after-,your • 
death. Life annuities are not available to non-spouse Beneficiaries.-

If a Lump Sum settlement is elected/ received: 

· • . lf:y~ur spouse or -other :Beneficiary receives ~ Lump .Suin Distribution,_ he or she will. no longer be 
entitled to receive monthly_ benefits from the PEP. • 

• · If your spquse is your berieficiaiy, he or s~e·can elect a Direct. Rollover tQ an IRA • 

~ • • fec;lerallaw does not allow non~pouse ·benefitiari~ to make any kin~ of rollover . 

• - A.Ie there.arly_restrictions :~n.who -lean name as my Beneficiary? 

• : : .. · - . _ If you are "!flrried: If you are married; .you are subject to ~ome special rules . • lil generaL your spouse 
,_ _ . _ mustbe yourBenefidary~ If you wis~ to designate s~r:neone else, your spo~e must consent to-the . 

• ~ 10-



RETIREMENT B~NEFITS -<cont'd) 

. . . 

• ·PENSION EQUITY PLAN (cont'd) 

What happens if I do not name a Beneficiary? 

- If your Beneficiary dies before you do, or is not design~te~l on an approved foi-rn filed prior to your 
death, your Bene~ciary will be the person or persons who survive you in th~ first of the following four 

•. das_ses in which there is a s~ivor. If there are two or more individuals in a class, the dis_tribution will 
be divided equally between them_ • 

• Your surviving legal spouse 

• 

• 

Your surviving children. However, if a child of yours dies before you die and that deceased child 
. leaves s~ving descendants, those descendants will take the share that their deceas~d parent • 
• .would have taken had.he/she not died-befor.e you died. . • 

Your s~rviving parents . 

• Your surviving brothers and sisters. 

• · If none· of the ab6v~-survives you, yot1r Beneficiary will be your estate. 

Will I be elifilble for PEP benefits·if I become disab~ed? 

You are_ eligible for-PEP disability benefits if you meet all of the following requirements; 

~ · You haye completed five or more years of Vesting Service before you become disabled 

•■ . You·are eli~ble to receive long term disability benefits under Social Security or m1d~r the Blue 
•. Cross long term disability insurance plan • • • 

·•· You become disabled while employe4_by Blu~ Cross 

. If you do not meet all of these requirementsJ yoµ are not eligible for the special PEP disability benefits 
• ~d you.r PEP :benefit will not increase while you ~e disable4. • • • • 

~~tiv~Sample- 123-45-i>789 
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-RETIREMENT BENEFITS (cont'd) 

-~ .... _ PENSION EQUITY PLAN (cont'd) 

Will. I continued to accrue PEP benefits. while I am disabled? 

-. If you meet the eligibility requirements listed above, you can continue to receive -additional Benefit • 
Percentage Credits and Credited Service until the:· earliest of the following: • 

• You reach age 65. 
: -• • You are nolonger disablff!. 

• • You elect to receive a lump sum or start monthly benefit payments m1der PEP_ 
. . . 

- • Thus, mtless you choose to begin receiving PEP benefits before age 65, your PEP ~:_iefit w~ continue 
to grow while you are· d~abled_ until y~m reach age 65. • · _ 

- Even though you continue to receive Benefit Percentage Credits and Credited Service, your Final 
• Average ~ry and the Social Security Wage Base are frozen at the time you become disabled for 
purposes of determining the amount of your PEP benefit. 

When do I receive_my PEP disability.benefits?· 
. . . 

--Normally, if you are disabled, you·wi)l receive your PEP ltimp sum or begin receiymg moµthly 
_ payments under PEP when .you reach age 65. This is always the case if you have less than five years of 
Vesting Se;rvice when you become .disabled. 

_. What happens if I ~edde to begin PEP payments while I am disabled?_ 

.u you have five or more years of Vesting ~rvice and are employed by Blue Cross when you become . 
_ djsabled, you rrra,.y elect to ;receive a PEP lump sum. payment or begin monthly '.PEP paymen~ bef9re 
age .65 .. 

- - - . Yow PEP disability benent can be paid ·many of the_fo~ available under PEP. Direct Rollovers are 
-also availi)ble. 

What" happens if I retu~ to ·wofk at Blue-.Cross after I begm receiving PEP _payments? 
. . ·. . : . . . , . . 

. • . . . . 

. -- . -· u your employment :termipates _and you s~bsequently return to work for _B~ue Cross while you are 
-·--. - -_ -receiving monthly_benefit payments, your payments willcoritinue as before you returned to work._ 

) 

. . . 
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. . . 

RETIREMENT'-BENEFITS (cont'd) · 

• . ·PENSION EQUITY PLAN (cont'd) • 

;Under what~ircuinstancesrriight my .PEP benefit_be funited·or reduced? 
. . . . . . . 

If you are.entitled to a b~efit ~der some other pension_plan _to-which Blue-Cross contributes.with 
·resped_to any period of.service that is-included in your _CteditedService under PEP, ·your-monthly 

·_ .benefit will-be reduced by th~ monthly amount of -the benefi~ from the other plan. 

·- • -. ·u the PEP is 'amended, the amendment may affect your rights_ 

- • If.the P~P is terminated~ pensions are provided only to the extent that PEP funds ar~ available in.~e -
Trust or to the ex.tent that the pensio~ are _guaranteed by the Pension Benefit Guaranty Corporation _ 

_ In addition, if PEP is terminated, the benefit otherwise payable to the -highest paid 25 individuals • 
J determined :at the time of the amendment) may be reduced. • 

- Federal tax laws limit the maximum-amount of pension benefits_ that can be pmd to an individual from 
P~P. No one -will receive a benefit in excess of what is permitted w1der federal tax laws. Your pensi~11 
benefits fro~ -PEP, when expressed in ·the ·form of a Lif~ Annuity, may not exceed in any P~ Year the 
-s~erof: 

i. • $130,000 {indexed for inflation ·after 1998); or 

ii . the average of your annual compensation for the three consecutive years· producing the highest 
aver~_ge. 

• The liinit in (i) is_increased if your pension-commences after age 65and is decrease<i if your 
pension commences before age 65. • • • • 

• • • Ifyou have :less than 10 years ~f service with Blue Cross-of less than 10 years of participatio~ _ 
• . in the Plan, the above limits may be furthe_r_reduced for each year less than l0. 

• • • __ if you are a pa,ticipant m My other plans sponsored by Blue Cross or an affiliate, additi?nal 
limits on your pension benefits may.apply. . •• • • , -

·;- • If there fu.is beenany misstat~t of ~y information ~n which the amount of a ~t is"determine<t 
• _ the ~ount pf benefit payable may .. be adjusted retroac~velj, to be the proper amount~ 

· I 
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RETIREMENT BENEFITS--(cont' d)-

• •. 401(k) EMPLOYEE SAVINGS PLAN 

-'Who is eligible to participate in the Savings PJan? · 

- . You are eligible for the Sa~gs Plan when you meet the age and service -requirements_ As a general 
. rule, each employee ot°Biue Cross is_an Eligible Employee_ 

. - .. . 

_ You.- will become a Particip~t in the Savings Plan on the day yon meet all of the following 
·requ~ements: • • • 

• • You are an Eligible Eµlployee_ 
• . You are· age 21. 

: How much may I contn'bute .to the Plan? 

Subject to certain limitations imposed by -U1e tax laws, you choose t4e amount you· wish to· have 
deducted from your p·ay and contributed to the $avings Plan. Your election to make Salary Reduction 
Contqoutions is expressed as a perceiit of your-Eligible Earnings~ '(oti can· choose_ any whole percent 
·between a rninu:n.um of 1 % up to a maximum of 15%_ ·Blue ·cross currently liinits those individuals 
considered highly conip~ated (based Oil_ IRS rules} to 12%. • • • • 

. - . . ! . • • . 

Your contnbutions to the Savings Plan (plus amounts under .any before-tax basis) cannot be more than 
a ~um amount ~pecified in the .tax.lawsJor·eadl calendar year.- The limi_t for 2000 is $10,?0Q: It 
may b~ adjusted for ~tion -in future years- If you ex.ceed this: limit, the excess will be ~efunded tC:1 

• you. You will still be eligible to receive a Matching Contribution on the entire first six percent -of pay 
. you elected to contribµte, however, .even if some of your contribution is refunded lo you. • • 

The Internal RevenueCode impos~ additfonal limitations on the tqtal amount that can be contributed 
·, . to-yoll! A~counts under the.Savings Plan ead). Plan Year_ Forexai:qple~ the·Intemal"Revenue Code 

. limits the t-otal am~unt of your Salary Red1,1ction and Matching arid Supplemental Contnlmtions to-the 
lesser of$30,000 'or 25% of pay. You will be inf~rmed in the event that these limits-affect the aq1otmt 

•. you can contnoute to the Savings Plan. If they do, the Sc,.vings· Plan.~s detailed rul~ for dealing with 
· the problem. • • • • • • • 

_:_ ~- . - No_~o~~eductible afterl~n( contributioris to the Sav~gs Plaifare allowe<L • 

• (: :_ •• .• :,You ~ve·elected.to ::defer.6% intoth~·40t(k}£mployeeSavings PlaIL . 
. -: ·· .· . . • . . . . ·_.. . . . .- . . . . 

· Execµnv~ Srurtple -12345-6789 
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RETIREMENT BENEFITS (cont'd) 

•· .401(k) BvIPLOYEE SAVIN~S PLAN (cont'd) 

liow much will Blue Cross contribute .to the-Plan? 
. . 

-- . Mate/ting Contributions:, Blue Cross -will make a Matching Contribution on your. behalfe<1th-·payroll .
period equal.to thirty percent (30°/o) of yo~ Salary Reduction_ Contributions up to six percent (6%) of 

• _your Eligible Earnings for that pay period- • No Matching Contrib1Jtiort will be made with respect to any 
- portion of your Salary Reduction Contri9utioli$ that exceeds six percent. of your- Eligible Earnings for 
• the payroll -period. • 

- · SuPPlemental .Contributions: Blue Cross ~ay also choose to make a Supplemental Contrib~tion for a Plan 
Year. Blue Cross decides each year wI1ether or not ~o make a Supplemental Co~tribution and, if so, the 
amount of the Supplemental Contribution. Any Supplemental Contribution for a Plan_ Year is ~llocated 
among. Participants based on the ratio that each Participane s -Salary Reduction Contributions for th~ 
year bears to the total Salacy Reduction Contnoutions-of all Participants, but excluding all Salary 
Reduction Contributions in ·excess of six percent (6%) of Eligible F.amings. You must be employed by 
Bl~e Cross ·on D~ember 31 of.any_ given year, however, to be eligible for a Supplemental Contribution 
for that year. _ -

_How-are Sayings -Pian ~ontrib.utions arid ewrungs· taxed? 
. . 

• You do not pay federal ~come taxes on· yow Salary Reduction Contributions at the time the 
Contributions are made. Salary Red-~ction Contnoutions are also exempt from· state income tax in 

• Minnesota <:IDdmost:othei.states. Your Salary Reduction Contributions are, however, subject to Social 
_. -_ Security taxes- • 

-- You <$0 dp not pay ~ on any Matching or Supplemental-Contributions when they are made . • Federal 
. • in~ome taxes,-including taxes on_ the earnings of all yo~ Accormts; a~~ deferred-until you make 

-• _ . • _withdrawals or receive distn~utions • from the Savings Plan. 
. . . 

. . 

• What if I change my_ inind_ about· how much I want to. con_tribute during the Plan Year? 

:You can increase or decrease~ or:completely stop Itlaking, contnbutions afany ~e~ 

~ecutiv~ Sample - lll-45-6789 . 
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. . . . . . 

· ·RETIREMENT :BENEFITS (cont'd) 

. . . . 

• 401(k) EMPLOYEE SAVINGS PLAN (cont'd) 

What is included in Eligible Earnings? What is not? 

. Subject to the-following, your Eligible Earnings are simply your total ea~gs for payroll periods -
_ ending during the Plan Year._ Eligible .Earnings, -however, do not' include: 

• • -_ Severance-pay or employee contributions to deferred compensation plans.-

• . Expense allowances or reimbursements. 

· • Supplemental or-~atching Contributions to this Plan. 

• Compensation in excess-of $170,000 during any year {adjusted in accordance With IRS regulations). 

• Salary .Reduction Contnbutions to the Blue Cross SelectAccoun_t P_lan befo~e March 25, 2000. After 
March 25,.2000, Salary Reduction Cotttributions_t<? the SelectAccount .willbe included in.Eligible 

· Earnings. . • • • • 

• _Signing or Retention Bonuses~ 

. . 

_J:Iow are plan contributions invested? 

- You direct the investment of your Accounts and are responsible for any ii;lvestment. losses. You may _ 
elect to have _yo~ Accounts invested -in one. or more _of _the available Investment Funds. Your 
investm~t directions· remain in effect until you change them. In the event of your death, your 

. Ben~ciary will be-entitled to make investment elections until the ~tire balance in your Accounts is . 
distributed. _ • • 

Blue Cross determines which Investment Funds will be av~ble. Options may l?e changed .by Blue 
Cross from time to time. • • • • • • 

:What :happeJ1? if-I lose_ money on my Savings Plan contnoutions? 

BecatlSe of~enature -of this_p4m, statutory authority dictates that you are liable for your own 
_irtves~entchoices, and Blue Cross and the other fidudaries of.~e Savings Plan are not liable f~r ~y 
losses res~ from investment :instr:uctfons given by yo~ oi- your Beneficiary. 

. . . . 

Am I allowed f:o borrow against my Accounts? 

,. 

-·- .; ·,-,,.a> : :- ,;.' - ' -·<> • . . :~ ... /, /: __ , --.: . :.ii'~}~rt:')J>c;;2:~J:t:/t}:;;:t0ft~?\'>'// <>::: 
. . 
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. . 

··RETIREMENT BENEFITS (cont'd) .· 

• 401(k) };:MPLOYEE SAVINGS PLAN (cont'd) · 
. . 

;Am I all?wed to-withdraw from my Accounts while still employed by Blue Cross? 

You generally ~o.t withdraw funds from your Salary Reduction Contribu.tion and Mat~g and 
Supplemental Contribution Accounts-while you are workilig for Blue Cross~ Toe following are 
exceptions 'to-this rule:. • 

• • withdrawals for financial hardship or 
• · on account of disa~ility and 
• · •• withcirawag after age 59 ½. 

You camlot with':1raw any amounts in your Matdting or Supplemental Accounts unless you are vested. 
Also, you cannot withdraw any·eamings on your Salary Reduction·Contributions that were·credited to 
your _Atconn.t after D~ember 31, 1988. • 

- Pleases~ your SUIIUilary· Plan_ Description and/or ·your Human Re$~urces Department for complete 
details r~ding the rules applicable to withdrawals from your A~c;ounts. . 

What does it mean to be 'vested'? 

-- ~ es_ting"' relates to your right to receive benefits from your Accounts m1der the Savings Plan. 

·., ~en am I. vested· in my Accounts? 

- SahznJ Red11:ction Contribution Account: You are.always fully vested in the balance 41 your Salary 
: Requction_ Contribution Account,. regardless of how long you have been emp~oyed by Blue Cross. 
- . . . 

Rollover Account: You are· always fully vested in the. balan_ce pf any rollover account you might have, 
, regardless ·of how long ·you have been employed ·by Blue Cross. 

- Matching and Supplemental Contrilnitions Accounts: 

• If 

• (i).you have completed five or ·more years ·of Vesting ~ce, 
• . (ii) you have reached age 65 :when you terminate employment with Bh.1~ C_ross; .. 
·. (iii) you-are totally,and perm~ently disabled, or 
• (iv) you die ~hile you are employed by Blue Cross, 

you win.be fully vested ~d entitled. to the entire balance. ~n your Matchini and Supplemental , 
--.Contributions Account -~ • --- • 

·,;:,; : :·ey:31./~op(); •;>, ,''.~e':".(,¢%tea1:iif '· '''"'.·<•,-,, .:,;,,,, ,_~• ·,,;\f?(};j/~/'c..'::\f>.\{i· :;;, ,~}r,;. c~i.!:c-,·'~ 
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RETIREMENT BENEFITS (cont'd.) .• 

• 401{k)EMPLOYEE SAVINGS PLAN (coned) • 

• ~al happens if I .am rehired by Blue Cross some.tiille after my employment is terminated? 

.If you are rehired by Blue Cross after yo~ have a termination of employment, any amounts in your 
Matching and Supplementp} Contributions Account that were forfeited will be reinstated. Then, if you 
have compieted a total of five or more years of Vesting Service (indudi.Iig your years of Vesting Service • 
before your first termination of employment), or you are age 65, disabled, or die while employed by · 
·Blue Cross, you will .be entitled to theentire balance in your Matching and Supplemental Contnbutions 
Account when you later leave Blue Cross~. If, howev~r, you still have not completed five or more years 
_of Vesting Service or r~ched age 65 on your subsequent termination of employment and are alive and 
• not disabled, your Matching and Supplemental Contributions Account will again be forfeited. 

What is ryes ting Service'? 

• ·_ • •. ~ As a general rule, your Vesting Servjce equals your total years, months, and days of employment with 
. Blue Cross, even if you are not an Eligible Employee or are pn an authorized leave of absence during all 
· or part of that period • - • 

•. If. you leave Blue Cross and are later rehired, yo~ Vesting Service for the period before you lclt is . 
. • unaffected and· is added. to· any subsequent Vesting Service you· may earn when determining wheth~ 
·you have completed five years of Vesting Service. • 

Unless you are on an a_uthorized leave of absenc~ {including maternity .9r paternity leave) or are. on · 
military leave, y.ou will not receive Vesting Service for ~y .consecutive lZ-month-periocl when yo~.are 

• not working for ~lue Cross, unless you perform at least one Hour of Service during those 12 months. 

- You are credited with an Hour .of Service for each hour for which you are paid.or entitled to payment _ 
from Blue Cross~ 1his includes both hours wor~ed an~ certain paid time off, such as PTO, holidays, 
and short-term disability. 

What happens to my ~efits after my .employment.with Blue Cross tenriinates? · .. 

. In general, you may dect to receive your benefits un(ier theSavmgs Plan at' any time foll~wing your 
. :termination of employment with-Blue Cross, unless you are-re-employed by~ affiliat~ of Blue Cross~ 

After your ~ployinent.terminates,you.choose the tiine and method o(payment-of your Sa~gs flan 
.· · benefits. • • 

• • ··When must~ take paym~t of the Savings Plan benefits upon termination? · 

:_ • - • - . • You can.take a .distribution ~er termination, or leave your ~oney in the-Sayings Plan nntil later . . ... - -
_J 

. . • . • . . • . . 

• - •• If t}:ie vested balance ~your Account is $~,000 or less,' you will automatically receive a GlSh distribution -

..• :: .··:·:· ·> .. 

fa .~e; Sample~ 123-45-6789 
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_RETIREMENT BE-NEFITS.(cont'd) .-
. . 

··• 4ol{k) EMPLOYEESAVlNGS PLAN (cont'd) 

• -What are my distnlmtion options for Savings ·p]a.n bene_fits?:-

If the·vested balance in your Accounts excee~ $5p00 and .you request a distribution, there are ~ee 
general fonns in which benefits are paid from the Savings Plan:(comb~atio~ are possible): 

•_. • A Ltimp Sum payment 

_,; • Ii . Distribu_tions "in a series of annual or more frequent installments 

• Direct Rollover to another Plan or an IRA (avoids current taxation). 

_ When must Ibegin•receivingplanpayments? . 

In general, you decide when payments begin. • After you terminate employment with Bltie Cross, 
however, distributions must begin ~o later than the April 1st after the _year you reach age 70 ½. 

. . 

.. How will fbe ·taxed on plan payments? 
. . . 

y OU will be subject to income taxes on the benefits you receive from the Savings Plan. In addition, 
distnbutions will _be subject to an additional 10% penalty tax unless you terminate- employment with -
Bl~e Cross-after a~e 55, die, or are disabled. • 

_What happens to these bene~ts if I die while.employed by Blue Cross? . 

- If you die .while you are still employed by Blue Cross, you are vested and your Beneficiary will be a1?Ie 
to w:ith~w any remaining balance in_your Accounts. • 

. . . 

What happens to these benefits if I die after termination of employment with Blue <;:ross? 

If you die after you· tenninate employment and yo~ are ves!ed, your Beneficiary· will also be entitled-to 
the balanc~ .in your Accounts. • • • : • • • 

. . . . 

• ~ lf you are not -ves.ted, and, die after you:r terminatiori of employment,: your Benefitiary will _only be ••• 
_. : • entitl~ to your ~lary Red~qion arid -Rollover Acconnts. • • -· • - • 

-BCBSNi .120862 



- .,RETIREMENT BE~~iEFITS (cont' dl • 

• .• SOCIAL SECURITY 

Who pays for Social Security benefits? 

- • • Blue Cr<>SS sponsors.SO% Of your Social Security re(irement, disability, survivor, and Medicare ben~fits. 

Are·SocialSecurity benefits taxable? 

. . 

Depending:on age, income, and other factors, $ocial Serurio/ benefits received may be subject _to 
income tax. 

For.·the.exact ar;nount of your Social Seaidty benefit$, contact the Social Security Administration for a 
perso1~lized.-statement by calling l-800-772-li13, between.7:00 a.m. aµd 7:00 p.m. For TDD, calf -

• J-S00:-325-0778. The information can also-be reques_ted·v4i the Internet at www.ssa.gov. 

JtiV~ Sampie -123--45-6789 



--RETIREMENT BENEFITS (conf d) 

· • SUPPLEMENTAL RETIREMENT PLAN 

What is the purpose of the Supp~emental Retirement Plan? 

Your qualified pension.benefits may -be limited by tax code maxim~ on eligibleco~pensation.· ·Blue -
Cross believes you are entitled to a.pension-benefit based ·on your entire. salary plus anmialincentives; 

• therefore, Blue Cross has prnvided a Supplemental Retirement Plan {SRP) which provides a benefit 
based on the same.formula ~-the Pension Equity Piart (PEP). It is·a non~ualified_plan,.~voiding most 
ERIS A requirements. -

When am I eligible to_ participate in the_ Supplemental Retirement Plan? 

So long as you are eligible· to receive a .PEP Benefit, the SRP becomes effective when your eligible -
income exceeds_ the legislative limit ($170,000 in 2000), or when your pension income exceec;l.s .the 
legislative limit ($135,000 in ~000). • 

• .- How are SRP·benefits calculated? 
. • . • . 

. . . 

·The SRP extends the-P~P fomf~la to compensatiort in.excess of the legislative limits. 

. . . 

- - The SRP is a monthly benefit payable fpr-your life, in a monthly amount equal to the positive 
difference, if cmy, of (a)·minus (b): • • 

(a) The monthly _amount of the PEP Benefit to which you would have been ~titled if such.benefit were 
computed-without using the.legislative limit described above, and ignoring your compensation 

. deferrals. under the Executive-Deferr~ Compensation Plan; ·- • 

LESS 

(b) The monthly amount_of the·PEP Benefit actuaUy_payable to you. 

These ani.o@ts-willbe -comp~f~<l as of the date of your terminal.ion from Blue Cross, .and will be 
·. -adjusted as of Janu~ 1 OT-~ach suc;ceedmg year to account for any increase in the amount payable to 

· ·· you-under the_" PEP . . · • • • • • • • • 

_ How is c~mp¢nsation defined in the SRP? 

· - All wages arid annual incentives you receive from Blue Cross will be included wh~ the benefit 
• calculation is ·made, including salary, deferred salary, annual incentives,_ and incentive deferrals. 
Def~ to the· 401(k) Plan and the Executive Deferred Compensation Plan are included in the year 

Ex-. . .ive, Sample - 123-45-o789 -
·-21-



RETIREMENT. BENEFfI'S (cont'd) 

•- . • SU~PLEMENTAL RETIREMENT PLAN (cont'd) 

; How ai-e SRP benefits distnl>uted? 

GeiterallY., the SRP benefit payable to you ~-to be paid in the same form under ~hich the ·PEP Benefit~ 
payable to you. Your electio_n under the PEP of any optional form -of paymenrof your PEP benefit 
(with valid sp0t1sal ~~ent, _as required) is. also applicable- to the payment of your SRP ben~t. . 

If you n~tify Blue -Cross· irt writing ~t. least 12 months prior to your ·termination; you may .elect to 
receive SRP benefits in a lump· sum or in installments over 120 or 180 months, despite the form of. 
benefits under the PEP. • • 

• A lump sum payment is payable within 90 days afte~ the termination of employment. 

·• -Installrm~nt payments commence with the month following termination of employment 

when are: SRP. benefits payable? 
. . 

.• _ Payment of the-SRP will c9mmence on the ·same date as payment·ofthe PEP benefit COffilllenCes. 
, . . 

·_ Except as noted abov~, any election you make·-lmder the. PEP with· respect to the ~ommencenient of • 
. payment of the PEP benefit -will also apply with respect to the commencement of payment of the SRP 
benefit. 

t\re SRP·benefits taxable? • 

, :_ • . Benefits are subjtj:t to incoine @)(es upon distribution. 

What happens'if ldle before my PEP benefits :commence? 

· Jf yo1,1-die before·:payment of your P~P-bellefits ~~-, artd-yotir spouse is entitled_to receive_~-PEP 
.Surviving Spouse Benefit, Qlen a Supplen:tental Surviving Spouse_Benefit is payable to your surviving ·. 
~pouse~ 

... _- . 

- . ' ~- . . 
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-RETIREME·NT BENEFITS (cont'd} · 

•• . • SUPPLEMENTAL RETIREMENT PLAN (cont1 d) 

How are Supplemental_ Surviving Spouse Benefits calculated? 

The montJ:tly amount of the Suiviving·Spouse benefit is equal.to the positi~e differencelif any, :Of(a) 
minus (b): 

(a) The monthly amount of the PEP Surviving-Spouse Be·nefit to which your ·spouse would ltave been 
entitled under the PEP if the benefit were computed without 'regard to the legislative limits 
described above, and ignoring your compensation deferrals into the Executive Deferred 

. Compensation Plan; • 

LESS -
. . 

·_ (b). The monthly amo~t of: the .PEP Surviving Spouse Benefit actually payable to your spouse under 
lhe-PEP. - -

. :The amount described -in (b) will be adj:usted as of January 1 of ead1 year to account f~r ai:tY increases in . 
• ~e amount payable.to your spouse under the PEP. • • • • 

How and when are S~pplemental Spouse Benefits payable? · 

- Unless you elect. otherwise; in -writing filed with Blue Cross, the benefit is _payable- qver the lifetime of 
your sppuse only fa. -inonthly installments. 

Mo~thly ins'=3llments begin on the date that ~EP Surviving.Spouse Benefit payments begin,· and end on 
the date of the- last payment of the PEP Surviving Spouse Benefit made before your spouse's death . 

./ . What happens to my SRP--ben~fits ifBl~e Cross ~omes insolvent? -. 

-~ This benefit is payabJe from Blue Cross1 g~eral assets.- If Blue Cross ~omes msoiv~t, you will be~ • 
. 

1 unsectued-credi~or and will have no preferred claim-_ to any_ assets. However, a spedai trust has· been 
_ · approved to-saf~ard this benefit fro~ other co~tingerictes· such as change of control of Blue·Cross~ 

Ex~ 4 ~le -123-45-6769 • 
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. . . . 

RETIREMENT BENEFITS ·_(cortt' d) 

. . 

• EXEc&ny:1~ DEFERRED COMPENSATION PLAN 

:What is the purpose of the Executive Deferred Compensation Plan? 
! . . . . . • . . 

The]~xectitiveDeferred Compensation Plan is.a tax-sheltered opportunity to defer tu~~ent incorrie ~d
build net worth ·onalong:..term basis. Ifalso r~tores the 401(k) Pfan-einployer match and • • 
supplemental match lost due to statutory limits on compensation_ under that Plan- It is a nonqualified • 

• : p~, avoiding most ERISA requireinert~. . • • 

• How much of my salary mav I _defer each year? 

- You may elect to d~fer any amount of your salary each _year through payroll deduction. You may also 
.. elect to d~er-annualincentive payments . • Howev:er, the deferr.als may not reduce your annual income 

below_the Social Security Wage Bas·e.. • ·- --
. , 

. . - • Sh!l~d participation in the Plan red~ce your Pension Eq~ty Plan benefit, the Blue Cross Suppl~ental 
·Retirement Plan _(SRP) will restore any lost income at retirement. . • 

. . 

.Wl10 .is eligible t.o participate. in the .Deferred Compensation Plan? 

-~ :· • Eligiole participants must be: 

··_, • An employee of Blue Cross; . 
• An officer of Bl~e C_ross or one of its affiliated companies; . 
• • A ·memper of the select· group· of management of highly. compensation en:tployees; ~d 
• Specifically _designated as_ a ·participant by the Corrunittee~ 

. . . - . . . 

U you·-ai:e eligible to partidpate;you will become a _participant as of the first day ofthe plan y~ar . 
during whi~ you are both eligiole to p~dpate cµ1d elect to defer compensation under the-plan. 

-_ How much of my compensation can I.defer intothe.Plan? - • 
- . . . . . . 

• :_ The ~um amount you may elect to defer tµlder the plan for a given_plan year is:. 

. • • -the amount that l~ves_ y~ur compensation _not deferred und~rthis plan equal to theS~ ~ty 
-wag~ base for the plan year; .or • 

•• • .6% of your cash compen5?tion,less your compensation reduction contributions under ~e ESP_ 

· {-v ou bave elect~ to contribute 6% in.lo the Exeoitive·Oe.ferred -Compensation Plarl. · 

. .. . • . -
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. . . 

RETIREMEN.T -BENEF:ffs (cont' dJ 
. • . . . . . • 

• ·. EXECUTIVE DEFERREO.COMPENSATION PLAN.(cont'dJ • 

H6w much of.my defe~l will Blue Cross match?· 
. . . 

~ On the last day of each plan year, Blue.Cross willcr.edit to your account the sum of .the .following: 
. - . . . • . . . . 

• An ~01J!lt equal to 30% ( Qr such other percentage set by the Board !ffider the ·ESP) of t;he agg£eg4te • 
amount of co~pensation you have deferred tmd~r the ~Ian.and ·the ESP for tfte. Pfa.n-y~ar, the .. 
producf of which is Feduced by the· matching_ contnoution-credited to· your ~ccount under the .ESP 
for the Plan year. Comp_ensa~on deemed deferr~ µ,nder the plan.is limited to 6% of your eligible 

• earnings, less your·compensation reduction contribiitions under ·the ESP~ • •• 
• · An amount equal to the reduction taken from the ESP·or any amourits _forfeited or reallocated 

under the ESP'for the plan year, with respect to you and your accormts . 

. When do I make my election to defer compensation? 

.·- · For the .p]an year-beginning January 1, 2000,. you may elect to·defer comp~ation,by filing a W:r!tteff 
• • - • notice with Blue Cross within 30 days ·a~er Blue Cross provides you with. an election form. • The 

- election will be effective on the--first- day .of the pay period after yoµ file th~ form with Blue C~oss. -

. . . . 

For plai;t .years ~g after °January 1, -~OOO,_you m.ay elect to .• defer compensation by filin..g a ~ritten 
notice with Blue (;ross· prior to the beginning of the plan year to which it pertains. The election will be 
-effective on the first day·of the plan year following the filing of the ·written notice. . • • 

. ,. What happens if I ..want to discontinue my election_:to defer? 

.L-. Your .initial electionto.dder shall continue in eff~t unless and until you file a subsequent .written 
.notice with Blue Cross specifying' a . different amount of deferral ot discontinuing _your previous 
.election_ · • • • 

A notice to-discontinue µefetred coritributio~ will 6e dfedive if fil~ pnor to the beginning ofany-pay 
period The notice to dis<;:ontinu~-coritnb,utions will take effe<;tive _as soon·as practicable .after it is filed, . 
. and applies oJ;tly wi_th !~pect-to· your .co~p~tion attriputable to services not yet ·performed~ 

. . . . 

_ ·_.·When am I vestecf in my deferred compensation acco~t?. 

- • •. You are fully.i~ted .irr.your account at all tiines . . 
. . . 

• When a~ the deferred <:ompensaiion -~efits distnbuted? 
) . . . . . . . . ; . . • . . . . . . 

.-.Your deferred '<:.omp¢sati~ri benefits .ctl-e p~yable upon your tei'mination of employment with -6llle 

. . 

Jl.,;f; :Sampl~ ~ 123-45-6~9 
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. . - . 

• RETIREMENT· B-ENEFITS. (cont'd-) 

• EXECUTIVE DEFERRED COMPENSA.TION.PLAN (cont'd). 

• !What forms of distnoution are available to me? 

-" Blue--Cross will pay the benefits in a lump sum (wit;hin 90 days after termination of ~ployment) or in 
- annual "installments ov~ a 10-y~ or 15-year period (comm~cing within-~ days termination of • 
• -.employment~ and- continuing on each aimiversary of the initial payment date) at your writt~ election, -
filed with Blue Cross. - -

. No election as to the form -of distribution is effective unless it is filed with Blue CrbSS at least 12 mo~ths 
prior t~ your termination.~ ·withoU:t such a designation;: Blue-Cross will use the form o( benefit w1der •• 
. the ESP for you. • 

_ ·What happens :to my account- if I die? 

• If you die prior to the complete distribution of y~ur-aq:ount in accor4ailce with the provisions_. of this· 
plan, Blt?-e Cross willp~y y.our unpaid account balance (plus any interest required. according to the 
plan) to your benefidary in a lump :sum -within 90 ~days of Blue Cross' receipt of written notification of. 
your death. 

·_ Are·my deferred comp~ation benefits -iaxable? 

• · : . - : ~efits are subj~ to inc_oine ~es _upon:distribution· 

•• 

7'¥.hat happens t~ m~ account. if Blue Cross becomes insolvent? 

- . This benefit is :payable frorn Blue Cross1 general assets. U Blue Cross beco~es insolvent, you will.be _an 
unsecured tj-editor ariq will have. no preferred claim to <:IDY ·assets. However, a sp~ trust has been ·_ 
-· approved to safeguard this be,nefit .from any other contingencies such as change of control of Blu~ 
: Cross. · • • • • · 

•. -26..: 
• . - . 
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. • \ . 

· RETIREMENT B:-ENEFtts· (e;ont'd)· • 

• EXECU-FLEX BENEFIT.PLAN OPTION: CAPITAL.ACCUMULATION ACCOUNT 
. • . - . 

• ~-1How are.-credits made to the Capital Accumulation Account? 

~ • Under the Execu~FLIDCPlan, you may elect to credit someportion,of your FLEX Allowance fo. a tax- . 
_ deferred Capital At:CllIIlulation Account (CAA)- • 

. )'ou haye eiected to credit $34,800 from · otir FLEX Allowance into.the Ca . ital Accumulation AccQunt. • 

How often are credits·mad~ to the Capital Acaimulation Account? •. 

- • FLEX. Allow~ce allocations· to the Capital Accuµmlation A~count ~ be credited annually at the mid-:- . 
point of the plan yeat Simulated eamings·will be credited throughout the plan year_ 

y\'hen am I vested in my credits? 

. -. ~ , Credits are vested 1 /12 each month during-the plan year_ If you· terminate employment during the 
_ plan year, the account ~alance will·be adjusted ac~ordin~ly_ • • • 

. . 

. · How are earnings on my account reflected.? 

. ! . 

Blue Cross. will cr~dit earnings to your accourtt as if it were invested in your choice of optioru; offered 
by Blue Cross~ • • • • ! • • • • • • 

: When is-my Capital.Accumulation Acc6u111 distn1mted? 

You elect the distributit?n date for ~ach years credit: 

.• Minimum oftw.o years to termination of.employi:;nent 
. . . . . . 

• At least one year prior.to your ori~ in-service distributio~ date, _the plan-allows a one.-1:irne . • 
qpportunity. for you t~> ext~rid that distnbutionida~ for· an additional period of tw(? or more y~rs 

~ • The-account b~ce is .distn'btiteq at the _earlier of: 

. . • -~e in-service· distribution _<lat~ you elect; 
• Death; or • . 
• Temtjnation of emplopnent, whether y.olun~ty ~r invol~tary 

• •. Are 'Capital Accum~tion Account benefits.taxable? : 
(. 

: , :. ~ ~~- ~ts are:subject to income. taxes upon disttjl?ution. Credits :~e subject to FICA taxes as they -~~l -. • 

. • • ·:What happen$ to myCap.ital AcCUillulation Accmmt ifBlue Cross becoines - • • • ? 

: ~ . :· . 
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MEMORANDUM 

To: 

FROM: 

DATE: 

Board of Directors 
Blue Cross Blue Shield of Minnesota 

David A Bjork, Ph_D_ 

Robert H. Grant 

Clark/Bardes Consulting - Heaithcare Group 

November 26, 2001 

RE: Reasonableness of Executive Benefits and Perq11isites 

Blue Cross Blue Shield of Minnesota (BCBS) has engaged· Clark/Bardes 
Consulting - Healthcare Group to.conduct an analysis of its executive-benefit 
plans, lo determine whether they are reasonable and within the bounds of 
competitive practice of peer group organizations_ 

To complete this review, the Healthcare Group completed these worksteps: 
• Determined the-cost of executive benefits based on FASB accounting 

principles and data provided by BCBS Human Resources staff. 
• Compared the cost of executive benefits at BCBS, as a percentage of salary, 

to norms in the health care industry, the managed care industry, and 

general industry. 
• Reviewed descriptiohS of the benefit programs provided to BCBS 

executives. 
• _ Compared the features of BCBS benefit programs to those found in the 

health care industry, the managed care industry, and general industry. 

Based on this review, we find the executive benefit programs ofBlue Cross 
Blue Shield of Minnesota tobe reasonable and well within the bounds of 

competitive practice. 

Jbis memorandum will discuss the methodology used in the analysis, and 
document the basis for our conclusion of reasonableness. 

BCBSM- 36500 

Proprietary Information; not to be shared without the express written consent of Oark/Bardes Consulting- Healthcare Group. 
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Memorandum 
November 26, 2001 

Page? 

Medical Benefits 

• Benef:its are well-designed an~ above-average in value, because-of their low deductibles 
and out-of-pocket maximums. 

~ BCBS pays the full cost of employee and dependent coverage, a practice that exceeds 

competitive standards in health care, the managed care industry, and general industry. 
• Annual employer costs are at approxi!]1ately the 75th percentile of the health care . 

industry ( costs for other peer groups not available). 

Dental Benefits 
• Benefits are typical of those provided in all three peer groups. 

• BCBS pays the full cost of employee and dependent coverage, a practice that excee~s 
competitive standards in health care, the managed care industry, and general industry. 

• Annual employer costs are between the 75th and 90th percentiles of the health care 
industry (costs for other peer groups not available). 

Post-Retirement Medical Benefits 
• Benefits are comparable to those provided by slightly over half of the employers in all 

three peer groups. Many employers, including BCBS, have redesigned their plans to 
reduce costs by requiring retiree contributions. 

Short~ Tenn Disability Benefits 
• Benefits are comparable to those found in health care. 
• Benefits are somewhat more generous for short-service executives (those with less than 

• 20 years of service) than plans reported in managed care industry and in general 
industry surveys which require sick days to be accumulated over time. Salary 
continuation is often an informal practice .or a con.tractual provision, and thus is under-

• reported in surveys of executive benefits. 

Group Long-Tenn Disability Benefits 
• • Benefits are comparable to those found in all three peer groups in the amount_ of income 

replaced. The monthly benefit maximum is higher than typical plans other industries. 
The higher monthly benefit maximum means that fewer executives will need additional 

individual coverage. 

. BCBSM- 36506 
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Memorandum 
Noverpber 26, 2001 
Page9 

Retirement Plans 
• Benefits are very competitive, at the 75th percentile of the financial services industry1 and 

exceeding the 75th percentile of the health care, service industry, and industrial peer 
groups. 

• -Note that BCBS executives' benefits are identical to those of rank & file employees, 
because "the nonquali.ied plans simply restore benefits lost due to statutory limits and do 
not enhance executive retirement benefits beyond those levels. 

CEO Retirement Plans 
• Benefits are competitive with CEO benefits in the health care industry1 the managed care 

industry, and general industry. 

Capital Accumulation Accounts 
• Benefits are comparable to those offered by over 70% of health care employers. 
• In the for-profit segment of the managed care industry, and m public companies1 stock • 

options and other forms of deferred compensation are used instead ofcapital 
accumulation plans. Stock option plans generally provide substantially higher benefits 

_ than the BCBS plan. 

Vacation and Holidays 
• BCBS vacation and holidays are comparable to those offered in all three peer groups. 

Auto Allowances 
• Executive Staff members receive auto allowances at approximately the median of general · 

_industry data. 
• Other executives' auto allowances are between the 25th percentile and the median of 

general industry data. (Data for the health care and managed care industries is not 
available.) 

Oub Memberships 
• For the two executives who receive paid memberships, annual costs are close to the 

median of general industry data. 

Financial Pkmningand Tax PlanningAllowances 
• Allowances are slightly above the 25th percentile of general industry data. 

Severance 
• • CEO severance benefits are within the median range for health care providers. 

BCBSM- 36508 
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• Post-retirement medical 
benefits provided to 
employees retiring with 30 
years of service or at age 55 
with 10 years of service. 
Prior to age 65, coverage is 
equivalent to employee 
plan; after age 65, choice of 
Medicare supplements. 
Retir.ees pay a share of the 
premium. BCBS subsidy is 
b'osed on age & service at 
retirement. 

POST-RETIREMENT MEDICAL BENEFITS 

• 54% provide employer
paid post-retirement 
medteal benefits to 
senior executives 

• 60% of organizations· 
provide post-retirement 
medical benefits 

• 63% of plans are 
employer-paid at normal 
retirement, and 37% 
require participant cost 
sharing 

~ . ' 

...1. Propriehuy Jnfom,ation; not to be shared without the express written consent of Clark/Bardes Consulting-Healthcare Group, . 
a, 

• 54°/4 of organizations 
provide post-retirement 
medical benefits 

• 31 % of plans are 
employer-paid at normal 
retirement; 48% require 
participant cost sharing; 
and 22% are fully paid 
by retirees 
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• The Pension Equity Plan 
(PEP) is a defined benefit 
plan providing retirement 
benefits based on age+ 
years of service. 

• The Employee Savings Plan 
is a 401(k) plan allowing 
participant deferrals of up 
to 15% of pay. Participants 
receive a match of 30% of 
the first 6% of pay deferred. 
BCBS may also grant a 
discretionary match of up to 
30% of the first 6% of pay 
deferred. 

QUALIFIED RETIREMENT BENEFITS 

• 62% of employers offer 
defined benefit qualified 

pension plans 

• 36% of employers offer 
401(k) or 403(b) plans 

•. with an employer match 

- Median practice is to 
match the first 3 to 
3.99 percent of pay 

contributed by the 
employee 

- 40% of employers 
match 50% of EE 
contribution; 36% 

match 100% 
- Discretionary 

matches are very 
unusual in not-for

rofi t heal th care 

• 79% of employers 
provide defined benefit 

qualified pension plMlS 

• 92% offer 40l(k) or . 
403(6) plans with an 
employer match 
- 65% match the first 

6% of pay 
contributed by the 
employee 

- Most common 
match is 50% of 

employee 

contribution 

- 5% also offer a 
discretionary match 

Proprietary Infom,ation; not to be shared without the express written consen.t o(Clark/Bardes ConsuJting- Healthcare Group .. 

• 58% of employers offer 
defined benefit qualified 

pension plans 

• 69% of employers offer 
401(k) or 403(6) plans with 
an employer match 
- 62% match the first 6% 

or more of pay 
contributed by the 
employee 

- Most common match is 
50% 0£ employee 

contribution 

- 17% also off er a 

discretionary match 

·1 1 
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• For employees earning 
more than the statutory 
limit on compensation 
($170~000 in _2001), lost 
pension benefits are . 
restored under two 
nonqualified retirement 
plans: 

The Supplemental 
Retirement Plar\ (SRP) 
restores PEP plan 
benefits. 

- The Executive Deferred 
Compensation Plan 
allows deferrals of up to 
6% of pay in excess of 
$170,000 and restor~s 
the employer match and 
discretionary match. 

• The CEO' s SERP brings 
total retirement benefits to 
60% of final average annual 
pay (salary plus STI) at age 
60 or later 

~ --•, 

NONQUALIFIED RETIREMENT BENEFITS 

• 30% of organizations 
offer 11onqualified 
defined benefit plans to 
address s ta tu tory limits 

This represents 48% 
of organizations with 
defined benefit 
qualified plans 

• • 9% of organiza tfons offer 
nonqualified defined 
contribution plans to 
address statutory limits 
- These plans are 

diffkul t to structure 
under Section 457(f) 
of the tax code, 
which applies to tax• 
exempt heal th care 
employers 

• 38% of organizations also 
offer SERPs to enhance 
benefit formulas. Typical 
plans provide 50-60% of 
final average annual cash 
. (salary+STI). 

• • 61 % of organiz.a tions 
offer nonqualified 
defined benefit SERPs 
- 40% of these plans 

are intended to 
address statutory 
limits 

- 60% specify a 
benefit formulai 
most common is 
60% of final pay 

• 52% of organizations 
offer nonqualified 
deferred compensation 
plans to senior 
mRnagement 

• • 28% offer a nonqualified 
defined contribution 
SERP 
- 78% of these plans 

are intended to 
address statutory 
limits 

(.,J 
O') Proprietary Information; not lo be shared without the express written consent of Clark/Bardes Consulting - Health!=are Group. 
~ ' 

N 
(.,J 

• 42% of organizations offer 
nonqualified defined 
benefit SERPs 
- 51 % of these plans are 

intended to address 
statutory ·limits 

- 77% specify a benefit 
formula; most 
common is 60% of 
final pny 

• 38% of organizations offer 
nonqualified deferred 
compensation plans to 
senior management 

• 24% offer a nonqualified 
defined contribution 
SERP . 
- 73% of these plans are 

• intended to .address 
statutory limits 

• Most common formula is 
60% of final average pay 

"II 
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TOT AL RETIREMENT BENEFITS 

• Employer-paid retirement benefits vary 
as a percentage of fina 1 (3-year) average 
TCC (salary plus annual incentives) based 

. on years of service, as illustrated belowt4: 

Years of Service@ 65 
34 yrs 25 yrs 17 yrs 

PEP 28.9% 21.7% 14.5% 
SRP 23.3% 17.5% 11.7% 
401 (k) Match 8.5% • 5.1% 2.7% 
Discretionary Match 5.8% 3.5% 1.9% 
Match Restoration 2.0% 2.0% 1.9% 
50% Social Security 5.0% 5.0% . 5.0% 
Total 73.5% 54.9% 37.7% 

• Total employer
paid retirement . 
benefits typically · 
replace 60-75% 
of final average 
salary, or 50-60% 
of final average 
total cash 
compensation 

• Total retirement 
benefits as a % of 
final salary: 

Years of Service@ 65 
30 yrs 20 yrs 

P25 32.9% 23.0% 
Median 45.1 % 31.5% 
P75 54.2% 38.0% 

1~ Source: Hay Benefits Report, Volume JI· final 1-year average salary of $200,000 

• Total retirement 
benefits as a % of 
final salary: 

Years of Service.@ 65 

30 yrs 20 yrs 
P25 42.0% 30.4% 
Median 56.5% 39 .5% 
P75 66.8% 45 .8% 

14 Plan entry salary= $150,000 with $45,000 annua·l incentive target. Retirement at age :65 with 34, 25 or 17 yeors of service. 6% salary 
scale. 6% contributed to 401(k) and Executive Deferred Compensation plans. Discretionary mAtch = 20.4% (1994-98 average), 10% 
gross investment earnings on 401(k) investments. 6.5639% net Investment earni'ngs on Executive Deferred Compensation (1994-98 
average) . Final Average Pay= high 36 months salary+ annual incentives·. CPI i'nflation = 3%. 

Proprietary Infonnatlon; not to be shared without the express written consent of Clark/Bardes Consulting - Healthcare Group. 

• . Total retirement 
benefits as a % of . 
final salary: 

Years of Service@ 65 
30 yrs 20 yrs 

P25 30.2% 21.2% 
• Median 48.2% 34.1 % 

P75 57.7%. 40.5% 



·, \ y .... Jatlve Demand: January 24, 2005 INTE ...... : .. Y NO. 1 

Legend: 
A Name and title of the employee 

• B The amount of the employee's base .salary . . 
C The amount .and reason for· any bonuses paid to the employee, Including but not limited to any retention or signing bonuses 
D The amount and reason for any incentive payment to the employee . 
E The amount and reason for any other payment not part of the .employee's base salary made directly to the employee (not Including amounts 

reimbursed to the employee based upon the submission of an expense report produced pursuant to Document Request No. 4 
F The amount and type of .ariy retirement or pension payments, of any kind whatsoever, made on behalf of the employee 
G The amount and payor for any life insurance policy for' the employee 
H For any vehicle leased for the employee's use, identify the cost per month a·nd .the total of the lease, the payor, time frame for the lease and 

a detailed description of the vehicle. If the vehicle was purchased for th~ employee's use, please Identify the total amount paid for the 
vehicle, the payor and a detailed .description of the vehicle • • 

. I · The amount, payor, and business purpose for any other payments.made to ·a third party for the· benefit of the employee 
J Whether the employee has an employme·nt agreement 
K • Whether the employee is still employed by ~CBSM (If not, ideh.tlfy and describe all payments that were made to the employee or on his or her 

behalf after the termination of the eniploytnent and whether there Is a severance ·agrf3ement 
L The dale on which the board of directors, or a committe:e thereof, of BCSSM approved the above compensc:llion 

A B C 
.2003 
Mark B;mks, $670,000 0 
Presld~nt and ·Chief 
Executive Officer 

Colleen Reitan, $377,000 • 0 
Ex.ecutive Vice • 
President, Operations 

0:, 
- · ('") 

0:, . 
(J) 
3\: 
I 

D E 

$419,089 · $1,496.07 tax 
Annua_l • planning for 
Incentive 2003 
Award, 
$303,219 
Long-Term 
Incentive 
Award 

$151,609 • $783.00 tax 
Annual planning for 
Incentive 2003,$157 
Award, Service 
$111,968 Anniversary, 
Long-Term · 
lnc.entlve 
Award • 

F G H I 
. , .. ,• · 

·,, ,:;: : ' . ',••, . . , .. 
•, ' , .. 

23671 $548,000 $1,218.63 $46,344 
401"(k) Equitable Life, .per month~ Capital 
match 670,000 MIi. $47,796-. 96 Accumulation 

Life, $330,000 total, 2002 Account, 
Optional-Mil • BMW 4- $9,536 
li(e door sedan Equitable Life, 

$1,016 MIi Life, 
LTC 

$1?,569 $550,000 na $17,886 
401 (k) Equitable Life, Capital 
match. $50,000 MIi Accumulation 

Life, Accou.nt, 
$2,052 UNUM• 
Paul Rev.ere~ 
LTD, $797 MIi 
Life-L TC 

J K 

YES YES 

NO YES 

) ) 

L 

Base Salary: 
12/11/2002, Annual 
and Long-Term 
Incentive: 
2/5/2003+M25 

Base Salary: 
12/10/2002, Annual . 
and Long-Term 
Incentive: 2/5/2003 

w . 
~ . Confidential - Dissemination, Distribution or Copying this trade secret information Is prohibited by Blue Cross Blue Shield of Minnesota 
~ . 
~ 

·1 



. J . . . . 
• INTEr ~ - • .gatlve Demand: January 24, 2005 , .. ,...·"' "y NO. 1 

Richard Niemiec; $341,000 0 • $160,950 $1,350.14 $14,025 $578,000 na $16,170 NO YES Base Salary: 
Senior Vice President, Annual estate 401 (k) • Equitable Life, Capital 12/10/2002, Annual 
Corporate Affai_rs Incentive planning, $436 match $50,000 MIi Accumulation .and Long•Term 

Award . · Ser:vice Award Life, Account, Incentive: 2/5/2004 
$750.00 to 
Wealth 
Enhancement 
Group, $2,585 
MIi Ufe-LTC 

Timothy Peterson, $321,000 0 $14,1,777 $11 ·1 Service $7,702 $444,000 na $17,655 NO YES Base Salary: 
Senior Vice President, Annual Award 401 (k) Equitable Life, Capital 12/10/2002, Annual. 

• Chief Financial Officer Incentive match $50,000 MIi Accumulation and Long-Term 
Award, Life, Account Incentive: 2/5/2005. 
$16,849 
Long-Term 
lncent_iv_e 
Award 

Richard Neuner, $300,000 0 $137,845 $11,970 $544,000 n·a $14,483 NO YES Base Salary: 
Senior Vice President, Annual 401 (k) Equitable Life, Capital 12/10/2002, Annual 
Chief Marketing Incentive match $50,000 MIi Accumulation and Long• Term 
Officer Award Life, Account, Incentive: 2/5/2006 

William Gold, M.D., $305,000 0 $138,,828 $422Cell . $7,702 $549,000 na $13,609 NO YES . Base Salary: 
Vice Presld.ent, Chief Annual Phone 401(k) Equitable Life, Capita.I 12/10/2002, Annual 
Medical Officer Incentive Allowance ·match $50,000 MIi Accumulation and Long•Term • 

Award, Life, Account, Incentive: 2/5/2007 
$109,193 $1, 124.UNUM-
Long-Term Paul Revere 
Incentive LTD, $2,042 
Award I MIi Llfe-L TC .. • 

. . 
John Ounjlan, Senior $~00,000 0 $14_1,777 $729.07 tax · o . $550,000 na $9,985 Capital NO NO, Base Salary: 
Vice President, Chief Annual pianning for Equitable Life, Accumulation see • 12/10/2002, Annual 

• Information Officer Incentive 2003 $.50,000 MIi Account, $4 70 note and Long-Term 
Award, . Life, UNUM LTD, for Incentive: 2/5/2008 
$110,997 $2,840 MIi Life 2004 

a, Long-Term LTC 
Incentive ·n Award . a, 

en 
~ 
I 

w Confidential -• Dlssemlnatlon, Distribution or Copying this trade secret Information is prohibited by Blue Cross Blue Shield of Minnesota 
O') 
O') 
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i ,;j) 
,,i~-- . . ,gatlve Demand: january 24, 2005 • 

Nancy Nelson, Vice 
President, Chief 
Actuary 

Susan Flygare, Vice · 
President, 
Commercial Sales & 
Account Management 

Roger Kleppe, Vice 
President, Human 
Resources, Real 
Estate & Facillti.es . 
Services 

Michael Morrow, 
Senior Vice · President, 
Business· 
Development & 
Network Management 

• Stev.e Richards, M.D. 

CD n 
OJ 
en 
3: 

Vice President, Health 
Improvement 

$255,000 

$247,000 

$245,000 

$224,000 

$218,000 

0 

0 

0 

0 

0 

$104,691 
Annual 
Incentive. 
Award, 
$65,100 
Long-Term 
lncentlve 

· Award 

$106,908 
Annual 
Incentive 
Award, 
$65,139 
Long-Term 
Incentive 
Award 

,$90,288 
Arinual 

• Incentive 
Award 

$72,455 
Annual 
Incentive 
Award, 
$52,680 
Long-Term 
Incentive 
Award 

~82,116 
Annual 
Incentive 
Award 

INTE :>?<. i{Y NO. 1 

$35 Weight 
Watchers 
Re.bate 

$1,259.45 
estate 
·planning, 
$393 Service 
Award 

$10,569 
401(k) 
match 

$10,540 
401 (k) 
match • 

$10,149 
401 (k) 
match 

$9,408 
401 (k) 
match 

$1,oors6 tax $9,427 
planning for 401 (k) 
2003 match 

$471,000 
Equitable Life, 
$6_2t,000 
Equitable • . 
Supplementar 
$950,000 MIi 
Life - Optional 
$50,000 MIi 
Life 

$458,000 
Equitable Life, 
$50,000 MIi 
Life, 

$406,000 
• Equitable Life, 
$50,000 MIi 
Life, 

$370,000 
Equitable Ufe, 
$50,000 MIi 
Life, 

$386.,000 . 
Equitable Life, 
$219,000 MIi 
Life Optional 
Life, $50,000 
MIi Life, 

na 

na 

na 

na 

na 

$12,418 NO 
Capital 
Accumulation 
Account, $197 
UNUM 
Provident LTD, 
$1,965 MIi Life 
L TC, $1,4'07 

• Equitable. 

$16,488 NO 
Capital 
Accumulation 
Account 

' $13,475 NO 
Capital 
Accumulation 
Account, 

$15,837 
• Capital 

Accumulation 
Account, .$793 
MIi Life L TC, 

$15,884 
Capital 
Accumulation 
Account 

NO 

NO 

YES 

YES 

YES 

YES 

YES 

s·ase Salary: 
• 12/10/2002, Annual 

and Long-Term 
Incentive: 2/5/2009 

Base Salary: 
12/10/2002, Annual 
and Long-Term 
Incentive: 2/5/2010 

Base Salary: 
12/10/2002, Annual 
and Long-Term 
Incentive: 2/5/2011 

Base Salary: 
12/10/2002; Annual 
and Long-Term 
Incentive: 2/5/2012 

Base Salary: 
12/10/2002, Annual 
and Long-Term 
Incentive: 2/5/2013 

w 
0, 
0, 
~ 

0, 

J 
Confidential ·~ Dissemination, Distribution or Copying this trade secret Information Is prohibited by Blue Cross Blue Shield of Minnesota 
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; J . . . . . . . . . 
d · · .lgatlve Demand_: January 24, 2005 

Deborah Madson, 
Vice President, • 
Government 

• Programs 

Notes: 

$198,000 0 • $68,324 • $302 Tax 
Annual Planning 

• Incentive 
Award, 
$57,804 
Long-Term 
Incentive 
Award 

INTE. 

$9,391 
401 (k) 
match 

_: .. ;./..1RY. NO. 1 

$324,000 
Equitable Life, 
$396,000 Mil 
Life Optional 
Life, $50,000 
MIi Life, 

na $13,685 NO YES 
Capital 
AccumlJlatlon 
Account, $213 
UNUM LTD, 
$802 MIi Life 
LTC 

Base· Salary: 
12/10/2002, Annual 
and Long-Term 
Incentive: 2/5/2014 

Twelve highest paid employees determined from Box 5, W-2 for the·year in question (see Tab B). Blue Cross has publicly disclosed compensation In the past in 
the IRS 990 format, which Includes more than Box 5, W-2 compensation. • 
MIi Life, subsidiary of BCBSM, providing $50,000 basic group term life, taxable to employee. Optional-MIi Life, is voluntary additional life paid for by employee at 
market ra·tes established by MIi Life for age and sex adjusted. Equitable Life, split dollar coverage, with company paying the premium and having a collateral 
ln'terest In the poiicy to receive repayment of premium at policy rollout. Spouse and Family Supplemental with -Equitable or Nationwide, with company paying the 
premiums and having collateral ln_terest In _the policy to receive repayment of premium at policy rollout, with employee also p·aying interest, a Time Value of 
Money charge equal to the 30-year Treasury rate In effect at 12/31 of the preceding ye·ar. In Novembe_r 2003, Blue Cross terminated its .Equitable Desig_n_ated 
and Supplemental Survivor pollcle·s. In addition the $50,000 life insurance with MIi Life was replaced with a two-times salary death benefit from MIi Life, with option 
to purchase, at employees expense, an additional three-times salary death benefit, to a maximum coverage amount of $1,600,000. Officers who had an • 
Equitable Designated policy were eligible for the same death benefit in a Supplemental. Survivor Benefit Plan that Is self-Insured by Blue Cross. 
MIi Life, providing Long-Term Care (LJC) coverage and Paul Revere providing Long-Term Disability coverage on a pre-tax basis within the Executive Flexible 
Benefits Plan. Wealth Enhancement Advisor Services provfdes estate pla·nning, Capital Accumulation Account established for participants_ in the Executive 
Fexible Benefit Plan. 

CJ 
n 
CJ 
(/) s: . 
I 
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a, 
~ 
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. . . . 

YOUR LIFE ~JSUPL~JCE BENEFITS 

. • How much life insurance coverage dol have tinder all of my life insurance plans: throughmue Cross? 

'. 

Multiple of Sala~y Portable ·coverage? • Benefit Face Amount 
(YIN) 

·Base Group Term 0_22x $50,000 N .. 

Coverage 
~igriated Supplemental 1.93x $444;000 •• y 

Survivor-Coverage 
1 Total Surv~vor Benefits I 2.15~ I $494-,000 

• H;~w much Accidental Death & Dismemberment (AD&D) coverage-do I have _under all of my insurance 
_plans through Blue Cr~s?· 

·Benefit. Multiple of -Salary • Face.Amount Portable Coverage? 
(YfN) 

Travei Accident ·0.87x $200,000 N 
h)surance 

• -• ·_How much spouse life insurance coverage do !"have under aU of my. life ins~rance plans through Blue 
.Cross? • 

• Benefit . Face Amount" Portable Coverage? (YIN) ._ 
- Group Life Insurance Plan ~ $2,000- N 

...:. Coverage (Convertible) 

[ otal Spouse. Life Insur~ce . _- · I 
Benefits • _ 

$2,000 -

I 



·)'OUR LIFE INSUPLt\i'J CE B-E·NEFITS 

. . . . . . 

• - -;E-Iow much depertderit life ins_ru.ance coverage do I have tinder all my life insurance plans tluough Blue 
_Cross? 

Benefit Face Amount . · _Portable Coyerage? (YIN) 

. Gro~p Life ~ce Plan'-- $2,000 per dependent child ·N · 
- .. Depend.¢nt Coverage- (Convertible) 

total _Dependent Life ~urance $2~000 per dep~n~en( child ' 
Benefits. . • 

: ( 



- • - What portion of tny·i.ncome will be replaced if I .am disabled? 

For a Short-Term Disability (six months or less), your income will be provided by the following 
benefits: 

Benefit Maximum Benefit %.of salary replaced Monthly benefit amount 
Period in$ 

Salary Continuation Six months · 100% $i9,i67 

. . . 

- _ For a Long-Term Disability (lasting longer than six months), your income will be provided by · • 
the following benefits: 

Benefit Maximum-Benefit %·of salary replaced Benefit amount in Offsets to . benefit 
'---. 

Period $ 
Gr~up Long-Term To·Social ~ty 60% $11,:500 per month • -Social Security 

Disability r retir~ent age, if • benefits 
• disability oq:urs • Retirement, 

before age 60 disability, or . 
. other similar 

employer-
sponsored 
benefits 

- • Early·retirement 
_ benefits (if 
elec~ed). 

Individual Long- To age 65 29% .. • $5,600 per month - • No.ne 
Tertn Disability 

:Group Long,...Term lhrough lifetime ·N/A $150 .per day • ·None 
Care 

•· _ Ar~ ·any benefits payable _iil the event that my spouse is dis_abled? 

Benefit Maximum.Benefit • . Benefit amount in $ Offsets to benefit • 
Period. .. 

Spouse Long-T~ Care : Through lifetime $150 p_er da ,J None .• 

I 

\.. . 



Statement Text 

:_: _ ... 

_.I 

[Cover] -

Blue ·Cross -and Blue Shield 
-Of Minnesota 

Executive Total 
C0mpensation Statement 

2002 

• . '.. • Blue Cross;ivid Biu~SAf&J-ofMinn.est,Jta 2002 Executive Totdl_Co~eilsaiwn Stlitement . . 
• - . ri.'VJi;b~nV:omm\pAsimNfi<rzv!iei:\rpecdo~cblespca.doc . • 



[Page 1] • 

• Your Total Executive Compensation at ~lue Cross 

As an executive at Blue Cross and Blue Shield of Minnesota. you enjoy a broad and competitive 
package of compensation and company-providec:i benefits. This statement provides a "snapshot in 
time" summary of your 2001 ·total executive compensation. 

Included-in this summary is personalized information on: 

• Your 2001 cash compensation, ineluding your base pay and incentive awards· . 

■ Your 2001 Basic, Executive and Execu-e-FLEX benefits 

■ Your estimated retirement plan .benefits train Blue Cross 

You will also find a summary of how these plans work and information ·on who to contact if you have 
questions. • 

") •. 

• ', Bti~ Cri>ss aru1 Bhie ShieU of M;;,,,esota 209i faecutive Tota/Compensacion ·Statem~t 

• -n.-\bcbs11ii111lV:om»lVJClslnu\2.<XJZ\euc\specdoc'Vic/Jlespca.doc_ • • ; • 

BCBSM .120785 



[Pag~ 2J 
The Total Value-Adding lt Up 

Our goal is to reward your.engagement and . commitment to the organiz~tion. As an jmport~nt 
-member of the executive manage_ment team, your executive total compensation at Blue Cross 
consists of much more than base pay. It includes incentive pay and the vatue of your employee and 
executive benefits. 

• The following _information summarizes your total executive compensation for· 200t: 

Your -Base Salary as of December-31, 2001 
(for 2002, your base salary is ${BasePayCy}) 

• • Your Annual Short-term Incentives 
(eamedin 2000andpaid in 2001) 

{IF {L TlPay} > _0 PRINT 
Your Long-term Incentive 
( earned in the 1997-2000 cycle and paid in 2001) . 
ENDIF] • 

Vat:ue of Benefits and Perquisites 
(iF {CEORptFlg} = Y PRINT 
·(Not including the value of any.time -off you may have 
taken ·throughout the year.) ENOIF] 

Total Executi-ye Compensatipn Value I 

2001 °Total Exe-cutive Compensati9n 

$1.5,000 

_ ■ Base Salary D E3enefi~ and Perquisites 

• ${BasePayly} 

${STIPay} 

${LTIPay} 

• ${ZBenCst} 

${ZTotComp} 

-_ D long-term Incentive . □ Anrmaf Short-term Incentives 

[ED NOTE TO i\i CR:. USE THE FOLLOWING -FIELDS TO CREATE THKPIE CHART; 
{BasePayLyJ for Bas_e Salary,_{ZBenCst} for Ben~fits. and P·erqUisites, {-Lt.iPay J°lor"Long~terrri -

. Incentives~ and {StiPay} for-A_nnu~l S~orMerm Inceritives.:NOTE THAT THE LONG :TERlvl 
_: INC¥~ PlECE.~111.L BE VARIABl.E.] • 

'Bh;e Cross <ind Bl4e Shield ojMinn.e.s.ota 2002 Executive Toral GJmpensarion Statement 
n."VJcbsminnv:o,nin'\pruemAl.O(ll\euC1Sp_ecdoobcb2espaul.oc . • 

JO 
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. An Overview of Your Benefits 

Your benefits package consi_sts of three types of:benefits: 

■ Basic 
■ Executive 
■ Execu-FLEX 

Basic 

Basic benefits are. those.generally _provided. to· most. empioyees_. They include: 

Retirement 

, Health & Welfare 

Life, Disability & •. 
Other Insurance 

■ Pension Equity Plan 
■ Employee Savings Plan- 401(k) 
■ . Social Security (employer's share) and other statutory benefits 

-~ . Medical plan 
■ • Dental plan . 
■ SelectAccount flexible· spending plan 

: ■ · Group long-term disability 
■ Basic term life insurance _ 

•■ Optional life insurance (kn.own as Voluntary Life in 2002) 

{Page 3] 

■ Spouse/same-gender domestic partner and dependent life insurance 

Health.Improvement 
Programs . 

■ Long-term care 
. ■. . Accidental Death & Dismemberment 
■ Travel accident insurance 

■ Healthy Start® prenatal care information · . 
■ • Our BluePrint for Health® onliile consumer health information 

·Web site 
■ . 24-hour nurse fine. for answers toyour .health questions 
■ • Health promotion programs including flu shots and our stop-·smoking . 

. program 

■ Child care Employee _ 
Discounts . .. · , ■ • Health club memberships 

■ • Auto and home insurance 
/ • ■ ~assage, acupuncture and nutrition~( supplements 

■ · laset :vision cor,:ection • • 

. ■ Onsite professional· development wo~hops 
■ • Onsite technicai training . · • • 

Continuous 
_Learning 
Opportunities • ■ . Self~study insurance programs . . . _ .. . 

■ Tuitiori reimbursement for undergraduate and graduate programs 

Work/Life Balance 

■ Reimburseme~ for external seminars · 

■ Hofidays 
■ - Flexi~le work ·schedules in many departments 
■ Onsite fjtness centers • • • 

. ~ Bus~ness casualdress .. . . 
■ Onsite co~eruence and gift.stores 
■ • Finailciatplanning seminars · : . · . 

. ii • • Child care :and elder care r~ferral services 
■; Weight Watchers meetings at woik · • 

• . - ·- . . 

. Bhle Cross and:Blu.e Shield of Minnesota 20(}2 E:~eciirive Total Compensation StaumenJ 
n·:\bdmnuu&o,nmy,c\stmt<l.()(JZ,,eue\Specdocihcb z~spca.doc • 

Ji . • . . 

•· BCBSM~12ci-is1: 

/ . • 
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[Pag:? 4] 
Executive 

Executive benefits are thoSe benefits and perquisites designed ·to ensure your benefits package 
meets competitive standards for executjves in th~ health care industry. They include: 

. . . . • 

Retirement ■· Executive Deferred Compensation Plan ( 401 ·(kl Employer .Matching 

Life, Disability & ; 
- Other Insurance 

Time Off & Other 
_Perquisites 

-Execu-FLEX 

Contribu~ion "Restorationn and salary and incentive· deferrals) 
[IF {ZCEOFlg} <> Y PRINT 
■ • Supplemental Retirement Pian 
ELSE PRINT • 
■ • Si.Jppfementaf executive retiree health ~re 

-·•· • CEO Supplemental-Executive Retirement Plan -ENO!FJ 
■ • FinanciaVtaxlestate planning be·nefit 
■ Life planning benefit 

• ■, Short-:term •disability salary continuation 
• ■ . Designated supplemental survivor benefit 

■ Vacation 
[IF {ProfDuesJ > 0 PRINT 
■ Professional dues.· 
ENDIF] _ 
[IF {Club.MemCst} > 0 PAINT • 
■- Business club memberships ENDIF] 

Flexible benefits are those desi_gned to meet your individual needs beyond what isprovided·by your 
-Basic and :Executive _ben•efit$. Each year you . receive a pr~tax Execu-FLEX affpwance that. you can 
choose to allocate among- several _benefit choices. For 2001. your allowance was 5.5 percent·of your 
2000 salary. -·Execu--FLEX options include: • 

Retirement 

Life, Disability & • 
Other Insurance 

Ii Capital Accumulation Account 

■ • rndividual long-term di_sability 
■ Long-term care 
■ • Family supplementc1.I survivor 

•• [IF {CEORptFlg} <~ v :oR .IF {ZCE;OFlg} <> y PRINT . 
Other Benefits ■ Pai_d time_ off buy or sen · 
ENDIF] . 

How You~-e~nefits Co~pare· • 

lo a.2001 surv~y of 1:2 local health care organizations, Blue Cross ranked tf1-out of 12°in 
• • executive ~nejits! including health care, retiremen~ paid:time ·ott ·andJncom~ protection _ 

.·beriefit$ . .Thisrank iilustrates:wh~re we cho9se to positio~ ourselves in.the executive-benefits _ 
arena. · 

- . . . . . - . 

• • Blu~ Cross ~ Blµit :Shle/d of Minnesoia _2002 Ececulive T <ital Comp~tl.tion Staremenr 12 
,,_-vxbsminn'-c_o,nm'p(\sr,~N._~uc.\rpe,tdo'-"bcb leJ~O._(UJC • • 

: ·-:BCBS.M :1_20788 . 



OTHE~ BLUE CR.OSS-SPO:NSC>RED:·HENEFITS 

. . 

This docuiriellt is intended to· provide an overview of bask information regarding Blue Cross' 
1 :·:"· ·;fit plans. Please refer to your Summary Pl~ Descriptio:ns, Pl~_n Do_cuments, or you_r Human 

.}Ut'-ee5 1epresentative for more £Oniplete in_formation. This legal documents governing the 
:plans will -prevail if there are any iriconsi.sten~es or inaccuracies in this -material. -

. . . . 

-~ SELECT ACCOUNT.FLEXIBLE SPENDING .PLAN 

• What is the purpose of the SelectAccount Plan? 

~ The plan enables you topay ti\~ following ·expenses -with pre-tax dollars: 
• I • 

• . (ertain medical and dental expenses, that are not coverecf by insurance (e.g., medical ~up plies, 
co-pays, deductibles or C(r.-ll1Silrance e?Cp~es ); • • • 

· • • _ Dependent care expehses. 

. . 
• How.does the plan work to pay for my non-coveted medical and' dental expenses? 

. . . 

_: ~ •• You elect to reduce your salary by the amount y~u expect' to spend on medical and dental expenses.. • 

: • As-you incur -the expense, you are reimbursed up . to th~· total amo_unt you -~ected to have deposited in 
your medical and dental exp.erise reimbursement account. • 

- . . . . . 

l-,;~011° have electeq an anrnial.-salary reduction of$5QO (or medical ~d-denW expenses. 
' . 

. /hat limits apply to my medical and den~~d expense ~imbursement account?· 

,The ~aximum amount .you qm elect to _deposit in your medical and dentai expense reimbursement 
account ~ch calendar_ year is $2,500 . . The ntinimwn payroll deduction ~ $5 p~ pay period. 

_·Which medical and dental expenses.ate eligible -for reimbutselilent? 

--· ---Mo$t medical and d~tal ~enses are eligible fo( rem:ibursement ~ess they are already covered by,. 
insurance.. · · · • • • • · • 

• ~ • In order to be reimbursable, the expeases mw;t 1?e d~u<;tif;>le~oh yqur federal ~come tax return._ • 

• What ~m~t.I do to receive my reimbursement? 

' - - . . . 
1 

- • • After you have in¢rred the~~, you·should!submit an:itentited·bill, receipt1'. or explanation of 

- .l- -

I 



. . . 

• om-ERB.LUE CROSS~SPONSORED· BENEFITS (cont'd) 

•• • • SELECT ACCOUNT FLEXIBLE SPENDING PLAN (confd) 

if~wdoes the plan work to pay for niv. dependent c~re expenses? 

You elect to reduce your salary by the· amount you expect to spend on dependent care··expenses_· 

You can-be reimbursed for your. dependent care- costs from yoti dependent-care expense 
reimbur~ent account up to the amount you have in that a_ccount 

. . . 

• You must first paythe dependent care expenses yourself, then provide the appropriate 
reimbursement, request form, attaching· proof of payment for the seryices_ 

• You will need to give the plan adinfuistrator the name, ad~ress,_. and Social Security number of 
the d~pendent care service provic~er_ 

I You are not utilizjrtg the dependent care Flexible Spending Ac.count 

. How are I dependents' defined for purposes of the SelectAccount Plan? 
. . 

. . . 

- • Your children who are under age 13 and depend ·on you· (and_ your spouse if you are married) for at · 
least half of th~ support. . Other children-whose principal residence is your home and are members of 

_:YO:t-IT household also count as dependents- • 

-- _ Members of your .fainily (in~uding your spouse) or any other individuals whose principal re!?idence is 
• your home and are members of your·hoµsehold, who &re dependent on you_-(and yotir spouse if you _ 
· -art! married) Jor at least half of their-support an4 who are mentally or physical).y incapable of caring for_ 

themselves. 

·_ ~ch depen9ent care expenses qualifyJor.reimbu~rsemerit? 

-- ~es for-care at licensed nursery schools, <;lay <,:are ca:iters, day camps; and kindergartens generally 
~qualify. · The school or cent¢!" must, however, comply with State and local laws anlreceive a fee for its 
._semces . . 

- • No depen:4eni ·care expenses ~urseirient is available if you are mai:,ried unless-yo~: spo~ (i). is 
• working at a job Jor pay outs1de·-your home; (ii) is a~vely seeking ¢mpioyment outside your home; (iii) 
_ is· a full-time )student~ or {iv)is_ pt:iysically or mentally unable to care for himself or herself: • 

. . . 

Only day carecent~s for ?-ependentadults are eligible for reimbursement. • 

-1 

- - . ' . • . • . 

. . 
. ;> 

. . . 

~ecutiv~Sample- ~78?.~ 



-OTHER: BLUE CROSS-SPONSORED B-ENEFtrs '(cont'd) 

• BELECTACCOUl'ff FLEXIBLE SPENDING PLAN (cont'd) . 

Vhat limits apply to my dependent care reirnbursement"account? 

·: - Your dependent care expense reimbursements may not exceed-the following_ limits: 

- • . $5,000.duririg the calendar-year; $2SOO if youare·marrie<:1-and file_aseparate return 
• If youhave a working spouse, the lesser of your.spouse's pay or your net pay afte_r a.U salary 

reductions during_ the c~lendar year. . _ • _ _ 
• If you have a spouse who is either a full-time student or is ni.capacitated; $200_ per·monl)l if you -

have one dependent or $400 per month is· you have mote than one-dependent. . 
• _If. you are single, your net taxable pay during the calendar, year after all salary reductions. 

Whafhappeti.s ·µ i don't use all of the money I have allocated ~o the accounts? 

- -If you d~-rtot us~ up all thernoney credited to your_expel}.Se reimb~r~ent accounts, the unused 
money will be forfeited 

. . • 

- • -Also, you cannot use your dependent care account for medical reimbursements or vice versa. 

Yo~ have 90 days fol}owirtg • the end· of ~ember_ to su_bnut dc;i-ims for reiinburseIDerits or ex~ that 
were incurred during the previi?us calendar year. 

·can I change the amount th~t lam deferring ~om my sajary? 
. . . . . · 

Generally, your salary reduction ele<;tion ~ remain-in force throughout ·the qilendar year and cannot 
be changoo.; except :tinder special circumstances. - • • 

ln certain situations you can increase or decrease the amotµ1t of yo~ payroll deductioi::is ·-dur:ing the 
·.calendar year. The new ~lection must be based-on a 1change fa status' and i:nust be consistent ~th the 

• ~~ ~amples ofa 1charige_in status' include: 

• Significant cost or coverage chang~ 
·• . Change_inmarital status 
• • Change in number ofdepend~ts 

-• · ~e ·in employment ·status 
· • -·:Change-iµ work schedule- or worksite 

• • Change in daycare provider . _ ._ . 
• ·• Dependentsatisfies -or ceases·to-satisfy requirements,f~r unmaqied dependents 
• Change in place of residence or work -~ite 

BCBSM :120874": . 
• • . . .... l • ~ ; • • • • , . . •: • 



_OTIIER BLUE CROSS-SPONSORED BENEFITS (cont'd}·. 

. • • SELECT ACCOUNT FLEXIBLE SPENDING PLAN (cont'd) 
· ·- -. • . • 

.:What happens if I term~te employment <ltJ.Mg the year.? . 
. - . . . 

• .:... _pependent Care Account: No aniotmts will be dep0.sit~d in your dependent care expei15e• reimbur~ent : 
• account after you terminate employment with Blue ·cross. Any amounts left in the account after 

. __ . termiruJtion may be ,used to reimburse you for expenses incurred during_ the remainder of the calendar
. year. 

. - ; .· 

Medical and Dental Expense.Accqunt: 

• No.amounts _remaining: Ifyou already have been reimbursed for the full ·amot)nt of your 
- contributions, your contributions will stop with your last paycheck artd ·no further 

--reimbur~ents .will be made. H -you wish; you <;an instead continue to ma)se cont~butions .by 
agreeing_to have the entire amount you-initially elected to_ contribute for the rernamder of the 

: calendar year deducted from your last paycheck prior to termiriation. This aµtount can be used 
_: to reimb~rse you for claims m.Ct,lfre4 at any time during; the calendar year in which your 
-termination occurs . 

. • Amo~ts remaining: If your reimbursements are less than what you contributed, you·can elect 
coverag~ unµer COBRA until the end :·of-the year. Your COBRA contributions will,. however~ be . 
on an after-tax basis. Or, you may" file i-eimburseIDent requests for expenses you incur to.the_· 
end of the _year-up to_ the amount of your rema_ihihg contributio_ns. 

·JJ yin(aie while employed: Any balance remaiI:tlng in your accounts may be used to reimburse eligible 
• - expenses in~ through _the·date· of death.. • • • 

- . . . . . . • 

·:Exeaitive.. Sample - 12,3-45--6789 
.. ·_4_· 



. . . . . 

OTHER BLUE CROSS~SPONSORED -BENEFITS (cont'dl - • 

• • • ) EXECUTI\IE VACATION ANDHOLIDAYS ' 

-)-'low much vacation time am_ I entitled to fak-e each year? • 

., As·.a member of Ex~utive Staff, you may take vaca_tion as reasonable and approptiat~; g_iven your.job 
responsibilities and the needs of the org~tion. -

. . . 

- Are holidays included? 

. . 

~ No. In addition to vacation, _you willrece1ve nfue holidays per year. 

j 

~ 5_ ~ -~CBSM 1°29876 
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• -OTIIER BLUE CROSS-SPONSOllED:· BENEFITS .(cont'd) 

• -SEVERANCE·BENEFIT PROGRAM 

• Jnde~ what <:iraimstances am I eligible for Severance Benefits? • 

You-are entitled· to receive severance benefits if the following ·conditions are ·satisfied~ 

l. : '/ ou an~ employed by Blue Cross and notas~_igrted to Delta Dental; • 
. - . . 

2.. Blue Cross," m its sble discretion, determines that yotu p95itiqn is to be eliminated or employment is 
terininat~4 d~e to _performance reasons.- (A voluntary resigi:IBtioil or terminatibn.of ernploym~t 
due to misconduct will disqualify you from _receiving _severance pay ~enefit); 

- -3_ Y~u-sign and deliver t<? the A~trator a "release or .waiver ·.of ~ploym~1t-related claims, in a 
.form prescnoed by the Administrator; • • ·- -- -- • 

. . • - . • 

4_ You are not eligible for severance benefits pursuant to any other plan of or agreement with an · 
Affiliate tinless that plan or agreement expressly states that'benefits are in addition to· those _ 
.provided under this p Ian_ • • 

What types of severance benefits will I receive? 
. . 

- _ Severance Pay: Severance benefits will .be 52 weeks of your base pay. ·_ 

- . Outplacement -Assis.tan~: Yoµ will be entitled t_o· outplacement ass~tance 
• - . • . . . 

hw:-is Severance. Pay._actually paid? 

Severance bene#ts. ·will be paid in"periodic.payments ·made on_ the same basis (bi-weekly)_ as Base_ Pa"y ~ 
. (subject to the Administrator' s~retained right to at any time cause any remaining pefi~c p~ym~ts to -
: be paid in a single lump ·sum payment)-_ • 1n no case-will pa~ents be mad~ or: begin before _the end of 
\my rescission period in connectioq ~ith any rel~ .or waiver that you·a,;-e asked to sign. 



OTH-ER BLUE CRO,SS..iSPONSOllED_BENE:FITS (cont'd) 

. . . -

. : • · .. · EMPLOYEE ASSISTANCE PROGRAM 

What is the -purpo~ of the Employee Assistance Program? 
. . 

The Employee.,Assistance Frog~ is rna~t~ed to provjde eligible ~ployees of Blue Cross or any 
• Blue Cross-Affiliates .with.referral and-counseling servtce~ u~garding:personal_ and work-related 
• problems that affect job performance and overall lifestyle. • 

Am-Ieligiblefo!-'the Employee Assistance PrograID? 

Employee Assistance b~efits un~er this program are provided to all individuals who meet the 
_definition of Qualified Employee un4er ~e Blue Cross Welfare Benefit Plan. 

• ·What benefits are provided by the_ Program? 
. . 

·- You are·pr:ovided.by Bliie Cross with the-Program Provider's toll-free telephone number-to access 
_ certified ~ocial service counselors ~vailable throug~ the Progr~~ The counselors are available twenty

f~>trr hours per day, s~ven days per week to assist with assessment and intervention when necessary. 
-. Such counselors also provide short-term q:mnseling and make re_ferrals to other hum?Jl ·setvice 
prof~si9nals~ • 

. . 

Who pays· for the. benefits provided by the Program? 

There is no·~ge for.usjng the Program. _You are, however, .responsible for any fees incurred. from a 
referralprovide<fby a .Progralll_c~mnselor. : • • • • 

. . . . . : 

• -Wh~t ~pp~· to-.my Employ~ Assistance benefits· up.on my terminati~n ~om Blue Cross? · 

, --- ·The Progi;am-will .contirtue to be available to·you·and.y<:>ur spouse or.dependents for-up .to 36 months 
- _following YOt:¥" termination with Blue Cross.or.the termination of au-irtdividuars spousal or dependertt 
. -_. status in r~lafion -to you.. • • 

_...:.. 



Olli-ER BLUE C-ROSs--SPONSOE,ED BENEFITS (cont'd) 

•·· • ADOPTION ASSISTANCE PROGRAM 

_un I eligible for the Adoption Assistance Program? 

- Adoption Assistance_ benefits under. this program ·are provided to_ all individuals who meet the 
. definition of Qualified Emp.lpyee under the Blue Cross Welfare Benefit Plan and who are regularly . 

scheduled to work at least 20- hours per week • 
. - . - . • . 

. . What.benefits are available-under the Program? 

- _ You may receive reimbursement of up to $5,500 of Qualified Adopti~n Expenses per adopted eligible 
child. 

What expenses ~ire· reimbursable under the Prggram.? . 

- Only Qualified Adoption Expenses ~re eligible for repnbursement Subject to the ~xdusions_below, 
- Qualified Adoption Expenses are reasonable and necessary adoption fees, court costs, atto~ey fees~ 

and.other expenses that are directly'related to, and the principal purpose of which is, theleg~l adoption 
-of a child Examples in.dude: • 

-• ·_ · State-licensed -adop.tion agency f~ µ-iduding fees for platement arid parental _cmmseling; 
• Legc:tl costs, indu<;ling attorp.ey fees and costs of_legal proceedings; • 
· • · • Stat~requited ~pre-placeinent horn~ study' and_ 'post-placemei'lt ·supervision' programs; · 
• Charges for temporary foster care b~fore placement provided by a licensed agency; . 
-• Reasonable and customary transportation-and lodging expenses to obtain physical custody of 

• the child, for adt?ptive parents, child and natural mother . 

. What expenses are ntJt -reimbursable under the Progratn? • - •• 

Qualified Adoption: Expenses do not iridude any expeilSe incurred: . 

• in _yjolation.of state or -federal law; • _ 
m carrying 9~t any surrogate parenting ~gernei1t; 
after the date ofthe acfoption decree;. -, ••• 

-·•. 

• 
while you are not"an Eligible ~ployee; or • 
that-is payable_or reimbursable tinde_r any other program . 

• 
• 

-.: Which children qualify ·as 'Eligible-". under this ~rogram ?· . 

. - -~ ··: An 'Eligibl~' child must not be the duld o{ your spa~,-and: 

., ·· ·· 
'_t~ : .- •• • ---

~ecutive,. Sample - .12345.-6789 -
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• OTHER BLUE· CROSS-SPONSORED-BENEFITS (cont'd) . . . . 

. . 

• • ADOPTION.ASSISTANCE PROGRAM:.(cont' d) 

)Vhat m~st I do to claim benefits under tltjs PrQgTaill? 

~ To receive reimbur~etnent, you must submit a properly completed Adoption Expenses RehnburseJilent 
·• Form, itemized bills or receipts. for all Eligible Adoption Expenses~ and a,certified copy of -the adoption • 
-decree issued by" a com:t in the-United States. • 

-·The."reimbursement form _must .be-submitted within 12 months after th~ date the adoption decree was 
issued. • 

_; You must be~ Eligible Employee when the reimbursement form i$ submit~ed

_.Are benefits raid- under this Program included in my regular· income from Blue Cross? 

If your adjuste_d gross income (with the Eligible.Adoption_Expense r~imbursement added) is $75,000 or · 
less,:~p-to $5,000 of the reimbursement may be excluded from your taxable ":1-come. • . .- . • 

If y~ur income is be.tween $75,000 and.$115,000, a.portion of the .reimbursement maybe excluded .. 

- ·. . . 

. If.you are mtl.rtied (and not legally separated ·or Jiving apart from your spouse) .. you and your spouse 
-mus~ file a joint federal income- tax r~tum.. • • • 

All reimbursements are subject to FICA and FUTA -taxes. 
l · 

To the extent Eligible Adoption Expenses are not r.eimbursed,-i:hey rmy q'-:ialify ~or an adoption tax 
·credit. ••• 

_J 

· I . 

~ve.; Sample.;. I.23-45-6789 
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----------------;----------------;--:---------------,------=-------:--:---------:- • 
. . . 

, OTHER BLUE CROSS-SPONSORED BENEFITS (cQnt' dJ 

• ~----.. ONLI~E DEPENDENT CARE/ELDER CARE REFERRAL NETWORK • 

... . FIRSTHELPTM 

. •. • GOLDNET BY MAlVP.l 

. . . 

• • • BLU~PRINT FOR HEALTH:STOP-SMOKINC -PROG-RAM 

• • HEALTHY ST ART 

• -ON-SITE SERVICES 

Fitness center~ 
--Cafeterias 

·- Converu~nc~_ and gift store 
- Dry cleaning 
..:... Post ·office.services 

_ Film develo~ing 
- Credit. Union 

• . -·EMPLOYEE.DISCOUNTS. 

Auto and ·property·ins~ce 
Tickets to area attractions and eyents 
Memb~hips_:to area h~th dubs _ 

- Services at _participating daycare ~enters 

• EDUCATIONAL AsSISfANCE PRcx;RAM- . 

• WORKSHOPS, TECHNICAL:TRAININ~, AND. SELF-:STUDY PROGRAMS 

• Financptl.planning sem.mats. . _ _ _ 
- Welln~~ programs, inquding flu shots and Weight Watchers 
- • Flexible ~pr~ scheduies (subj~ to department approval) • • 

Executive., $.µnple ~ ~789 .. _ 

_r : 

- . . . 
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OtHEit. BLUE CRQSS-SPONSORED . BENEFITS (cont'd) 

• •• = • 1uroMOBILE ALLOWANCE • 
. . 

- · •• Bh,1.e Cross pro"vides you with~ automobile aµ_owante equ~l to $8,400 annually_ 

· The .-automobile allowance will be added to your W-2 as ordinary income_ • 

/ . --

~eaitive; Sample'- l.23-45-6789 • 
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.OTH·ERBLUE C:Rti·SS-SPONSORED-BENEFITS (cont'd) -

,.- . ·flNANCIAL/TAX/ESTAT_E·PlANNJNGBENEFii 
.. \ 

. . . 

_; Blue Cross provides you with an allowance for .financial, ·tax; and/or estate planning equal to $900: 
annually. • • 

- Thevaiue.of this allowance·~m be-added.to y_our W-2as-ordinary income. Bliie Cross will also 1gross 
._ up' th~ amount added to-your W~2 to-cover the additional tax liability.· 

. __ ; 

.. -...· 

I-



. . 

-• :,- ·:>LIFE PLANNING BENEFIT 
·; 

. . . 

• Blue Cross provides you with art aAowance of $4,ooo· in the fll'St yectr Md $500 annually ther~fter for 
~e plannirtg benefits. • • - -- · · -

~ . · The·value ~£.this Ml.owanc~ will be added to your W-2 as ordinary income. Biu~ Cross will also_1gross _· __ 
µp' the amount added to your W-2·fo cover the._additio11:al tax liability. : • • -

: ; 

. . . 
. . . 

~fa,:e_ 5.unp1e;.12.M~789 



-, OTHER BLUE -Cll0$S-S_PONSC)R.ED BENEFITS :(cont'd) 

~- ·rROFESSIONAL DUES 

J . . 
- Blue Cross will reirnburs~ you for ~ues paid _ for m~:inbership in approved ·professional organizations .. 

). . 

. - ·--

.. : .. / 

• -· EICBSM .120885 



.OTIIEll ·BLUE ·CROSS~_S_PON_SORED -JJENEFITS·:(cont'd)-

_,,_ ••• :"BUSINESS CLUB MEMBERSHIPS 

- . . . . . 

_ Blue Cro~s will reimburse you for membership ·fees paid for your partfcipatimi_in approved business -
dubs~ • • -

) 
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Ex'ecUtive Sumniary ·. 

Desired Competitive Position . 

■ Qeneral c'on.currence that median is the approp~ia_te de.sired.competiti_ve position for BCBSM executive · 
compensation' for total compensation and benefits, with the opportunity to earn above median 
compe~sation-;_through perfomrnnce~based incentives. 

. ' 

■ , There is also c<;mcurrence that median is the objective for all elements of pay, i.e., salary, annual' 
incentives, lo.ng-tenn· incentives, and benefits. We understand that in the p·ast, there was a specific intent 
to offs~t below market salaries wit~ .inore· competitive incentives ·and ben_efits, but that approach was not 
well received and is no longer being used. 

■ Whil'e there was discuss1on that some positions need to be_paid more competitively than others, this 
objective can be achieved by using a market range around the common desired competitive posidon o'r 
median. 

_Peer Group 

■ . 

■ 

There. is currently no agreed upon peer gi·oup. The Guiding Pri'ncipals state that the· comparative 
• framework ofcompanies ~ill include large Blues plans, life/health insurance companies and large 
. managed care/HMO organizati.ons. • 

Tlwre is generc)l agreement. that the h_ealthcare industry is the most relevant peer group for most 
positions. Dlie to consolidation in .. the industry, man)'of the. life/health insurance companies have sold 

. or ·s_ignificantly reduced their health insurance business so they are no longer as relevant for comparison 
purposes. 
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Executive Summary 

Peer Group (cont'd) 

• There w~s also specifi~ interest'in looking at local market ·peers from general fndustry given BCBSM' s . · 
high public. profile and m,iss'ion related to serving- the he.al th needs of Minnesota. 

. Co111parisons to the local Minnesota co~panies are n~t included in th6 Exect1tive .Summary but are 
• included in the individual comparison pay detail and in the AJmendix. 

■ . While there is no spedfic mention that. a di(ferent peer. group wouid be used for any element of pay, 
there was a sentiment that BCBSM cannot compete with the lo.ng-term incentive awards of publicly ' 
traded entities-· particularly stock options. Irt reviewing the data for private Blue Plans only versus the . 
total peer group and noting BCBSM confinnation· to remain private in the near tenn, we conc~rwith 
using only private Blue data to determine long-term incentive award competitiveness. 

■ • The most commonly used scope measure in detennining an appropriate peer group is revehues. Within 
health ins\jrers, .however, there is additional coniplexity because gross revenues also include 
administrative contract services '(ACS) revenues which are composed of reve~ues for pro'viding • 
administrntion and.funds to pay actual claims. The ACS business does not carry any insurance risk on 
the claims, but ·does require that the :administr.ativ,e provider have the capabilities to process the claims 
correctly and efficiently. While there are mixed feelings as to whether comparability should be based on 

. : gro~s revenues_ or ·reveirnes less the claims porti~n of ASC, we believe an app1;opriate methodology 
would be to use gross revenues when deten~ining comparability among other health insurers, but 
revenues less ASC whe.n detem1in'ing co~p.arability with companies outside of the industry. 
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Executive ·sµm~ary 

Peer Gtouo (cont'd) • 

■ Another issue raised regarding selection of the peer-group using revenues· is that revenues are going up 
significantly, not due to increase· in market share, etc.; but d\1e to 1ncreases in the cost of providing 
healtl~care, The conce'rn is that if executive pay is tied to revenues, compensation levels will increase 
through no additional effort or perfonnance of 1nanagement. Within the. industry, however, the pute 
effect of premium increases 6n pay levels is"wasf1ed out" since industry peers are generally all facing 
similar premium rate increa~es;. · 
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Exe·cutive Summary 

Annuat'Incentive Plan Design (cont'd) 

■ Consideration should be given· to review the goal _setting process for incentive meastires. One of the 
perfonnance nieasures used by BCBSM is enrollment growth. While it is important to incent growth, 

. many commitments from large employers a're n1ade prio'~ to setting the annual growth goal so · • 
achievement of that perfom1ance measure is ~lmost "a given." 

• BC$SM currently uses six pet~formanc~ measu1~es for the annual incentive plan. While we und~rstand • 
that· all measures are important to the busine.ss of BCBS.M, consideration should.be given to reduci'ng the 
number of goals to provide a stronger focus on the most iinportant goals. The current goals and 

• weightings are as follows: • • • 

■ 

Operating Income - 25% 

Health Plan FuUy-Insured Loss Ratio - 10% • . . 

Adni'inistrative PMPM _.20% 
' . 

;. Ne_t Enrollment Gain~ 20% 

Member Touchpoint Measures - 15% 

Custorner Loyalty Index .. 1 Oo/? 

B.CBSM re·cently changed the ad~1inistrativ~ expens~ go~l to Health Plan Administratio.n Expense 
PMPM, rather than as a percentage of prernium. We believe· this was a positive change ·and addresses 
sorne of the concerns·· raised about in.creasing-premiums due to m'edical inflation. 

• I 
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Blue Cross Blue Sltield Minnesota 
Peer Group Profile 

(Smillions) 

Revenues . 
Private or G.ross Revenues ASC as o/, l\'lemlJen Total Net Emelo~•ees 

Company ~ Revenues Leu ASC of Rev, !Q.Q.Q. lQ.QJ. . '00·-'01 Grth. fillli.! Income 1QQQ llQl 

llealtltc-art l11d11st,j,1 (Primn!J'l 
DCBS, Moss · Private $6,178 , NIA NIA NIA 2,392 $1,913 . $132 2,998 3,508 
·acBS. DE/MD/DC/No VA .(CarcFirsl) Private $.S,979 S3,863 3.S¾ 2,900 3;104 70/o $2,566 $99 6,540 6,435 
Horizon BCBS ofNJ Private S5,917 s2,19·s 63¾ 2,300 2,420 S¾ S 1,379 $97 4,467 4,668 
BCOS, Akibarm Private $5,72.S . . NIA NIA 3,000 NIA NIA NIA 
BCBS, ID/WA/OMJf (Regcnce Group) Privule • $5,535, NIA 4,280 2,987 -30¾ • $2,508 S71 6,268 
BCDS, Florida Private • S5,J 00 SJ,297 35% 3,200 · 3,382 6% • $2,583 $73 9,134 9,143 
B~e Shield 6fCillifomia • Private· S4,800 -S4,319 10% 2;2.s.o 2,248 0% Sl,668 $61 3,685 4,000 
Oxford Health Plans Public $4,421 . NIA NIA NIA NIA S 1,577 S322 J,400 3,400 
BCBS, Rochester (Excellus) Private $4,061 NIA 1,800 • 1,789 -1¾ · SI ,612 Sj9 2,,249 
BCBS, Tennessee Private S),900 Sl,900 ·_. • 51% 2,015 2: 126 .6% S 1,400 S.SJ 4,217 4,4.S I 
Coventry He.A Ith Care Public • $3,147 NIA NIA NIA NIA S 1,4.S I $84 3,150 . 3,242 . 

• ' 

NIA . NIA NIA Trigon Healtlx:arc • . Public $_2,971 NIA $2,582 SI 16 3,999 4,208 
DCDS, North Carolina Private $2,078 Sl,570 ,24¾ 2,500 r,749 -30% S 1,726 S86 3,200 
Cobalt Public S 1.439 NIA NIA · 2,800 NIA - rill {S22) 1,503 · J,599 

• A1•tragt $4,375 • $2,858 37% 1,705 2,,166 -5¾ Sl,812 S9.J 4,,187 4,3"2 
Medla11 U,611 • S2,748 35%. • 2,650 1,392 J¾ Sl,668 SU 3,999 J,800 

loc'1f Pttrs (Scco11dar:rl 
• Hormel Foods Public S-4,124 - . • Not relevant .. . S2, 163 Sl8i 12,200 15,600 
. Nash Finch Public S4, 107 . - • Not relevant S970 $21 13,537 12,.75.S 
f P·cpsiAmen:as Public $3,171 - Not relevant -- SJ,419 Sl9 15,400 I 5,400 
Inlcmational Multifoods Public $2,849 Not relevant SI, 125 S9 • 4;654 4,680 
NRG Energy· Pt1blic $2,799 -~ Not relevant .. S 12,895 S265 2,9J4 3,888 
Penlair • Public S2,616_ - Not relevanr . S2,3 72 SJ3 13,100 11,700 
Allina Private $ 1.700 - Not relevant NIA ~ NIA NIA 

OJ Ai•eragt S31052 SJ,RU S8R 10;304 10,671 (') 
OJ Mtdlarr Sl,849 S1,167 SJ7 12,650 11,228 

en BCDS, l\'llnnesola Priva(e S4,052 Sl,200 . • 461/, 2,043 ·2,187 71/, S 1,~3·1 S65 
3,546 -\~/;/ 3: 

I 
• Acq11ired /Jy Ant/rem in 10()2 11 (,,J j \~ • 
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Executive Summary 

Long-Term Incentives 

■ Comparisons were made for BCBSM's long-tenn incentive (L TI) targets and maximums versus the 
competitive market. 

■ Overall, the ten executives reviewed are between the 25th percentile and median for long-tenn 
incentive~ at target. (Note: the last two long-tenn incentive plan cycles paid at, or very close to, the . 
maximum award level). 

■ Individual comparisons at target: 

Banks, Niemie, Reitan and McKenna are below the 25th percentile. 

Peterson and Kleppe are at the 25th percentile. 

Ounjian, Gold, Neuner and Nelson are at the m·edian. 

-~;:·>~ 
• ' ··;, , \ 

■ At maximum long-terlh incentive oppqrtunities for BCBSM, the. ten executives are between the median 
and 75th percentile. 

■ 

■ 

As shown on the following page, the p~·ivate Blues companies deliver much less value in long-term 
incentives than other public companie~, though it should be noted that the private Blues data reflect 
target long-term incentive opportunitie!s, not actual payouts. 

As with the annual incentive opportuntties, the competitiveness of BCBSM opportunities are diminished 
by below 111arket base salaries for sorne positions . . 

V(I' 
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HR c ·ommitt,ee and Executive Interviews 

. . 

■ Whi.le the cuITent philosophy states that pay is targeted at the·market median, there are issues with· what 
the HR Committee views as the market. Perhaps some officers should be targeted highe1· than median 
levels of competitive pay. There is a sentiment on the HR Committee that BCBSM has not properly 
defined the market for executive pay. Th·e HR Com111ittee realizes . that total cash pay may now be below 
the market median for some individuals. Som_e· members feel that benefits (health, life' and pension) are 
above competitive -levels. · 

■ There is a sentiment that iittle weight should be placed on simply following the market, questioning the 
• logic of following the lead of others who may be "doing it wrong." Howeve1r, if the organization does 
not consider the market, the variance from market could developinto a major ~ttraction/retention 
problem down the road. _ 

■ . The HR Committee would like. to use both Blues companies and some other public health insurers as 
peer companies. In addition to traditional peers, some members of the HR. Co111111ittee ·-also want to 
consider health insurance companies with rapid_increases · in the top line, and other industries where 
revenue increases are due ·to outside factors (e.g., commod.ities business). 

■ There should be insuran.ce/health care focus for most of the executives including CEO and Medical 
Director. Most of the interviewees acknowledged that for certain positions (human resources, 

. ~ . 

infomrntion services and legal), however, it was appropriate to take a broader general industry view 
since those.positions could be .filled froni other industries .. Interviewees cornments were mixed 
regarding whether the CFO could come from outside of the healthcare industry. 
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HR Committee .and Exet~utive Inter.views 

■ Issues with incentive plans: 
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Short-.term incentives - P,Ian has paid ou.t above 50% of target for the last six years. There•is a · 
concern that goals aren't challenging enough. Last six years of payouts (average 97 :6% ·of target): 

, ·2001 (128.4% of target) 

• 2000 (97.6%) 

• _ l 999 (80.2%) 

• 1998 (114.6%) 

• 1997 ( 105.5%) 

1996 (5-9.1 %) 

While the short-term incentive has paid out in the last six years, the comp~nsation philosophy 
suggests that payouts should be s_et so that there is a 50-75~ probability of achieving target, 75% 
of reaching threshold (i.e., 30% of.target paid for achieving 70% of the goal)'and 10% for 
achieving superior results ( 150% of target paid for achieving 120% of the go~l), • • 
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Cl· ' i (fQaUVe Qemand: January 24, 2005 • • INTERR\ 
l 

.-tRY _NO. 1 

Legend: 
A Name and title ofthe employee 
B The amount of the employee's base salary 
C The amount and reason for any bonuses paid to the employee, including but not limited to any retention or signing bonuses 
D The amount and reason for any incentive payment to the employee . 
E The amounCand reason for any other payment not part of the employee's base saiary made directly to the employee (not inciuding amounts 

reimbursed to the employee based upon the submission.of an expense report produced pursuant to Document Request No. 4 
F The amo.unt and type of any retirement or pension payments, of any kind whatsoever, · made on behalf of the employee 
G The amount and payer for any life insurance policy for the employee 
H For any vehlcl~ ieased for the employee's use, identify the cost per month and the total of the lease, the payer, time frame for the lease and • 

a detailed description of the vehicle. If the vehicle was purchased for the employee's use, please identify the total amount paid for the . 
vehicle, the p~yor and a detailed description of the vehicle • • 

I The amount; payer, and business purpose for any other payments made ·to~ third party for the benefit of the employee 
J Whether the e·mployee has an employment agreement • 
K Whether the employee Is still, employed by BCBSM (if not, identify and describe all payments that were made to (he employee or on his or her 

behalf after the termination o·f the employment and whether there·ls a severance agreement • 
L The date on which the boar.d of directors,. or a committee. thereof, of BCSSM -approve.d the above compensation 

A 
2002 
Mark Banks, 
President and Chief 
Executive Officer 

Ramona Berger, 
Senior Account 
Executive 

OJ 
n 
Cl 
(A 
3: 
I 

8 C 

$620,000 0 

$70,772 0 

D 

$409,596 · 
Annual 
Incentive 
Award, 
$338,690 ', 
Long.Term 
Incentive 
Award 

$681,614 
Sales 
lncer:1tlve 

E F 

$1,506.00 Tax $22,506 
Planning, 401 (k) 
$281.50 Match 
Benefit 
Planning 

na $7,273 
401 (k) 
Match 

G H 

$548,000 • $1,218.63 
Equitable Ure, per month, 
$670,000 Mil - $47,796.96 
Life, $330,000 total, 
Optlonal•MII Carousel 

• Ljfe . Audi, 2002 
BMW 4-dr 
sedan, 

$71,000 MIi na 
Life 

J K 
'.•: 

:·;: .,·. 

$34,151 YES YES 
Equitable Life, 
$940 St Paul 
Co, $152.5 
Gray, Plant, 
Moody & 
Bennett, PA 
(benefit 
planning), 
$1,049 MIi Life, 
LTC. 
$192 St Paul NO YES 
Co, $207 MIi 
Life 

L 

Base Salary and 
CEO Total 
Compensation 
Package: 12/5/2001, 
Annual and Long• 
Term Incentive: 
2/6/2002, 

Base Salary and 
Total Compensation 
Package: 12/4/2001, 

w 
en 
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\ · 
. ( K~u~tlgaUve Demand: January 24, 2005 

Richard Niemiec, . $319,000 
Senior Vice President, beginning 

-~ corporate Affairs & and 
Subsidiary Operations Increased 

to 
$327,400 
on 5/18/02 

Vaughn Francis, $85,885 
Senior Account 
Executive 

Colle~n Reitan, Vice $300,000 
President Corporate beginning 
Planning; CEO .Blue and 
Pius · increased. 

to · 
$308,400 
on 5/18./02 

John OunJian, Senior $280,000 
Vice President, Chief beg•innlng 
Information Officer 

tP 
Ci 
tP 
(/) 

.~ 

' (.,I) en . 

and 
Increased 
to 
$288,400 

• on 5/18/03 

0 $157,162 
Annual 
ll')centrve 

. Award, . 
$166,939 
Long.;Term 
Incentive 
Award · 

0 $490,058 
. Sales 

Incentive 

0 . $141,240 
Annual 
Incentive 
Award, 
$115,892 
Long-Term 
Incentive · 
Award 

0 $141,240 
Annual 
Incentive 
Award, 
.$127,584 
Long-Term 
Incentive 
Award 

INTER 

$3,500 Auto • $12,631 
Allowance, 401 (k) 
$1,260.13 Tax Match 
Planning, 

$1.15 Service $7,273 
. Award, 401 (k) 

Match 

$3,500 Auto $7,273 
Allowance, 401 (k) 
$774.08 Tax Match 
Planning, 
$1,350.13 
Estate 
Planning 

$3,500 Auto 
Allowance, 
$651.67 Tax 
Planning 

~i;0RY'N0. 1 

$578,000 
Equitable Life, 
$50,000 Mil 
Life, 

$86,000 Mil 
Life 

$550,000 
Equitable Life, 
$50,000 MIi 
Life 

0 $550,000 
• Equitable Life, 
$50,000 MIi 
Life, $950,000 
Optional-MIi 
Life, $240,000 
Spouse 
Supplemental-

• Equitable Life, 
$480,.000 
Family 
Supplemental
Equitable Life 

na . 

na 

na 

na 

$14,960 
Equitable Life, . 
$344 ·st Paul 
Co, $2,585 MIi 
Life-L TC,· 
$.392. 

$199 MIi Life 

$15,703 
Equitable Life, 
$344 At Paul 
Co, $750 
Wealth 
Enhancement 
Advisory 
Services, $797 
MIi Life.,L TC. 

$9,487 
Equitable LifE3, 
$344 St Paul 
Co, $2,930 MIi 
Life-L TC. 

NO YES · Base Salary and 
Total Compensation 
Package: 12/4/2001, 
Annual and Long-
Term Incentive: 
2/5/2002, 

NO NO Base Salary and 
Total Compensation 
Package: 12/4/2001, 

NO YES B~se Salary and 
Total Compensation 
Package: 12/4/2001, • 
Annual and Long-
Term incentive: 
2/5/2002, 

NO NO, Base Salary and 
See Total Compensation 

• 2004 Package: 12/4i2001, 
Annual and Long- · 
Term Incentive: 
2/5/2002, 

~ ·. en 
(JI 
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1,:.. ..,tl.gatlve Dema.nd: January 24; 2005 

William Gold, M.D., • $274,000 
Vice President Health beginning 
Management, Chi.ef and 
Medical Officer increased 

-to 
$282,400 
Ori 5/18/04 

Timothy Peterson, $280,000 
. Vice President beginning 
Finance, Chief and 
Financial Officer Increased . 

to 
$288;400 
on 5/18/08 

Richard Neuner, Vlce $272,000 
President Sales & beginning . 
Marketing, Chief 
Marketing Officer 

OJ n 
OJ 
CJ) 
s:· 
I 

# , 

and 
-increased 
to 
$280,400 
on 5/18/05 

0 $135',590 
Annual 
Incentive 
Award, 
$127,241 , 
Long Term 
Incentive 

0 $129,427 
Annual 
Incentive 
Award; 
$115,892 

. . Lo.ng-Term 
Incentive 
Award 

0 .$134,563 
Annual 
Incentive 
Award, 
$121,222 
Long Term 

. Incentive 

. ) 

INTER1 J ,vRY Nd, 1·· 

$3,500 Auto $7,273 $549,000 na $13,025 NO YES Base Salary and 
Allowance, 401 (k) Equitable Life, Equitable Life, Total Compensation 

Match $50,000 MIi $344 St Paul Package: 12/4/2001, 

Life i $306,000 Co, $1,124 . Annual and Long-
Optional-MIi P·aul Revere- Term Incentive: 
Life LTD, $2,042 2/5/2002, 

MIi Llfe-L TC. 

$3,500 Auto $7,273 $444,000 na $15,400 NO YES Base Salary and 
Allowance 401 (k) Equitable Life, . Equitable Life, Total Compensation 

Match · $50,000 MIi $344 St Paul Package : 12/4/2001, 
Life Co. Annual and Long-

Term Incentive: 
2/5/2002, 

$3,500 Auto $11,388 $544,000 na $13,259 NO ' YES Base Salary, and 
Allowance, 401 (k) Equitable Life, Equitable Life, Total Compensation 
$399.64 Tax Match $50,000 MIi $344 St Paul Package: 12/4/2001, 

Planning, Life Co, · $1,322 Annual and Long-
$1,119.71 Paul Revere- Term Incentive: 
Estate LTD, $379 MIi 2/5/2002, 
Planning . Llfe-L TC. 

w 
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(\ . ,dgatlve Oerhand: January 24, 2005 

SteYf~ Loosbrock, Vice .$153,000 
. President, Treasury .retired on 

~/31/02 ' 

Nancy Nelson, Vice 
• President, Chief 
Actuary 

Susan Flygare; Vice 
President, National 
Market 

CJ 
C"') 
OJ 

' (,Jf 
s: 

• '·· 

$235,000 
• · b_eglnning 

and 
incre·ased 
to 
$242,200 
on 5/18/06 

$229,000 
beginning 
and 
increased 
to 
$235,000 . 
on 5/18/07 

0 

0 

0 

· $46,950 , 
Annual 

. Incentive 
Award, 
$42,073' 
Long-Term 
Incentive 
Award, 
$23,'289 " 
deferred 
comp 
payment, 
$30,922 • 

·SRP 
payment, 
$286,208 in 

· deferre·d 
co.mp on 
W-2 

$96,845 
Annual 
Incentive· 
Award, 
$94,334 
Long•Term 
Incentive 
Award 

$61,410 
Annual 
l~centive 
Award; 

. $68,170 
Long-Term 
Incentive · 
Award 

INTERt, . _ j;:, JRY NO. 1 

$1,500 Au~o $7,273 
Allowance, 401 (k) 
$2,0·1 s.1? Tax Match . 

· Planning 
($1,007.56 for 
2001 benefit & 
$1,007.56 for 

. ·2002 benefit), 
$1,259.45 
Estate 
Piannlng 

$3,000 Auto 
Allowance, 

$2,500 Auto 
Allowance, • 

. $10,021 
401 (k) 
Match 

$7.,273 
401 (k) 
Match 

$307,000 
Equitable Life, 
$50,000 MIi 
Life 

$471,000 
Equitable Life, 
$50,dOO Mil 
Life, $627,000 
Family 
Supplemental-

. Equitable life 

$458;000 
Equitable Life, 

$510,000 
Nationwide 
Life Insurance 
Company, . 

. $50,000 MIi 
Life 

na 

na 

na 

• $5,046 Capital NO · NO 
Accumulation 
Account, 
$9,32'1 
Equitable Life, 
$207 St Paul 
Co, $750 

• Wealth 
Enhancement 
Advisory 
Services 

$12,172 . NO YES · 
Equitable Life, 

• $344 St Paul 
_Co, $1.,966 Mil 
Llfe-L TC. 

Ir.:•· 

. Base Salary and 

Total Compensation 
Package: 12/4/2001, 
Annual and Long
Term Incentive: 
2/5/2002, 

Base Salary and 
Total Compensation 
Package: 12/4/2001, 
Annual and Long• 
Term Incentive: 
2/5/2002, 

$1,501 Capital NO 
Accumulation 
Account, 

YES Base Salary arid 

$15,153 
Eqvitable Life , 
$344 St Paul 
Co, $1,847 .MIi 
Life•L TC. 

Total Compensation 
Package: 12/4/2001, . 
Anmial and Long-

• • Te-rm Incentive: 
2/5/2002,· 

w 
en 
~ en ·• 
~ 
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l i'v .... ~clgatlve Demand: January 24, .2.005 

Char Carlson, Vice • $135,000 0 • $50.451 • ' 
President, retired on Annual 
Undervvriting 6/30/02 Incentive 

Award, 

Notes: 

INTER 

$2,500 A,uto $8;441 
Allowance, 401 (k) 
$299i665 _.in Match 

. . deferred comp 
on W-2 

.) .• . 

~·,vRYN0.1 

. ; 

$230,000 na $27,845 NO NO Base Salary an°d 
Equitable Life, Equitable Life., Total Compensation 
.$50,000 MIi $344 St Paul Package: 12/4/200.1, 
Life, $219,000 Co, $3,334 MIi . Annual and Long-
·Optional-MIi Life-LTC. Term Incentive: 
Life 2/5/2002, 

Twelve highest paid employee_s determined from Box 5, W-2 for the year In question (see Tab B). Blue Cross has publicly disclosed compensation In the· past in 
the IRS 990 format, which Includes more than Box 5, W-2 compensation, • . • . 
MIi Life, subsidiary of BCBSM, providing $50,000 basic group term life, taxable to employee, Optional-MIi Life, Is voluntary additional life paid for by employee at 
market r~tes established by Mil lffe for age and sex adjuste·d. Equitable Life, split dollar coverage, with company payiDQ the premium and having a collateral 
Interest In the policy to receive repayment of premium at ·policy rollout. Spquse and Family .Supplemental with Equitable or Nationwide, with company paying the 
premiums and having collateral interest In the policy to receive repayment of premium at policy rollout,\vith employee also paying interest, a Time Value of 
Money charge equal to the 30-yearTreasury rate in effect at 1·2/31 of the preceding year, MIi Life,. providing Long-Term Care (LTD) ·coverage and Paul Revere 
providing Long-Term Disability coverage on a pre:tax bas.is within th~ Ex·~_cutlve Flexible Ben~fits Plan. W_ealth Enhancement Advisory Services provides estate planning, 
Nationwide policy's for Mark Banks and Susan Flygare cancelled In 2001, $31 )33.63 premium refund on Banks policy, $4,-287 premium refund on Flygare policy 
Auto Allowaoce and Auto Insurance Program discontinued ~s of 5/31(02, • 
Loosbroc~: retired 3/31/02, no severance; not eligibl~ for 2002 annual Incentive or continuation of benefits, elected installment payments for SRP over 10 years 
with $325,225 taxable as Medicare wages added in Box 5 W-2 for total Box 5 wages of $491,225. Total Box 1, W-2 is $205,016 • 
Carlson: retired 6/30/02, no severance, prorated 2002 annual Incentive at 50%, continuation of. spilt-dollar variable life with .collateral Interest 
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'BlueCross BlueShield 
. •. BluePlns: 

.; of Minnesota 
lrid~~rulent liuruus of UK Blue Cross and Bhu Shuld Associatwn • 

To: Senior Staff 
From: Roger Kleppe 
Date: March 16· 1999 

Subject: Executive Perquisites 

INTEROFFICE MEMO 

At the beginning of this year, .you should have received a one-page summary of your I 999 
compensation and perqu~sites from your divisional vice president. I have attached a copy of your . 
summary for your ref(?rence. Under the "Perquisites" heading, one of the perks was 

. "Estate/Financialff ax Planning Services". This memo will help you understand the financial 
arrangements that are in place to support this perquisite. This perk has two components, the first is 
the "life planning" service that is currently being delivered ·by two different companies, either of 
which you may choose, and the other is an annual reimbursement for estate, financial or tax 

• planning services. I will discuss both. 

The "life planning'' is an elective service· that combines all the different aspects of your life and· 
catalogs them for you and presents them in a de4tiled binder.. Blue Cross believes that as ~ 
executive, ycm are committing a great deal of time and energy to the business and. this. service 
attemp~s to assist you in balancing your personal goals with the business goals. The process begins 
with a one~time project that creates the "life design" package for you and then annual updates. 
The cost of the one-time package is $4,000, and annual updates are $500, both of which Blue 

. Cross pays. This amount is taxable to you and Blue Cross will "gross-up" the taxable amount so 
• that the net effect to you is zero. You can choose between•tw.O consultants that deliver these 

services: a)Life Des.igns, Lairy Christie, 612-343~2595 orb) .Life Plan Advisors, Bud Pappas, 
_651490-9933. Both companies provide client engagementletters to detail the scope of the 
services ·provided and you may interview both prior to selecting the consultant you f~el most 
comfortable with. You are rmder no obligation to participate in.this perquisite. The information 
you elect to provide to either ofthe cons.ultants is strictly confidential and Blue .Cross does not 
have access to any of the data; other than the data it may be requested to provide in building the 
detailed binder for you. 

The ''estate/financial/tax ·planning services" is a perquisite that will reimburse you for expenses 
you-pay for up to a certain dollar amount on an annual bas.is. The · 1999 Compensation· and 
Perquisite ·sumniary. provided to you indicates the · 1st year reiriibursement, which included the 
• $4;000 ''life-design" cost, as stated above, plus the additional amount available for 
• ."estate/financial/tax planning services". This summary also .. indicated the amount of 
reimbursement available thereafter, which includes the $500 annual update for the "life design .. '· 
package, plus the additional amount available for "estate/financial/tax planning servi.ces". 
Example:· "up to $4,300 I st year, $800 thereafter"· means the first year you would have $4,000 for • 
"life design" services and up to $300 for "estate/financi~tax planning services", and tha-eafter, 
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you would have $500 for annual "life design" updates and up to $300 for "estate/financial/tax 
. planning services". This amount that Blue Cross reimburses you is taxable to you and Blue Cross 
will "gross-up" the reimbursement so that the taxes are covered. 

I have enclosed a brochure for Life Design and one for LifePlan Advisors. You should contact · 
either Larry or Bud directly if you are ·interested in pursuing this perquisite_ 

For estate/financial/tax planning service expense.s that you have paid, please submit those paid 
:receipts directly lo me for reimbursement, up to the level authorized, through the payroll system. 

The Vice Prcsi~t ofHu~~ Reso~ will administer:iliis perquisite as a designee ofthe Chief Executive Offi~ ofBCBSM. The CEO oc the 
designcc may amend or rescind such mies. regulations. policies. interpretations and guides as deemed appropriate for proper.~d effective • 
administration of the perquisite. The existence of or partici~tion in this perquisite does not constitute or i~ply .a contract of ~loymcnt. Cash . 
in-lieu· of e:ither of these perquisites is not allowed. Amounts not used in one calendar year are not transferable 10 a later year. 

BCBSM72873 



/ 

Roger W Kleppe /BCBSMN 

03/30/2004 11 :34 AM 

TO Roger W Kleppe/BCBSMN@BCBSMN 

cc 

bee Roger WKleppe/BCBSMN 

Subject Life Planning Seivices & T ax/Financial/E~ 
Services 

To: Blue Cross Officers 

I want to remind each of you of the two parts of the executive 
compensation package that are available to you as an officer of Blue 
Cross_ 

The first portion is a benefit called, "Life Planning Services"_ We have 
three approved vendors that provide this service_ They are 1) Wealth 
-Enhancement Group, contact Bud Pappas at 952-449-9579, -2) Stevens, 
Foster Financial Advisors, contact: Brian Durand at 952-843-4220; ~nd 3) 
Thrivent Finan~al, contact: Gary Tangwell at 651-779-9720_ If you have 
already previously had a "Life Plan" completed, you are authorized to 
receive an annual update for this service, up to a cost of $750.00. Blue 
Cross pays the vendor directly a~d subsequently grosses up the amouAt 
we paid to the vendor and applies this "other income" to your paycheck to 
cover the taxes you will owe_ If you have not completed an initial "Life 
Plan", you are eligible for up to $5,000.00 ih services for the initial life 
plan work-up and then up to $750.00 thereafter for annual updates. Any 
• charges above these amounts are your responsibility, but may be 
reimbursed through the next portion (s_ee below) up the limit you are 
authorized for. 

The second portion of the benefit is called, "Tax/Financial/Estate 
Planning·Services ". This is for tax preparation fees, financial services, 

• estate planning services, legal services for estate planning etc_ You pay. 
for these services directly to the vendor of your choice and -submit 
1nvoices to me for reimbursement. Blue Cross reimburses you via payroll 
(these benefits are taxable as other income) and the invoice amount is 
grossed up to cover taxes at a predetermined rate. The benefit is up to 
$90R0O per year for the invoice amount(s). You may submit multiple 
invoices, example: an invoice for tax preparation services and an invoice 
for estate planning services, such as a will or trust. Any charges above 
the aUowable amount is not reimbursed. the gross up will cover federal, 
state and medicare taxes. • 

If you have any questions about'either of these services, please contact 
me.at ext 2-2100 

. Best. 
Roger 
Roger W. Kleppe 
Vice President. Human Resources 
Blue Cross Blue Shield of Minnesota 
651-662-2100 
"Committed io building the business through integrated people 
solutions,., 
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BCBSM,INC. 
CEO EMPLOYMENT AGREEMENT 

This EMPLOYMENT AGREEMENT is made as ·of the 1st day of January, 2000, by and 

between BCBSM, INC. (''Company"}, and MARK BANKS, MD ("Employee"). 

Introduction 

The Company desires to retain the Employee's services in the capacity of President and • 

Chief Executive Officer effective January 1, 2000, and the Employee has accepted such 

appointment on all the terms and conditions set forth below. 

~greement 

NOW, THEREFORE, the parties agree as follows: 

Section 1 

Positionfferm of Employment 

1.1. Commencement. Effective as of the date first written above., the Company employs 

the Employee as its President and Chief Executive Officer. During the term of his employment 

in such positions, the Employee shall have the responsibilities normally associated with the 

positions, as they may be more specifically defined by the Company's Board of Trustees 

("Board'.'). • 

1.2 Tennination. The Employee's employment with the Company shall continue until 

terminated as described in Section 5, below. 

Section 2 

Standard of Care 

During the term of this Agreement, the Employee agrees to devote substantially his full 

time, attention, and energies to the Company's business and shall not be engaged in any other 

business activity, whether or not such business activity is pursued for · gain, profit, or other 

pecuniary· advantage. This shall not be construed as preventing the Employee from (I) investing 

assets in such form or manner as will not require his services in the daily operations or the affairs 
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of the companies in which such investments are inade, or (2) serving as a director of one or more 

organizations, as approved by the Company's Board, in a capacity which would not violate the 

noncornpete and/or confidentiality provisions of the CEO Severance Benefit Plan attached as 

Exhibit A. As of the date of this Agreement, the Employee is a director of the organizations 

listed on · Exhibit B, and the Board approves such service. 

The Employee covenants, warrants, and represents that he shall: 

(a) Devote his full and best efforts to the fulfillment of his employment obligations; 

and 

(b) Exercise the highest degree of loyalty and the highest standards -of conduct in 

the performance of his duties. 

Section 3 

Compensation 

• Subject to Section 5 herein regarding employment terminations, as remuneration fo~ all 

services to be rendered by the Employee during the term of ·this Agreement, and as consideration 

for complying with the covenants herein, the Company shall pay the Employee total. 

compensation consisting of the following: 

3.1 Base Salary . . The Company shall pay the Employee a Base Salary in an amount 

which shall be established from time to time by the Board or the Board's designee; provided, 

however, that the annual Base Salary shall not be less than $548,000. This Base Salary shall be 

paid to the Employee in a manner consistent with the normal payroll practices of the Company. 

The annual Base Salary shall be reviewed at least annually to ascertain whether, in the 

judgment of the Board or the Board's designee, such Base Salary should be increased, based 

primarily on the performance of the Employee during the year and on the position of Employee's 

Base Salary with respect to the market median of the peer group companies that Employer uses 

to set executive salary midpoints. If so increased, the Base Salary as stated above shall, likewise, 

be increased for all purposes of this Agreement. 

3.2 Incentive Opportunities. The Company shall provide the Employee the opportunity 

to earn short-term and long-term incentive awards based on the achievement of performance 
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goals established and communicated to the Employee under the Company's short-term and long

term incentive plans, as they may be amended from time to time. The Company is currently 

considering the design of such plans. As currentl'y structured, the target incentive award 

opportunities are 55% of Base Salary under the short-term incentive plan, and 50% of Base 

Salary under the long-term incentive plan. If the Company modifies the design and operation of 

such plans, it shall do so in a way that . preserves the Employee's total cash compensation 

opportunities (i.e., Base Salary plus incentive opportunities) at current levels or at such higher 

levels as the Company may determine. 

3.3 Employee Benefits. Commencing January 1, ·2000, the Company shall provide to the 

Employee the benefits listed below, or such greater benefits as the Company may determine 

from time to time: 

Basic Benefits (as provided to all employees, except as noted) 
• Medical ·and Dental Benefits 
• Post-Retirement Medical (Company will pay additional cash compensation to the Employee 

to pay the Employee's share of the premiums, and to pay the income taxes on the additio~al 
cash compensation; coverage will be the Company's indemnity coverage without network 
limitation, will include prescription drug benefits, and commencmg at age 65 will be 
~oordinated with Medicare) 

• "Select Account" Flexible Spending Accounts 
• Group Long-Term Disability 
• Base Group Term Life Insurance (death benefit of one times Base Salary) 
• Optional Group Term Life Insurance (Employee-paid with Company subsidy) 
• Qualified Pension Equity Plan 
• Qualified401 (k) Plan 
• Employer's portion of Social Security and Medicare Taxes 

Designated Supplemental Benefits 
• Disability Salary Continuation (12 months) 
• Executive Accident Insurance 
• Executive Deferred Compensation Plan 

• • Supplemental Survivor Split Dollar Plan (initial .death benefit of $548,000) 
• Supplemental Executive Retirement Plan (60% of total cash compensation for retirement at 

age 60 or later; integrated with Qualified Pension Equity Plan benefits) 
• Vacation/Holidays (reasonable days, as determined by the Employee and Boar? Chair) 

Flexible Benefit Plan 
An annual allowance equal to $35,200 to allocate each year among the following benefits: 

Individual Long-Term Disability Coverage 
Long-Term Care Coverage 
Family Supplemental Survivor Benefit 
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Capital Accumulation Account 

3.4 Perquisites. The Company shall provide to the Employee, at the Company's cost, all 

perquisites to which other senior executive officers of the Company are entitled and such other 

perquisites as are suitable to the character of the Employee's position with the Company as 

_ detennined appropriate by the Board or its .designee . . Such perquisites shall include, among other 

things, membership and dues in the Minneapolis Club. 

3.5 Right to Change Plans. The Company shall not be prohibited from changing, 

amending, or discounting any benefit plan, program, or perquisite by reason of Sections 3.3 and 

3.4 herein, so long as such changes are similarly applicable to semor executive employees 

generally. 

Section 4 
Expenses 

The Company shall pay, or reimburse the Employee, for all ordinary and necessary 

expenses, in a reasonable amount; which the Employee incurs in performing his duties under this 

Agreement including, but not limited to, travel, entertainment, professional dues and 

subscriptions, and all dues, fees; and expenses associated with membership in various 

professional, business, and civic associations and societies of which the Employee's participation 

is in the best interest of the Company, as determined by the Board or its designee. 

Section 5 

Employment Terminations 

5.1 Notice Requirements. Either party may terminate the Employee's employment by 

giving 45 days advance written no.tice to the other party. In such event, the effective date of 

termination shall be the expiration of such notice period. However, nothing in this Agreement 

(including, but not limited to, the notice periods in this Section 5) shall preclude or prohibit the 

Company, from removing the Employee from any officer position then held by the Employee 

and/or removing the Employee from the Company'~ premises if the Board believes that such 

actions are in the best interests of the Company. Whether the Company is obligated to pay any 

a_dditional compensation to the Employee ( other than during any applicable notice period) 

following any such removal shall _ depend _ on the application of Section 5.3 based cm the 

surrounding facts. 
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5.2 No Salary or Benefit Continuation Upon Certain Terminations. -There shall be no 

salary or benefit continuation ( except as may be required by applicable state or federal law) 

under this Agreement and all rights, duties, and obligations of either party under this Agreement 

shall fully terminate upon the effective date of termination of· the Employee's employment 

resulting from: 

(a) Employee's Death. In this event, the effective date of termination shall be the 

first day of the month immediately following the date of death. 

(b) Employee's Total Disability. In this event; the effective date of termination 

.shall be the date of commencement of Company provided long-term disability 

benefits to the Employee under the Company's regularly maintained long-term 

disability plan. However, the Employee's termination for disability shall not 

shorten the Company's obligation to provide salary continuation benefits 

(integrated with other disability benefits) under the Disability Salary 

Continuation Plan. 

(c) Termination by Employee (other than "Change of Control Termination", 

defined in Exhibit A). In this event, the effective date of termination shall be 

the expiration of the 45-day notice period provided in Section 5.1 hereof. 

(d) Termination by the Company for Cause. In this event, the effective date of 

termination shall be the expiration of the 45-day notice period provided in 

Section 5 .1 hereof. For these purposes, termination for cause means tennination 

of employment by the Company as a result of (1) willful and repeated failure by 

the Employee to substantially perform his duties with the Company _(other than 

any such failure resulting from his incapacity due to physical or mental illness), 

after a demand for substantial performance is delivered to the Employee by the 

Board that specifically identifies the manner in which the Company believes 

th.at the Employee has not substantially performed his duties and the Employee 

has failed to resume substantial performance of his duties on a continuous and 

regular basis within 30 days of receiving su_ch demand; (2) the intentional or 

grossly negligent conduct of the Employee, whether or not related to the 

performance of his duties hereunder, which conduct demonstrably or materially 

injurious to the Company or its reputation, monetarily or otherwise; or (3) the 
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Employee's conviction of a felony which impairs his ability substantially to 

perform his duties with the Company. · For purposes of this· Section 5.2(d), no 

act, or failure to act, on the Employee's part shall be-deemed "intentional,, or 

'4grossly negligent" unless done, or omitted to be done, by the Employee not in 

good faith and without reasonable belief by the Emp.loyee that the Employee's 

action or omission was in the best interest of the Company. The failure of the 

Company to meet financial goals and objectives established by . its Board shall 

·not be a basis for termination of the Employee for cause. 

5.3 Compensation Continuation Provisions. If the Company terminates the employment 

of the Employee other than for cause (as defined in Section 5.2(d) hereof), or if a Change of 

Control Termination occurs, then t~e Company shall provide to the· Employee the severance 

compensation as described in the CEO Severance Benefit Plan attached as Exhibit A. 

Section 6 

Indemnification 

· The Company hereby covenants and agrees to indemnify and hold hannless the Employee 

fully, completely, and absolutely against and in respect to any and all actions, suits, proceedings, 

claims, demands, judgments, costs, expenses (including attorney's fees), losses, and damages 

• resulting from the Employee's performance of his duties and obligations under the terms of this 

Agreement, except in the case of willful misconduct as reasonably demonstrated by the 

Company. These rights are in addition to and in no way affect any rights to indemnification 

otherwise provided under the Company's bylaws. · 

Section 7 

Assignment 

7 .1 Assignment by Company. This Agreement shall be assigned or transferred to, and 

shall be binding upon and shall inure to the benefit of, any successor of the Company,_ and any 

such successor shall be deemed substituted for all purposes of the "Company" under the terms of 

this Agreement. As ·used in this Agreement, the term "successor" shall mean any person, firm, 

corporation, or business entity which at any time, whether by merger, purchase, or otherwise, 

acquires all or essentially all of the assets or business of the Company. Notwithstanding such 

assignment, the Company shall remain, with such successor, jointly and severally liable for all its 

obligations hereunder. 
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7 .2 Assignment by Employee. This Agreement shall _ inure to the benefit of and be 

enforceable by the Employee's personal or legaJ representatives, executors and administrators, 

successors, ·heirs, distributees, devisees; and legatees. If the Employee should die while any 

amounts payable to the Employee hereunder remain outstanding, all such amounts, unless 

• otherwise provided herein, shall be paid in accordance with the terms of this Agreement to the 

Employee's estate. 

Other than a -transfer by reason of death or incapacity, the rights and duties of the Employee 

hereunder are personal and may not be assigned or transferred. 

Section 8 

Arbitration and Notice 

-8.1 Arbitration. • Each party retains the right to bring an action in a court of law for the 

interpretation and/or enforcement of the terms of this Agreement. The Employee and the 

Company shall also have the right and option to mutually agree (in lieu of litigation) to have a 

dispule or controversy arising under or in connection with this Agreement settled by arbitration, 

conducted before one arbitrator mutually agreed upon by the Employee and the Company, sitting 

in a location selected by the Company within 25 miles from the location of Company's principal 

place of business. To the extent not otherwise inconsistent with the expres_s provisions of this 

Agreement, the rules of the American Arbitration Association then in effect shall apply unless 

the Employee and the Company otherwise agree. In the event the Company and the Employee 

cannot agree upon an arbitrator within 60 days of the receipt of a written request for arbitration · 

-under this Agreement, the parties shall apply to the District Court for Hennepin County fo~-the 

Court to appoint an arbitrator pursuant to Minnesota Statutes Section 572. i 0, as amended. 

Judgment may be entered on the award of the arbitrator in any court having jurisdiction. • The • 

arbitrator, in its discretion, may award attorneys fees and costs to the party in whose favor the 

arbitrator rules. 

8.2 Notice. Any notices, requests, demands or other communications ·provided for by this 

Agreement shall be sufficient if in writing and if sent by registered or certified mail to the 

Employee at the last address he has filed .in writing with the Company or, in the case of the 

Company, at its principal offices. 
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Section 9 

Miscellaneous 

9: 1 Entire Agreement This document and the_ CEO Severance Benefit Plan contain the 

entire Agreement of the parties relating to the subject matter hereof, and together they supersede· 

and replace ·the Key Employee Severance Plan and any other plan or agreement between the 

parties regarding severance benefits, but they do not supersede the Agreement Regarding Non~ 

Disclosure of Confidential Information and Non-Competition. 

9 .2 Modification. This • Agreement shall not be varied, altered, modified, canceled, 

changed, or m any way amended except by mutual agreement of the parties in a written 

instrument executed by the parties hereto or their legal representatives. 

9 .3 Sev·erability. In the event that any provision or portion of this Agreement shall be 

determined to be invalid or unenforceable for any reason, ·the remaining provisions of this -

Agreement shall be unaffected thereby and shall remain in full force and effect. 

9.4 Tax Withholding. The Company may withhold from any benefits payable under this 

Agreement all Federal, state, city or other taxes as may be required pursuant to any law or 

governmental regulation or ruling. 
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Section 10 

Governing Law 

- To the· extent not preempted by Federal law, the provisions of the Agreement shall be 

construed and enforced in accordance with the laws of the State of Minnesota. 

IN WITNESS WHEREOF, the Employee has executed and the Company (pursuant to a 

resolution adopted at a duly constituted meeting of its Bo"ard of Trustees_) ~as executed this 

Agreement, as of the day and year first above written. 

BC~S~;l~C. 

/ 
,I 

_, ," : 

13y /, 
.~-~-- ~--n__,._-'--'--~. --'--+---

EMPLOYEE 

Mark Banks, MD 
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EXHIBIT A 

CEO SEVERANCE BENEFIT PLAN 
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BCBSM, INC. 
CEO SEVERANCE BENEFIT PLAN 

Article 1 

The Plan 

1.1 Name/Effective Date. BCBSM, INC. (the "Company") hereby establishes the CEO 

Severance Benefit Plan (the .. Plan"). The Plan is effective as of January 1, 2000. 

·1.2 Purpose. The Company has established the Plan to provide MARK BANKS, MD 

(the "Participant"), with severance compensation following certain types of termination of 

employment. 

Article 2 

Definitions 

Whenever used in this Plan, the following words and phrases shall have the meanings set 

forth below unless the context plainly requires a different meaning. When the defined meaning 

is intended, the term is capitalized: • 

2.1 "Base Salary" means the total annual base salary payable to the Participant at the 

gross rate in effect on the date of the Participant's termination of employment. The gross rate of 

Base Salary shall be determined without reduction for any salary reduction contributions (i) to 

cash or deferred arrangements under Sectio_n 40l(k) of the Code, (ii) to a Tax Sheltered Annuity 

under Section 403(b) of the Code, (iii) to a cafeteria plan under ~ection· 125 of the Code, or 

(iv) to a nonqualified d~ferred compensation plan. Base Salary shall not take into account any 

bonuses, reimbursed expenses, credits or benefits (including benefits under any plan of deferred 

compensation), or any additional cash compensation or compensation payable in a form other 

than cash. 

2.2 "Cause" means cause _ as defined in Section 5.2(d) of the CEO Employment 

Agreement between the Company and the Participant dated January 1, 2000. 

2.3 "Change of Control" means any of the following events: 
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2.3.1 A sale, consolidation, merger, acquisition or affilia!ion which results in e{ther 

the Participant or the Chairman of the Company's Board of Trustees not remaining as Chief 

Executive _ Officer or Chairman, respectively, of the newly created or controlling 

: organization, with essentially the same duties and responsibilities as prior to the sale, 

consolidation, merger, acquisition or affiliation; or 

2.3.2 A sale, consolidation, merger or acquisition in _ which the Company becomes 

accountable to, · or a part of, a newly created company or controlling organization where at 

least 50% of the members of the Board of the newly created Company or controlling 

organization were not members of the Company's Board immediately prior to such sale, 

consolidation, merger or acquisition. 

2.4 "Constructive Termination" means the Participant's voluntary termination of 

employment within 6 months before or 12 months after a Change of Control, provided that a 

Force · Out Event has also occurred within such 18-month time period and prior to the 

termination. 

--2.5 "Force Out Event" means either of the following occurring within 6 months before or 

within 12 months after a Change of Control without the advance written consent of the 

_ Participant: 

2.5.1 The Participant being removed as President and (after January 1, 2000) Chief 

Executive Officer of the Company, or not being named President and Chief Executive 

Officer of any newly created or controlling organization resulting from a Change of 

Control, with the same duties and responsibilities as prior to the Change of Control; or 

2.5.2 Any reduction m the annual rate of Base Salary, incentive opportunities, 

benefits or perquisites. 

Article 3 

Participation 

The Participant shall be eligible to participate in this Plan as of the effective date of the 

Plan. To participate in and receive benefits under this Plan, the Participant agrees to observe all 

rules and regulations established by the Company for administering the Plan and shall abide by 

all decisions of the Company in the construction and administration of the Plan. 
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Article 4 

Entitlement to Benefits 

If (a) the Company terminates the Participant's employment involuntarily and without Cause 

at any-time, or (b) a Constructive Termination occurs, and theri after (a) or (b) the Participant 

releases all legal cl~ms against the Company by signing the release provided by the Company 

substan~ally in the form of Exhibit A, the Company shall provide to the Participant the severance 

compensation described in Article 5. No severance compensation shall be payable under this 

Plan for the Participant's · termination of employment under any other, circumstances, or if the 

. Participant does not release the Company from all legal claims. 

Article 5 

Severance Benefits 

5.1 Term of Benefits. Except as noted in the other provisions of this Article 5, the 

Company shall provide to a Participant who becomes entitled to severance compensation under 

L· Article 4 the severance compensation described in Section 5.2. Such benefits shall commence on 

the Participant's termination of employment and continue for 36 months. 

5.2 Amount of Benefits. -Severance benefits shall consist of the following: 

5.2.1 Base Salary. Continuation of the Participant's Base Salary, paid with the 

Company's regular payroll; 

5.2.2 Incentives. Continuation of annual and long-term incentive payments equal to 

the average awards the Participant earned over the 36 months prior to the termination of 

employment, paid at the same time the Company is to pay such awards to current 

employees; and 

5.2.3 Benefits. Continuation of all basic, supplemental and flexible benefits if and 

as in effect for the Participant on the date of the Participant's termination of employment; 

provided, however, if the Company modifies such benefits for employed individuals during 

the Participant's severance compensation period, then such benefits shall also be modified 

for purposes of this Plan. If the calculation of, or vesting in, a benefit is based on years of 

BCBSM- 36322 
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service, the Company _shall count the severance compensation period as additional years of 

service. 

5.3 Legal Continuation Restrictions. The Company shall pay to the Participant in cash 

during the severance period the value of any benefitdescribed in Section 5.2.3 which benefit, due 

· to insurance or other contract language or any other legal restrictions, cannot be continued "in 

kind" for the Partie::ipant following termination of employment. In the case of an insured benefit, 

the cash equivalent shall be the premium the Company otherwise would have paid• for such 

benefit. In the case of qualified pension plan benefits, the Company shall pay such amounts 

through the Supplemental Retirement Plan.-

5.4 COBRA Continuation. Any benefits which are subject to post-termination 

continuation under COBRA, and which are provided by the Company during the severance 

period, are provided as part of the continuation period available under COBRA. 

5 .5 Benefit Offset. Cash compensation in any form that the Participant earns during the . 

second . half of the severance compensation period shall directly reduce the severance . 

compensation payable under Sections 5.2.1 and 5.2.2. Cash compensation earned during the 

second half of the severance period shall be determined on the accrual basis, such that cash 

compensatioi:i that accrues during such period shall be an offset, even if the compensation is not 

paid until a later date. The Participant agrees to provide to the Company a complete description 

of compensation earned from sources other than the Company. The description shall be provided -

to the Company prior to the first day of each month during the benefit period. No benefits shall 

be payable under this Plan in the absence of such a description. 

5.6 No Death Benefits. If the Participant dies during the severance compensation period, 

· . the benefits under this Plan shall cease, and the rights of the Participant's beneficiary and spouse 

to any benefits under any other Company-sponsored plan or arrangement shall be as specified in 

such plan or arrangem~nt. 

5.7 Competition Forfeiture. Notwithstanding the other prov1s1ons of this Plan, all 

severance compensation under this Plan shall cease if the Participant does any of the following: 

5.7.1 Noncompetition Provisions. Directly or indirectly 'within the Company's 

service area as of the date of the termination of the -Participant's employment, in any 

material way, lends his credit, advice or assistance, or engages in any activity or act in any 
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manner, including but not limited to, as an individual, owner, sole proprietor, founder, 

associate, promoter, partner, joint venturer, shareholder (other than as a less than 5% 

shareholder of a publicly traded_ corporation), officer, director, trustee, manager, employer, 

employee, principal, agent, salesman, broker, representative, consultant, advisor, investor or 

otherwise, for the purpose or having the effect of establishing, operating or managing any 

- business · or entity that is engaged in activities competitive with any health se~ice or life 

insurance line of business or related activity of the Company, its subsidiaries, affiliates, or 

successors, as · carried on within the three consecutive year period ending on the date of 

termination of the Participant's employment. 

5 .7 .2 Nonsolicitation Provisions. Whether for his own account or for the. account of 

any other Person, directly or indirectly, contacts, solicits, or accepts consulting fees, 

commissions, . service fees, salaries, · or consulting contracts relating to any of the health 

services or life insurance lines of business or related activities of the Company, its 

subsidiaries, affiliates, or successors, from individuals, firms or other organizations: 

(1) who were _clients or policyholders of the_ Company, its subsidiaries, affiliates, or 

successors at any time during the Participant's employment with the Company or during the 

period the Participant is to receive severance compensation under this Plan; or (2) for 

whom activ_e efforts by the Company, its subsidiaries, affiliates, or successors were made, 

or were in the process of being made, to obtain such as clients during the Participant's 

employment with the Company or during the period the Participant is to receive salary 

continuation and benefits under this Plan. As used . in this Plan, the term "Person" means 

any individual, corporation, joint venture, general or limited partnership, association, or • 

other entity. 

5.7 .3 Confidential Information. "Uses" or "Discloses" "Confidential Information" to 

any Person (as defined in Section 5.7.2), without first obtaining the written consent of the 

Company. "Confidential Information" means information, not generally known to the 

public or the industry, and proprietary to the Company, relating to the Company's 

procedures, techniques, methods, concepts, ideas, affairs, products, processes and services, 

including, but not limited to, information relating to marketing, merchandising, selling, 

research, development, purchasing, accounting, compensation, financing, costs, customers, 

plansj pricing, billing, needs of customers, and services used by customers. All information 

disclosed to the Participant, or to which the Barticipant obtains access, during the term of 

this Plan, which the Participant has a reasonable basis to believe to be Confidential 

Information or which treated by the Company as being Confidential lnformaJion, shall be 

5 
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presumed to be Confidential Information. "Discloses" means to reveal, deliver, divulge, 

disclose, publish, copy, communicate, show, or otherwise make known or available to any 

Person, or in any way to copy, any of the Company's Confidential Information. "Uses" . 

means to appropriate any _ of the· Company's Confidential Information for the benefit of 

one's self or any Person other than the Company. 

In the event that the geographic scope and/or the duration of the restrictive covenants contained 

in this Section 5.7 shall be found by a court of competent jurisd_iction to be unreasonable, then 

such restrictive covenants shall be considered modified to the minimum extent necessary to make 

them reasonable and enforceable und~r the circumstances.· The Participant acknowledges and 

agrees that the geographic scope and period of duration of the restrictive covenants contained in 

this Section 5.7 are both fair and reasonable and that the interests sought to be protected by the 

Company are legitimate business interests entitled to be protected. 

Article 6 

Employment Status 

6.1 Right to Terminate Employment. This Plan shall not be deemed to be an employment 

contract between the Company and the Participant. Nothing contained herein shall give the 

Participant the right to be retained in the employ of the Company or to interlere with the right of 

the Company to discharge the Participant at any time, nor shall it give th_e Company the right to 

require the Participant to remain in its employ or to interlere with the Participant's right to 

terminate employment at any time. 

6.2 Status During Benefit Period. Commencing upon the Participant's termination of 

employment, the Participant shall cease to be an employee of the Company for any purpose. The 

payment of severance compensation under this Plan shall be payments to a former employee. 

Article 7 

Amendments and Termination 

This Plan may be amended or terminated only by the written agreement of the Participant 

and the Company. 
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Article 8 

•Miscellaneous 

8.1 Nonaliimation. No benefit payable at any. time under this Plan shall be subject in any 

manner to alienation, sale, transfer, assignment, pledge, attachment, or encm;nbrance of any kind. 

8.2 Tax Withholding. The Company shall withhold any applicable income or 

employment taxes that are required to be withheld from the severance compensation provided 

under this Plan. 

8.3 Applicable Law. -The Plan and all rights hereunder shall be governed by and 

construed according to the laws of Minnesota except to the extent preempted by federal law. 

8.4 Limitation on Liability. The Company does not guarantee benefits payable under any 

insurance coverage described or . referred to herein·, and any benefits thereunder shall be the 

exclusive responsibility of the insurer that is required to provide such benefits under such policy. 

• 8.5 Binding on Successors. This Plan shall bind any successor organization resulting 

-from a merger, acquisition or affiliation involving the Company, or resulting from a sale of 

substantially all of the Company's assets. 
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EXHIBITB 
J APPROVED DIRECTOR POSITIONS 

1. Aware Integrated, Inc. internalboard positions 

2. B CBSA Board 

3. BCBSA Executive Committee 

4. Western Conference of Pre-Paid Medical Services Plans Board 

5. FEP Board of Governors 

6. CRG Board (Codman Research Group) 

7. Minneapolis Children's Theatre 

8. Ordway Center for Performing Arts 

9. St. Paul United Way 
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BCBSM/ Affiliates Officers - Current & Former 

Name Position Termination Date 
Christopher Aasfand VP 

President & CEO Mil Life 
Mark Banks, M.D. President & CEO 
John Stephen B_jorum VP, Provider Systems. Relations 
Judith Busse VP, Actuarial 9/30/03 
Charlotte Carlson VP, Underwriting 6/30/02 
Laurie Clark VP, Core Application Systems 
Martin Cook VP, Applications Development 12/31/00 
Patrick Cruikshank VP, Marketing, Mil Life 
Czajkowski President & CEO 12/31/99 
Fred Dickson VP & Chief Information Officer 
Kathy Dunmire VP, Major Accounts 
James Faklis VP, Administration, Mil Life-

. Susan Flygare· VP, Commercial Sales & Account 
Management 

Jerry Fruetel VP, Business Development 4/30/04 
. Jennifer Gillespie VP & Actuary, Underwriting 
William Gold, M .. D. ·VP; Health l\1anagenient & .Chief 

Medical Officer 
Mark Heymans VP, Corporate Communications 6/30/04 
Roger Kleppe VP, Human Resources; Real Esta!e & 

Facilities Services 
Carol Doffing Kraft VP, IS Operations 3/31/03 

· Greggory Larson VP, Portfolio Companies; President, CMC, 6/30/04 
CDMI, & Atrium Health Plan 

Dana Lien VP, Corporate Adjudication Services 
Steven Loosbrock VP, Treasury, BCBSM, Blue Plu.s, & Mil 3/31/02 

Life, Inc. 
Janis Lysen VP, Health Care Costs & Outcomes 

VP, Sales & Marketing, Blue Plus 
Deborah Burns Madson VP, Government Programs · • 

VP & COO Blue Plus 
Denise McKenna VP, Ent~rprise Service 
Robert Milis VP & General Counsel 

. Secretary, . Blue Plus, Atrium Health Plan 
& MII Life 

David Miller . VP: '.President, Behavioral Heath Services 8/31/02 
Kathleen Mock VP, Policy & L,egislative Affairs 
Michael Morrow Sr. VP;Busfuess Development & 

Network Management. 
President & CEO Blue .Plus . 



Nancy Nelson VP, Finance & Chief Actuary 
i 
j 

BCBSM & Blue Plus 
Richard Neuner Sr. VP, Chief Marketing Officer 
Richard Niemiec Sr. VP, Corporate Affairs 
John Ounjian . Sr. VP, Chief Information Officer 4/30/04 
Shawn Patterson VP, Marketing & Communications 
Timothy Peterson Sr. VP, Chief Financial Officer ·. 
Colleen Reitan · Exec. VP, Operations 

Former President & CEO, Blue Plus 
Steve Richards, M.D. VP, Health Care Improvement 

BCBSM & Blue Plus 
Jodie Root VP, Network Management 2001 
Timothy Schultz VP, Finance 

Treasurer, Blue Plus & Atrium Health Plan 
Sanders Shapiro VP, Community Accounts ! 

Mark Shaw VP, Network Finance & Payment 
. . 

David Spaulding VP, Business Development 
Lois Stevens · VP 

President CCS 
Nicole Stretar VP & Actuary, MIi Life 
Mary Ann Stump; R.N. VP; Strategic Innovation & State Health 

Plan 
• Steve Youso VP; Co1J}l1lunity & Commercial .Accounts; 2/11/04 

VP, Health Systems Development, Blue 
Plus 
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Banks, Mark 
President & Chief Executive Officer 

2000 $ 548,000 $ 197,521 $ 225 ,336 $ 

2001 $ 580,000 5.84% $ 294,166 $ 324,871 $ 

2002 $ 620,000 6.90% $ 409 ,596 $ 338,690 $ 

2003 $ 670 ,000 8.06% $ 419 ,089 $ 303 ,219 $ 

2004 $ 700,000 4.48% $ 257,950 $ 306 ,232 $ 

1 
~-Year L Tl Award Chart states the L Tl paid In 2003 was $303,249. 

Key: 
NR = Not Reported By BCBSM 

BCBSM 
Top Executives Compensation 

for Years 2000- 2004 

22,642 $ 14,460 $ 28 ,068 $ 1,307,078 $ 7,577 

16,614 $ 19,284 $ 84,913 $ 1,177,803 $ 8,034 

15,276 $ 22,506 $ 33 ,282 $ 1,317,653 $ 10,188 

14,619 $ 23 ,671 $ 35 ,584 $ 1,215 ,942 $ 10,678 

18,337 $ 84 ,433 $ 70,038 $ 622 ,659 $ 12,089 

_ .... ". , .... ~,:/ dfi~J/t :{ 

$ 57,617 $ 123,736 $ 2,532,035 $ 2,750 ,199 

$ 70,652 $ 35 ,200 $ 2,611,537 $ 2,844,319 

$ 34,151 $ 35 ,200 $ 2,836,542 $ 3,113 ,577 

$ 9,536 $ 47 ,360 $ 2,749,698 $ 3,001,496 

$ $ 49 ,280 $ 2,121,018 $ 2,408,469 



Flygare, Susan 
Vice President, Commercial Sales & Account Mana 

2000 $ 195,000 $ 42,130 $ 60,600 $ 

2001 $ 213,000 9.23% $ 61,410 $ 68,170 $ 

2002 $ 229,000 7.51% $ 61,410 $ 68,170 $ 

2003 $ 247,000 7.86% $ 106,908 $ 65 ;139 $ 

2004 $ 256,000 3.64% $ 60,515 $ 65,787 $ 

BCBSM 
Top Executives Compensatio~ 

for Years 2000- 2004 

8,392 $ 6,057 $ 53,841 $ 59,514 $ 7,577 

7,100 $ 8,489 $ 240,445 $ 19,295 $ 8,034 

3,344 $ 7,273 $ 221,329 $ 197,328 $ 10,188 

2,013 $ 10,540 $ 204,019 $ 310,971 $ 10,678 

1,937 $ 17,717 $ 176,499 $ 173,922 $ 12,089 

1 BCBSM provided contradictory data. The 3-Year L Tl Award chart states Flygare received $69,692 In 2002. 

Notes to L Tl Award charts: 2000 • Flygare promoted 8/1/00 to Include service, base salary from $170,000 to $195,000 with prorated salary of $180,416. 

Key: 
NR = Not Reported By BCBSM 

~-t~ 
. :,ohlRS 

ii;/:i~t~t'-
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$ 8,084 $ 12,620 $ 453,815 $ 489,389 

$ 8,084 $ 14,820 $ 648,847 $ 705,646 

$ 15,153 $ 17,000 $ 830,195 $ 920,253 

$ . $ 18,335 $ 975,603 $ 1,023,596 

$ . $ 19,005 $ 783,471 $ 832,235 



Gold, William M.D. 
Vice President Health Mana 

2000 $ 244,000 $ 74,426 $ $ 

2001 $ 264,000 8.20% $ 95,258 $ 113,822 $ 

2002 $ 274,000 3.79% $ 135,590 $ 127,241 $ 

2003 $ 305 ,000 11 .31 % $ 138,828 $ 109,193 $ 

2004 $ 312 ,000 2.30% $ 96,075 $ 129,754 $ 

Key: 
NR = Not Reported By BCBSM 

BCBSM 
Top Executives Compensation 

for Years 2000- 2004 

14,270 $ 7,589 $ 18,239 $ 26,251 $ 7,693 

13,552 $ 10,016 $ 39 ,411 $ 19,935 $ 8,150 

5,214 $ 7,273 $ 24,393 $ 44,052 $ 10,188 

1,824 $ 7,702 $ 26,176 $ 56,854 $ 8,057 

7,945 $ 14,638 $ 41,897 $ 57 ,688 $ 9,059 

..-<cAl ri:f\)::: 

$ 17,676 $ 33 ,118 $ 443 ,262 $ 521 ,305 

$ 17,676 $ 13,420 $ 595,240 $ 681,797 

$ 13,025 $ 15,070 $ 656,046 $ 760,471 

$ $ 16,775 $ 670,409 $ 748 ,843 

$ $ 17,160 $ 686 ,216 $ 774,993 
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Kleppe, Roger 

,·',:..__ 

BCBSM 
Top Executives Compensation 

for Years 2000- 2004 

Vice President, Human Resources, Real Estate & Facilities Services 

2000 $ 170,000 $ 42,386 $ 51 ,250 $ 8,509 $ 5,691 $ 21,972 $ 9,699 $ 7,577 I $ 

2001 $ 200 ,000 17.65% $ 58,072 $ 66 ,508 $ 8,427 $ 8,194 $ 41,813 $ 2,121 $ 8,034 l $ 

2002 NR 

2003 $ 245 ,000 $ 90 ,288 $ 60,038 $ 347 $ 10,149 $ 26,015 $ 47,056 $ a,425 I $ 

2004 $ 253,000 3.27% $ 60 ,025 $ 60,495 $ 1,965 $ 16,700 $ 44,327 $ 40,787 $ 9,883 l $ 

• 
1 Accord ing to the L Tl Award Charts, Kleppe earned an award of $67,188 In 2002. Kleppe also earned awards in 2003 and 2004 but chose to 
defer 100% each year: 2003 - $60,038, 2004 - $60,495. 

Key: 
NR = Not Reported By BCBSM 

10,614 I$ 33,548 I 11$ 361,246 I $ 401,481 

10,614 l $ 9,350 I Jl $ 413 ,133 l $ 462 ,620 

-1$ 13,4751 II $ 500,794 I $ 488,244 

-ls 13,9151 h 501,097 l $ 499 ,951 



BCBSM 
Top Executives Compensation 

for Years 2000".' 2004 

Larson, Gregory 
Vice President, Portfolio Cos.lPresident CMC, CDMI & Atrium 

20001 NR 

2001 I NR 

20021 NR 

20031 NR 

20041 $ 185,000 $ 75,162 I$ 47,251 I $ 2,632 I $ 

1 Amounts reported on 3-Year L Tl Award chart: 2001 • $44,818, 2002 • $45,405, 2003 • $46, 786 . . 
2 2004 401k Match+ Suppl. 401K Match: Reported on 990 Format as $6,742. 

4,334 I $ 147,057 I $ 40 ,398 I $ 5,840 I $ 

3 2004 Larson terminated 6/30/04. The terms of the severance agreement call for Larson to receive substantial benefits, Including PEP, a qualified amount of · 
approximately $130,424; and SRP, a nonqualified amount of approximately $30,192. In addition, the $256,925 payment found under Other Payments to 
Employee represents other elements of Larson's severance package: deferred payout - $21,017; SRP payout - $30,225; 52 weeks severance pay of which 
$99 ,615 was paid In 2004; outplacement services• $10,000; COBRA• amount unknown, ar,d deferred compensation, non-qualified (lnclds pymts from Capital 
Accumulation, Deferred Comp and l Tl Accounts)• $96,068. 

Key: 
NR = Not Reported By BCBSM 

•I$ 10,175 I$ 256,925 II $ 774,774 I $ 

,~11 
,B,SMo.r:i~IRS, 
190:"Fo~hiat•·:,:. 
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498,775 
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BCBSM 
Top Executives Compensation 

for Years 2000- 2004 

Loosbrock, Steve 
Vice President, Treasu 

2000 NR 
2001 NR 
2002 $ 153,000 $ 46,950 I $ 42,073 I $ 5,731 I $ 

2003 NR 
2004 NR 

1 
Amounts reported as earned on 3-Year L Tl Award chart are: 2001 - $41,810, 2003 - $85,191, 2004 - $0, 

2 Includes SRP payout of $30,922 and deferred salary payout of $23,289. 

7,273 I $ 126,508 I $ 325,225 I $ 

• 
3 BCBSM addition error In 2002. As a result, Annual Compensation as Reported by BCBSM Is understated by $3,568. Should be $690,814. 

Key: 
NR = Not Reported By BCBSM 

1,309 I $ 9,321 I $ 11,355 I$ 54,211 11 $ 

rf 
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·orMRS: 
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782,956 I $ 687,246 



Lysen,Jan 
Vice President, Network Mana 

BCBSM 
: Top Executives Compensation 

for Years 2000- 2004 

20001 $ 170,000 $ 37,614 I$ 56.775 I $ 7,033 I $ 5,823 I $ 44 ,923 I $ 19,106 I $ 7,577 I $ 7,399 I $ 

2001 I NR 

20021 NR 

20031 NR NR I$ 56 ,355 I $ 239INR I$ 32,9191$ 49,575 I $ 10,678 I NR • 

20041 $ 210,000 $ 49,245 I NR NR $ 6,742 I NR I NR NR I$ 

1 BCBSM was Inconsistent in its reporting of some of the top executives, For example: Jan Lysen's 2003 compensation was not provided In the Response to Interrogatory 1, 
Chart 1, however, her W-2 wages and benefits were reported for that year on the 990 Format. Lysen's 2004 income was included on Interrogatory 1, Chart 1, but she was 
omitted from both the 990 Format and the Execu-Flex Benefit Chart for that year. • 

2 2004 Long-Term Incentive Award: The 2000-2002 LTI Award Chart Indicates that $56,355 was awarded In 2003 and deferred 100%; BCBSM failed to provide 
the 2004 award amount. 

3 The 2003 990 Format states that BCBSM paid Lysen a 401 (k) match of $5,456 and a supplemental 401 (k) match of $4,102. 

Key: 
NR = Not Reported By BCBSM 

NR 

- , NR 

<'t ·,.' -1 .,,.,:, : . . i'd:ti;·~~·~y} 

9,350 $ 365,600 I $ 409,742 

$ 149,766 I $ 427,740 

$ 265,987 NR 



Madson, Deborah 
Vice President1 Government Pro 

2000 $ 162,000 $ 41 ,263 $ 50 ,500 $ 

2001 $ 177,000 9.26% $ 45,350 $ 76,401 $ 

2002 NR 

2003 $ 198,000 $ 68,324 $ 57,804 $ 

2004 NR 

Key: 
NR = Not Reported By BCBSM 

BCBSM 
Top Executives Compensati-on 

for Years 2000- 2004 

13,841 $ 5,669 $ 45,436 $ 23,924 $ 7,577 

8,365 $ 7,551 $ 100,148 $ (36,072) $ 8,034 

$ 

$ 

625 $ 9,391 $ 37,170 $ s1,925 I $ 10,678 I s 

8,064 $ 12,025 $ 370,299 I $ 416,257 

8,064 $ 12,315 $ 407,156 I $ 452,811 

- I $ 14,700 $ 448 ,617 I $ 487,102 

·r 



• Morrow, Michael 
Senior Vice President, Business Develo 

2000 NR 

2001 NR 
2002 NR 
2003 $ 224,000 $ 72,455 $ 52,680 $ 

2004 $ 300,000 33.93% $ 47,040 $ 53,204 $ 

Key: 
NR = Not Reported By BCBSM 

·-··-

BCBSM 
Top Executives Compensation 

for Years 2000- 2004 

221 $ 9,408 $ 32,101 $ 50,402 $ 8,426 

2,587 $ 13,937 $ 54,485 $ 91 ,608 $ 9,883 

$ $ 16,630 $ 466,323 $ 509 ,760 

$ $ 16,500 $ 589,244 $ 645,854 



Nelson, Nancy 
Vice Presldent1 Chief Actua 

2000 $ 209 ,000 $ 55,017 $ 67,925 $ 

2001 $ 222,000 6.22% $ 74,821 $ 100,280 $ 

2002 $ 235,000 5.86% $ 96 ,845 $ 94,334 $ 

2003 $ 255,000 8.51% $ 104,691 $ 81,374 $ 

2004 $ 260,000 1.96% $ 62,475 $ 81,994 $ 

BCBSM 
Top Executives Compensation _ 

for Years 2000- 2004 

9,796 $ 6,840 $ 11,133 $ 10,902 $ 7,577 

9,849 $ 8,892 $ 23,802 $ 1,447 $ 8,034 

3,578 $ 10,021 $ 14,635 $ 16,336 $ 10,188 

185 $ 10,569 $ 15,824 $ 24,11 5 $ 10,678 

2,876 $ 20,536 $ 25,426 $ 20,697 $ 12,089 

$ 17,532 

$ 7,023 

$ 12,172 

$ 1,407 

$ 

1 According to BCBSM's 3,Year LTI Award Chart, Nelson ~arned an award of $81,374 In 2003, but chose to defer 20% or $16,274. BCBSM reported only the amount paid of 
$65,100 in its Response to Interrogatory 1, Chart 1. 2004: According to Interrogatory 1, _Chart 1, BCBSM paid Nelson an L Tl award of $65,746 in 2004, however, the 
Supplemental Compensation Exhibits state that Nelson actually earned an LTI award of $81,994 that year, but deferred 20% or $16,248. 

Key: 
NR = Not Reported By BCBSM 

$ 11,495 .. \.._ $ 407,217 $462,320 

$ 11,495 $ 467,643 $537,816 

$ 15,637 $ 508,746 $585,364 

$ 15,987 $ 519,830 $560 ,070 

$ 16,300 $ 502,393 $550,951 



Neuner, Richard 
Senior Vice President 

2000 $ 242,000 

2001 $ 262,000 

2002 $ 272,000 

2003 $ 300,000 

2004 $ 320,000 

$ 

8.26% $ 

3.82% $ 

10,29% $ 

6.67% $ 

64,481 $ $ 

94,477 $ 107,597 $ 

134,563 $ 121,222 $ 

137,845 $ 108,360 $ 

84,000 $ 109,185 $ 

BCBSM 
Top· Executives Compensation 

for Years 2000- 2004 

16,334 $ 7,338 $ 13,550 $ 10,133 $ 7,577 

10,307 $ " 9,966 $ 25 ,565 $ 13,912 $ 8,034 

6,356 $ 11,388 $ 18,335 $ 30 ,178 $ 8,546 

420 $ 11 ,970 $ 19,523 $ 38,145 $ 8,426 

2,166 $ 27,073 $ 29,971 $ 39,214 $ 9,883 

$ 13,690 

$ 13,690 

$ 13,259 

$ -

$ 

1 BCBSM reported In its Response to Interrogatory 1, Chart, that it paid Neuner no L Tl awards In 2003 and 2004, On review of the 3-Year LTIAward Charts and Supplemental 
Compensation Exhibits, however, It is clear that Neuner earned awards each of those years, but chose to defer them 100%. The amounts earned for 2003 and 2004 are 
$108,360 and $109,185, respectively. 

Key: 
NR = Not Reported By BCBSM 

•i~l~ 
l"o'n.JRS-1 

:raittltt 
$ 32,861 $ 407,964 $ 489,688 

$ 13,310 $ 558,858 $ 650,667 

$ 14,960 $ 630 ,807 $ 734 ,307 

$ 16,500 $ 641,189 $ 611,358 

$ 17,600 $ 639,092 $ 573,724 
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Niemiec, Richard 
Senior Vice President, Cor 

2000 $ 289,000 $ 107,468 $ 135,340 $ 16,173 
2001 $ 306 ,000 5.88% $ 112,826 $ 190,982 $ 12,690 
2002 $ 319,000 4.25% $ 157,162 $ 166,939 $ 5,965 
2003 $ 341 ,000 6,90% $ 160,950 $ 127,511 $ 3,321 
2004 $ 346,000 1.47% $ 107,415 $ 224,922 $ 8,599 

0--..,&1~ 
Top Executives Compensation 

for Years 2000-2004 

$ 8,583 $ 320,858 $ 730,369 $ 
$ 260,013 $ 11 ,379 $ 482,523 $ (138,404 $ 
$ 205,550 $ 12,631 $ 56,648 $ 305,440 $ 
$ 212,950 $ 14,025 $ (8 ,567' $ 261,479 $ 
$ 54,000 $ 32.,804 $ (4,379 ' $ 53,744 $ 

7,577 
8,034 
7,146 
6,331 
7,368 

1 
2003 and 2004 L Tl Awards: According to BCBSM's Response to Interrogatory 1, Chart 1, BCBSM paid no L Tl award to Niemiec In 2003 and 2004, Supplemental 

Compensation Exhibits produced In December 2005 indicate that Niemiec earned the above-reported amounts during those years, but chose to defer them. 

Key: 
NR = Not Reported By BCBSM 

$ 24,417 $ 79,279 $ 1,719,064 $ 1,808,972 

$ 24,417 $ 15,895 $ 1,286,355 $ 1,139,771 
$ 14,960 $ 17,545 $ 1,268,986 $ 1,183,985 
$ $ 18,755 $ 1,137,755 $ 885,993 
$ $ 19,030 $ 849,503 $ 564,170 

·1 1 



Ounjian, John 
Senior Vice President & Chief Information Officer 

2000 $ 240 ,000 $ 72,822 $ 109,445 $ 

2001 $ 275,000 14.58% $ 93,696 $ 115,764 $ 

2002 $ 280 ,000 1,82% $ 141,240 $ 127,584 $ 

2003 $ 300,000 7.14% $ 141,777 $ 110,997 $ 

2004 $ 304 ,000 1.33% $ 94 ,500 $ 112,100 $ 

BCBSM 
Top Executives Compensation 

for Years 2000- 2004 

10,553 $ $ 17,365 $ 21 ,395 $ 7,577 

10,472 $ $ 36,527 - $ 15,091 $ 8,034 

32,911 $ $ 23,529 $ 41 ,964 $ 7,146 

3,713 $ $ 25,306 $ 54,817 $ 8,057 

2,345 $ $ 187,720 $ 210 ,081 $ 5,729 

$ 41 ,330 

$ 41 ,330 

$ 9,487 

$ 

$ 

1 Conflicting L ii award Information. Both Interrogatory 1, Chart 1 and the L Tl Award Chart Indicate Ounjlan earned an L Tl award of $112,100 in 2004, however, Ounjlan's 2004 
Supplemental Compensation Exhibit states that he received $224,032. 

2 Ounjlan terminated 4/30/04, The terms of the severance agreement called for him to receive substantial benefits, Including PEP, a qualified amount of approximately 
$168,485; and SRP, a nonqualified amount of approximately $186,045. In addition, the $422,578 payment found under Other Payments to Employee represents other 
elements of Ounjlan's severance package: deferred payout. $28,454; 78 weeks of severance pay of which $198,769 was paid in 2004; COBRA• $6,853; moving expense -
$25,000; outplacement services - $21,250, and deferred compensation (inclds pymts from Capital Accumulation, Deferred Comp and LTI Accounts) - $142,252. 

Key: 
NR = Not Reported By BCBSM 
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$ 30 ,737 $ 551,224 $ 606 ,255 

$ 13,200 $ 609 ,114 $ 678,593 

$ 15,400 $ 679,261 $ 789,644 

$ 16,500 $ 661 ,167 $ 739,404 

$ $ 422,578 $ 1,339,053 $ 825,897 

·11 



Peterson, Timothy 
Senior Vice President & Chi~f. Financial Officer 

2000 $ 222,000 $ 64,160 $ $ 

2001 $ 252,000 13.51% $ 86,669 $ $ 

2002 $ 280,000 11 .11% $ 129,427 $ 115,892 $ 

2003 $ 321,000 14.64% $ 141,777 $ 105,307 $ 

2004 $ 335 ,000 4.36% $ 101 ,115 $ 109,960 $ 

B_CBSM 
Top Executives Compensation 

·tor Years 2000- 2004 

9,852 $ 7,105 $ 16,686 $ 11,685 $ 8,820 

9,742 $ 9,645 $ 29,858 $ 8,208 $ 8,707 

5,117 $ 7,273 $ 23,426 $ 39,151 $ 11,994 

615 $ 7,702 $ 25,181 $ 53,204 $ 12,919 

3,657 $ 16,996 $ 38,101 $ 62,625 $ 13,030 

1 2003 Long-Term Incentive Awards: According to BCBSM's 3-Year LTI Award Chart, Peterson earned and was awarded $105,307 in 2003, but chose to defer 
84% or $88,458. BCBSM reported only the remainder paid in its Response to Interrogatory 1, Chart 1. 2004: -BCBSM reported no L Tl award for Peterson in Its 
Response to interrogatory 1·, Chart 1, however, Supplemental Compensation Exhibits provided to this Office Indicate that Peterson earned $109,960 in 2004, but 
deferred the entire amount. 
2 Deferred payout of $11 ,414 in 2004. 

Key: 
NR = Not Reported By BCBSM 

.owi~? 
GO).'%{ ~~ft:Kd~:1'.~f<. 

$ 16,087 $ 17,334 $ 373,729 $ 447,308 

$ 16,087 $ 12,210 $ 433 ,126 $ 518 ,813 

$ 15,400 $ 15,400 $ 643,080 $ 747,549 

$ $ 17,655 $ 685,360 $ 680,408 

$ $ 18,425 $ 11,414 $ 710,323 $ 699,035 



Reitan, Colleen 
Executive Vice President of 0 

2000 $ 242,000 $ 55,178 $ 73 ,033 $ 

2001 $ 275,000 13.64% $ 88,621 $ 92,623 $ 

2002 $ 300,000 9.09% $ . 141,240 $ 115,892 $ 

2003 $ 377,000 25.67% $ 151,609 $ 111,968 $ 

2004 $ 400,000 6.10% $ 118,755 $ 113,081 $ 

BCBSM 
Top Executives Compensation 

for Years 2000- 2004 

21,381 $ 6,841 $ 31,076 $ 40,749 $ 7,577 

10,381 $ 10,094 $ 53,153 $ 35,563 $ 8,034 

7,000 $ 7,273 $ 21,268 $ 85,459 $ 10,188 

1,228 $ 13,569 $ 24,282 $ 121,076 $ 10,678 

3,190 $ 20,918 $ 46 ,077 $ 128,156 $ 12,089 

1 2000 - Reitan promoted 1017100, base salary from $222,000 to $242,000, average Is $227,000. 

Key: 
NR = Not Reported By BCBSM 

$ 7,457 $ 30,998 $ 516,290 $ 585,892 

$ 7,457 $ 13,310 $ 594,236 $ 695,133 

$ 15,703 $ 16,500 $ 720,523 $ 831,980 

$ $ 20,735 $ 832,145 $ 928,084 

$ $ 22,000 $ 864,266 $ 975,341 

·1f 



Richards, Steven M.D. 
Vice President, Health Im 

20001 $ 193,000 $ 47,230 I $ 

2001 I$ 200,000 3.63%1 $ 61 ,165 I $ 

20021 NR 

20031 $ 218,000 $ 82 ,116 I$ 

20041 NR 

53,300 I. $ 

68 ,185 I $ 

- I NR 

BCBSM 
Top Executives Compensation 

for Years 2000- 2004 

.r-

17,230 I$ 6,265 I $ 23 ,756 I $ 7,577 I$ 12,043 I $ 

8,407 I $ 8,250 I $ 68,526 I $ 8,034 I $ 12,043 I $ 

$ 9,427 I NR NR NR $ •I$ 

1 Although Richards' 2003 compensation was reported In the Response to Interrogatory. 1, Chart 1, BCBSM did not include him on either its 2003 
990 Format Chart or the Execu-Flex Benefit Plan. As such, we were unable to detern,ine certain elements of compensation paid in 2003. 

Key: 
NR = Not Reported By BCBSM 
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14,325 $ 401,608 I $ 385,760 

14,460 $ 436,056 I $ 423,806 

16,180 $ 325,723 I NR 



Youso, Steven 
Vice President, Communit 

2000 NR 

2001 NR 

2002 NR 

2003 NR 

2004 $ 196,000 $ 47,040 I $ 56,342 I $ 

BCBSM 
Top Executives Compensation 

for Years 2000- 2004 

817 I $ 4,334 I $ 139.494 I $ 28.444 I $ 3,102 I $ • I NR 

1 Conflicting Information regarding Long-Term Incentive Awards: BCBSM provided one year of data for Youse. In its 2004 Response to Interrogatory 1, Chart 1, BCBSM reports It paid Youse 
an L Tl award of $56,342. BCBSM failed to report any 2004 Information for Youse on Its L Tl Award Chart. On Youso's 2004 Supplemental Compensation Exhibit, BCBSM stated that Youse 
received an L Tl bonus of $111,911. 
2 BCBSM did not provide Youso's Execu-Fl~x benefits data for 2004. 

$ 321,124II$ 

3 Youso terminated 2/11/04. The terms of the.severance agreement call for Youso to receive substantial benefits, including PEP, a qualified amount of approximately $129,637; and SEP, a nonqualified 
amount of approximately $25,927. In addition, the $321,124 payment found under Other Payments to Employee represents other elements of Youso's se.verance package: deferred payout - $39,107; SRP . 
payout - $25,980; COBRA coverage - $9,974; 52 weeks of severance pay of which $165,847 was paid In 2004, and deferred compensation, non-qualified (lnclds pymts from Capital Accumulation, Deferred 
Comp and LT! Accounts)-$80,216. 

Key: 
NR = Not Reported By BCBSM 

796,697 I $ 

►~.;?:~~s 

ii!, 
i~1 
R·s. 
F :,:: 
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492,996 
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NEWSMAKERS 

• Managed-care executiye Phil Nudelman plans to retire effective Dec. 31, 2000. Nudelman, 64, 
is chairman of Kaiser/Group Health, .a joint managed-care plan with 1.1 million members in the 
Northwest, and board chairman of the American Association of Health Plans, a Washington
based trade· group r~presenting HMOs. He will relinquish his AAHP post in June. Since 1973, 
Nudelman has worked in various positions at Seattle-based Group Health Cooperative of 
Puget Sound. He was president and chief executive officer from 1990 to 1997, when he took 
over the joint venture between Group Health and Kaiser ·Permanente. 

• Financial turnaround company Pitts Management Associates, based in Baton Rouge, La., has 
named a versatile healthcare executive as its new president. G. Rodney Wolford, 53, will • 

• become president of PMA effective Jan. 1. David Pitts, who has been president, chief 
executive officer and chairman of the company, will remain CEO and chairman. Wolford most 
recently was president, chairman and CEO of Sterling Diagnostic Imaging, a Greenville, S.C.
·based supplier of diagnostic imaging X-ray film and equipment. Sterling was sold in May to 
Agfa Corp. and has since been renamed Agfa-Sterling Corp. Wolford was also president and 
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CEO of Alliant Healthcare, now called Norton Healthcare, Louisville, Ky., between 1988 and 
1993. 

• • Blue Cross and Blue Shield of Minnesota tJas named Mark Banks, M.D., 50, its chief 
executive officer. Banks has been president and chief operating officer. He will assume his 
new job Jan. 1, replacing Andy C~ajkowski, 63, who is retiring. The transition began last year 
when Banks assumed day-to-day operations of the 1.9 million-:member plan . 

. • Coram Healthcare. Corp., Denver, late last month tapped Daniel Crowley, 52, as its new 
chairman, president and chief executive officer. Crowley replaces chairman and interim CEO . 
Don Amaral, 46, effective immediately. Before becoming president and CEO of a Sacramento, 
Calif.-based healthcare consulting firni in 1997, Crowley engineered the turnaround of the 
predecessor to Woodland Hills, Calif.-based Foundation Health Systems. Coram lost $15.2 
million, or 30 cents per share, on revenues of $143.2 million in the third quarter ended Sept. 30 

• largely ·because of a contractual dispute with Aetna U.S. Healthcare. 
• John Evans, 47, has been named vice president and chieffinancial officer of the American 

Hospital Association. Evans, who is based in Chicago, is a 22-year veteran of the AHA. He 
was previously vice president of treasury and financic.:3I planning at the AHA. 

• Sister Beverly McGuire has been named to the new post of vice president of sponsorship 
and mission services for the Catholic Health Association, St. Louis. McGuire replaces Sister 
Jean deBlois, who resigned Nov. 30 from her post as the CHA's viee president of mission 
services (Dec. 6, p. 4). McGuire joined the CHA staff in September as a special adviser on , 
sponsorship . 

. • The Louisiana Hospital Association has named Lynn Nicholas its new president, effective Jan. 
1. Nicholas, 45, was executive vice president and chief operating officer of the New Jersey 
Hospital Association. She is a Tennessee native and a fellow in the American College of 
Healthcare Executives. She formerly was an executive at Morristown (N.J.) Memorial Hospital 
and Atlantic Health System, Florham Park, N.J. In Louisiana, she will replace Robert Merkel, 
who is retiring after 30 years with the association. 
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••. Executive Suinmary:.: 

CEO SERP 

■ • The current SERP for Dr. Banks b~came effective 5/1/00, ba~ed on information and recommendations . 
· from a Clark/Bardes analysis (Recommendations for the New CEO, August 20, 1999). The SERP 
design reco111111ended by Clark/Bardes was intended to provide an above median (65 th percentile) benefit 
although :the final adopted plan contained some modifications, 

■ • , The major plan provisions· of the cunent SERP are as. follows: 

r-, 

' ' ' 

60% of final average pay (base plus annua·1 incentive) using the highest 3 consecutive out of last I 0 
years, . 

• Full benefit received at age 60; 2.5% reduction/year if early retirement. • . 

• Cost of Living adjustment equal to greater of 2.25% or. 2/3 change in CPI. 

Payment form: 50% joint and survivor without actuarial reduction; lump sum option, 

Offset by value of Pension Equity Plan. 

.Estimated age 60 lump sum of $12,341,000; estimated animal accruals (2003-2008) of $1,053,000. 

■ • At the end of 2002,. the HR Committee asked Watson Wyatt to provide a detailed competitive analysis . 

OJ n 
OJ . 
en 
3: 
w 
O') ' ,·. ~ 
~ 
"O 

of Dr. Banks' SERP (delivered to the HR Committee on January 20, 2003). Key findings are as follows: 
• ' ' ' 

Most other comparators use a-4~6% early retire,ment reduction ( current reduction is 2.5'% per year), 

• It is no't common practice to include a cost of living adjustment (current COLA is 2.25%). 

- .Although ·not majority practice, a nui11b_er of organizations ·include long-term compensation in 
definition of final average pay ( cun-ent SERP benefit is bas·ed on salary and annual bonus only). 

. Since the SERP is a function of pay, and Dr. ~:ii~k's curre'.1t pay is below median market practice,,/'/ 
the total value of ~he SERP versus a "compet1tlve SERP" 1s reduced. /♦f 



BCBSM,INC. 
CEO SUPPLEMENT AL .EXECUTIVE RETIRE:MENT PLAN 

Article 1 

The Plan 

1.1 Name/Effective Date. BCBSM, INC. (the .. Company>') hereby establishes this CEO 

Supplementai Executive Retirement Plan (the ._.Plan'1 effective as of May I; 2000. 

1.2 Purpose. The pmpose of the Plan_ is to provide the Company's President and Chief 

Executive Officer, MARK BANKS, 11D (the .. Participant'') with additional retirement benefits 

to encourage his continued interests in the Company's success. 

1.3 Prior SERP Replacement. This Plan replaces the Participant's participation in, and . 

any benefits otherwise payable to the Participant under, the Company's Supplemental Executive. 

Retirement Plan that was established as of January 1, 1990, and amended and restated effective 
• . / 

January l; 1994 (the .. Prior SERP"'). _ 

Article 2 

Definitions 

Wh~never used in the Plan, the following words and phrases shall have the meanings set 

• forth below unless the ~on text plainly requires a different meaning. When the defined meaning 

• is intended, the term is capitalized; 

. . . . , • . . • • . 

2.1 UCode'' means the Internal · Revenue Code of 1986, as amended. References to a Code 

section shall be deemed to be .to that section as it now exists and to any successor provision. 

• • -2.2 "'Pisabilitv" means, if the Participant is covered by aii individual or group _ long-term 

. disability policy paid for-by th~ Co;mpany, total and permanent disability as defined in such 

policy without regm:d .to any waiting period. If the Parti_cipant is covered by both an individual 

_ and a group policy, Disability occurs under this Plan when total and permanent disability occurs 

under either the individual or the group policy, also · without regard tq any:waiti:11g period. If the . _ 

, Participant is not covered by such a policy, Disability means the Participant ~uffering a sickn~ss, 

--_-·accidept or injury which, in the judgment of a physician satisfactory to the Company~ prevents • 
. . 

the Particip~t from performing substantially all of his normal duties for the Company~ As a 

BCBSM- 36328 
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condition to any ben~fits, the Company may require the Participant to submit to such physical or 

mental evaluations and tests as the Company deems appropriate .. 

23 "Final Average Compensation,, means the highest average annu·a1 compensation paid 

_ to the Participant by the Company during the three consecutive calendar-year period out of the 

_ last 10 calendar yeats. Compen~ation for these purposes shall include base salary, annual 

iiicentive compensation paym~nts from the Company, its subsidiaries, and affiliates, and any 

salary reduction · contributions made on behalf of, _or compe!Jsation • deferrals elected by, the 

Participant to or under any plan maintained by the Company under Section 401 (k) or Section 125 

of the Code, and under any nonqualifie<l deferral arrangement, but. shall exclude long-term 

. incentive compensation payments, reimbursed exp:enses, _benefits (in~luding benefits under any 

plan of deferred compensation) or any additional cash compensation or compensation payable in 

a form other than cash .. 

2.4 4 'Norma1 Retirement Dak" means the first day of the month coinciding _with or next . 

following the Participant's 60th birthday. 

. . 

2 .. 5 "Qualified Plan" means the _Blue Cross and Blue Shield of Minnesota Pension Equity • 

_ Plan established effective January 1; 1994, an.d each predecessor, successor or · replacement 

. retirement plan. 

2-.6 "SERP Benefit,, means the benefit describ~d in Article 4. 

2. 7 ·~sERP ~~nefit Percentage,, means the percentage (based oii the Participant> s age as 

-of his Termination of Employment) used for determining the Participant's SERP Benefit (if any) 

under Article 4, as set out in-the table below: 

• - Age at Termination SERP Bendit Percentage 

52 40.0% 
53 42 .. 5% 

54 45.0% 
55 47.5% 
5:6 50.0% 
57 52.5% 

.. 58 55~0% 

59 57.5% 
60 or older 60.0% 

BCBSM- 363~9 
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2.8 ~Termination of Erriploymenf' means the Participanf s ceasing to be employed by the 

Company for any reason whatsoever, voluntary or involuntary, including by reason of death or · 

Disability. 

Article 3 

Participation · 

As a_ condition of participation in and -~eceipt of benefits under this Plan, the Participant 

-agrees to observe all ru.Ies and regulations established by the Company for administering the Plan 

• and shall abide_ by all decisions of the Company in_ the construction and administration of the 

Plan. 

Article 4 

SERP· ~enefit 

4.1 Normal Retirement Bene.fits. If the Participant terminates employment ·on or after the 
. • • . 

• Normal Retirement Date, the Company shall· pay to the Participant a SERP Benefit in _the fotrri of 

• --:--\ . • ~joint and 50% survivor. annuity for the_ Participant and his spouse paying ~ual joint lifetime 

benefits (in monthly _installments) equal to (a) 60% of the Participanfs !'1na]· Average· 
. . . 

Compensation, reduced by (b) the offset amount described in Section 4.4 . . The annuity amount 

shall then be inc~eased each year as described in Section 4.5. For example, if the Participant 

terminated employment on the Normal Retiren:ient Date when his Final Average Compensation. 

was $220,000 and the Section 4.4· offset was $80,000, the initial annual benefit would ,be 

$52,000, determined as follows: 

(.60 X $220~000) - $80,000 

4~2 Early Termination Benefit. "If the Participant terminates employment (for reasons 

other than death or Disability}b~fore the Normal Retirement Date, the Company shall pay to ·the 

Participant a SERP Benefit in the form of a joint and 50% s'urvivor • annuity for the Participant 

• and his spouse paying annual joint lif etiine benefits (in monthly installments) equal to · (a) the 

-SERP Benefit Percentage multiplied by the Participant's Final Average Compensation, reduced 

by (b) the offset amount described in Section 4 A, : and . further reduced by ( c) .2083 % for each 

complete or partial month by which the date of ~e Termination of Employment preced~s the • 

. Participant's 60th birthday. The ·annuity _amount shall then be increased ·each year as described in 

Section 4.5. -For example, if the Participant tenninated employment on his 58th birthday; with 

·- • • \ 

3 
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. . 
. . . 

Final Average Compensation of $220,000 and _ a Section 4.4 offset of $80,000, the initial annual 

• benefit would be $38,950, detennined as follows: 

_ ((.55 ·x $220,000) - $80,000] x [ 1 ~ (.002083 X 24)) 

4.3 Disability Benefit . . If the Participant t~nninat~s employment for .Disability before the 

. Normal Retirement Date, the Company-shall pay to the Participant a SERP Benefit in the form of 

a joint and 50% survivor annuity for the Participant and his spouse paying annual joint lifetime 

benefits (in monthly installments) equal · to· (a) the _ -SERP Benefit -Percentage (47.5% if 

termination _ occurred prior to .age 55) multiplied _ by _ the Participant"s Final Average 

Compensation, reduced by (b) the offset amount ·described in Section 4-4, and further reduced by

_( c) .2083% for each complete _~r partial month by which the date of the Termination of 

Erpployment precedes the Participant"s 60th birthday. For example, if tlie ·Participant terminated 

employment for Disability on his 55 th birthday, with Final Average Compensation of $220,000 

and a Section 4.4 offset of $80,000, the initial annual benefit would be $20,213, determined as 

follows: 

[(.475x $220,000) - $8_0,000) X [l - (.002083 X 84)] 

4A SERP Benefit Offset • The reduction amount for purposes of calculating the SERP 

• Benefit is the joint and 50% survivor annuity benefits Goint lifetime benefits_ paid in monthly 

instaJlments.) the Participant would be entitled to receive under the Company-,s Qualified -Plan_ as 

of his Termination of Employment or, _in the case of Termination of Emplo:yment for death or 

Disability, the later.of Termination of Employment or age 55. 

4.5 • • Annual Annuitv Adjustment. Commencing on the first anniversary of the 

Participant_,s Termination of Employment, and continuing on each anniversary thereafter so long 

as SERP Benefits are payable to the Participant ( or to his beneficiary) , the Company _ shall 

-increase the annual SERP Benefit payment by a cost-of-living adjustment equal to !}le greater of 

2.25%, or. two-thirds. of the Consumer Pri.ce Index t~at occurred during the 12 ni~nths -prior to 

such _adjustment date. The Comp.any shall apply • the adjustment · to the amount previously 

determined under part (a) of Section 4.1, 4.2 or 4.3, whichever applies, including pnor 

adjustments to such amount under this Section 4.5. _ 

BCBSM- 36331 
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. 4.6 Alternate Form of Benefit 

4.6.1 • Generally. · The Participant, in a writing filed with ~-~ Company, may elect 

to receive benefits under Section 4.1, 4~2, 4.3 or 5.1.1, whic~ever applies, in a lump sum, in 

_ annual installments over a IO-year or 15-year period, or in a joint and 100% survivor 

annuity for the.Participant and his beneficiary (also paid in annual instalhnents). Any such 

benefit s~all be the actuarial equivalent of the joint and 50% survivor annuity otheiwise 

provided under the applicable Section. The Company shall pay lump sum benefits within 

90 days after Termination of Employment, .and shall commence instalhnents within 30 days 

after Termination of Employment. The Participant may make a separate election with 

_ respect to each of the Sections under which SERP Benefits may become payable. -

4.6.2 Timing of Election. To be -effective, each election described in Sectiori 4.6.1 

must_be filed with the Company either within 60 days after this Plan document is signed, o!' 
·at least 12 months prior to the Participanf s Termination ofEmploymenL 

4.6.3 Recovable Elections. • Any written · designation of an alternate form of 

henefits may be revoked or modified by ·a subsequent writing filed with the Company at 

least 12 months prior to the Participant's Termination ofEmployment. 

4~7 Actuarial Value Calculati~n, Actuarial equivalent shall be calculated using the GAIT 

assumptions in effect under the Qualified Plan for Qualified Plan benefits payable on the same 

• date as the SERP Benefit, an assumed future annual · annuity adjustment under Section 4.5 of 

225%, and such .other assumptions de~ed necessary by_ the actuaries ·miling such calculation. 

_ Actuarial present value shall be ·calculated by the actuaries retained by the Company, in its sole 

discretion. 

Article 5 

Survivorship Benefits 

5.1 Entitlement to / Pavment of Benefits 

5.1.l • Death Durine Employment. If the Participant dies while employed with the 

Company, the Company shall p·ay to the Participant's beneficiary the SERP Benefit the 
. . 

Participant- would have been entitled to receive- under( Section 4.3 had the Participant 

_ terminat_ed employmeni for Disapility on the day before his death. Unless otherwise 

5 BCBSM- 36332 



. subject to an effective election under Section 4.6 for a different form of benefit, the 

Company shall pay the SERP Benefit tb the beneficiary in a l~p sum within -90 days after 

the Participant's death. 

5.1.2 Death Following Employment 

5.1.2.l Survivor Annuity Format. If the· SERP ~enefit is payable in a 

survivor annuity format, and if the Participant dies after Termination of Employment 

and before his designated beneficiary, the Company shall pay the appiicable survivor • 

annuity to the beneficiary. 

5.1.2.2 Other Formats. If the ~ERP Benefit is payable in a format other 

. than a survivor annuity, and if the Participant ~ies after Termination of Employment 
. . 

. b11t before re~eiving all of the SERP Benefit, the Company shall pay the unpaid 

portion of the ~ERP ·Benefit to the Participant's beneficiary.at the same times- and in• 

the same amounts the Company would have paid to the .Participant had be survived .. 

5.2 . Death of Beneficiary. If a beneficiary (other than in the case of benefits payable· in a 

survivot annuity format) dies before receiving the SERP-Benefit payment -(if any) due to such 

ben~ficiary pursuant to this Plan, the Company_ ·shall pay the unpaid amount_ to the legal 

representatives of the beneficiary's estate at the same time and in the same amount otherwise 

_ payable to the beneficiary. 

5.3 Beneficiary Designations. The Participant shall designate a beneficiary by filing a 
. . . 

written notice of such designation-with the Company. The Participant ·may revoke or modify the 

designation at any time by a further written designation. _ • However, no such designation; 

revocation or modification shall be effective unless signed by the Participant and accepted by the 

Company during the Participant's lifetime. The Participant's beneficiary designation shall be 

deemed ·_ automatically revoked (i) in• the event of the -death of the beneficiary prior to the 
•. \ . . 

• Participanfsdeath, or (ii) if the beneficiary is the Participant's spouse, in the event of dissolution 

of marriage. If the Participant dies without a valid beneficiary designation, the Company shall 

pay the SERP Benefit to the Participant's surviving spouse, if any, and if none, to the 

Participant's estate. 

_ 5A _Facility of Payment.. If a benefit is payable ~o a minor or person d~clared· incompetent 
. . 

or to a person incapable of handling the disposition of his or her property, the Company may pay -
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such benefit to the guardian, legal representative or person having the care or custody . of such 

minor, incompetent person or incapable person. The Company may require proof of 

. incompetence, minority or guardianship as it may -deem appropriate prior to distribution of the 

benefit. Such distribution shall completely discharge the Company from all liability with respect 

to such benefit. 

Article 6 

. Claims and Review Procedures 

6.1 Claims Procedure. The Company shall notify the Participant or his be~eficiary 

. C~claimant") in writing, within 90 days after his or her written application for benefits, of his or · 

her eligibility or non-eligibility for-benefits under the Plan. If the Company determines that the 

claimant is not eligible for benefits or full benefits, the notice shall • set forth {l) the specific 

reasons for such denial, (2) a specific reference to the provisions of the Plan on which the denial 

is based, (3) a description of any additional information or material necessary for the claimant to 

perfect his or her claim, and a description of why it is needed, and (4) an explanation of the 

·Pl~' s claims review procedure and other appropriate information as to the steps to be taken if •

the claimant ~ishes t_o-have the claim reviewed. If the Company detennines that there are special • 

circumstances requiring additional° · time _to make a decision, -the Company shall notify the 

claimant of the special circumstances and· the date by whi_ch· a decision is expected to be maqe,_ 

and may extend the time for up to an additional 90-day period. 

6.2 Review Procedure .. If a claimant is detennined by the Company to be ineligible for 

~enefits, or if tjle claimant believes that he or she is entitled to greater. or different benefits, the . 

claimant sha:11, have the opportunity to ·have such claim reviewed by the Company by filing a 

petition for review with ·the Company within_ 60 days after receipt of the notice issued by the 

Company. The pe~tion shall state the specific reasons· which·-the claimant believes entitles him 

or her to benefits or to greater or different benefits~ Within 60 days after receipt by the Company 

• -of the petition, the Company shall afford the Participant (and counsel, if any) ·an opportunity to 
. . . . 

present his or her position to the Company orally or in writing, and the claim~t. (or counsel) 

• shall have the right to.review the pertinent documents.-·The Compapy shall notify the claimant of • 
. . 

. its decision in • writing wi~ _the 6O-day period, stating specifically the basis of its decision 

written ma manner calculated to be understopd by the claimant, and the_ specific provisions of 

-· the "Plan on which the decision is based. If, because of the need for a hearing, the 60-day period 

is not sufficient~ the decision may be deferred for up to another 60-day period at the election of 

the Company, but notice of this deferral shall be given to the claimant. • 
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Article 7 

Administration and Finances 

7. I Administration. 1:be Company> s Board of Directors or its designee shall be the 

named fiduciary and shall act for the Company under this Plan. 

7 .2 Powers of the Company. The Company shall have all powers necessary to administer 

the Plan, including, without limitation, powers: 

7.2.1 to interpret the provisions of th.e Plan; 

• 7.2.2 to establish and revise the -method of accounting for · the. Plan and to 

maintain the :accounts; arid 

7.2.3 to establish rules for the administration of the Plan and to prescribe any . 

forms required to administer the Plan. 

7.3 Actions ~f the Comgany. All determinations, interpretations, rules, and decisions of . 

-~ 1!3e Company shall be conclusive and binding upon all persons having or claiming to have any 

interest or right under the Plan. 

7.4 Delegation. The Company shall have the power to delegate_ specific duties and 

• responsibilities to officers or other employees of the Company or other individuals or entities·. 

Any delegation by the . Company may allow further delegations by the individual or entity to 

whom the delegation is made.· ~y delegation may be rescind~. by the Company at any time. 
. . . 

Eacli person or entiti to whom a duty or responsibility has been delegated shall be responsible 

·for the exercise of such duty or responsibility and shall not be responsible for any act or failure to . 

act of ani other person ?r entity. 

7.5 Reports and Records. TheCompany and those to whom the Company has delegated 
. . . . 

. duties under_the nan shall keep records of all their proceedings and actions and shall .maintain 

'books of account~ records, and other data as shall be necessary for the proper administration of 

the Pl~ and for compliance with applicable law. 
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Article8 

Amendments and Termination 

The Plan m_ay be amended or terminaied only by a written agreement signed by the 

• Company and the Participant. 

Article 9 

Miscellaneous 

. 9 .1 No Guaranty of Employment The adoption and maintenance of the Plan shall not be 

deemed to be a contract of employment between the Company and the Participant. Nothing 

. contained herein shall give the Participant the right to be retained in the employ of the Company 

or to interfere with the right of the Company to discharge the Participant at any time, nor shall it _ 

give the Company the right to require the Participant to remain in its employ or to interfere with 

. the Participant's right to terminate employment at any time. 

9.2 Non-Alienation. No benefit payable at any time under this Plari shall be subject in 

any m~er to alienation, s~le, transfer, assi~ent, pledge, attachment, or encumbrance of any· 

kind. 

93 Transfer-to Affiliate. If the Participant transfers employment from .the Company_to an · 

Affiliate, the Participant -shall not be deeine~ to have terminated -.. employment for any purp~se 

under this Plan . 

. 9.4 •. Exclusive Benefit. . The Plan shall be maintained for the exclusive benefit · of the 

_· . Participant and his benefici~es. 

9.5 Notice. The Company shall provide the Participant with reasonable notice of the 

. benefits available under this Plan. 

·. . __ • 9.6 Participant llights. In consideration of the Participant's continuing his emplof'IDent 

with the Company following ' his receipt of notice of eligibility to participate in ~is ·p1an, the 

Company intends to provide the Participant with . legally enforceable rights to his benefits in 

accordance with the terms of this Plan, subject to the -Company's. and Participant's rights to 

amend or terminate such benefits under Article 8. 
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9.7 Assignment to Successor. The Company shall assign its rights and obligations under 

this Plan to any successor organization resulting from a merger, acquisition or affiliation 

involving the Company, or resulting from a sale -of substantially all of the Company,s assets. 

Such an assignment shall not be considered to. be a termination of the Plan by the Company, or a 

termination of the_ Participant'-s employment if the Participant continues as an employee of the 

successor organization. 

9.8 • Applicable Law.· • The Plan and a11 rights hereunder shall be governed by and 

construed according to the· laws of Minnesota, except to the extent such laws are preempted by 

the laws of the United States of America 

BCBSM, INC. 

Human Resources Committee . 

. . 

Toe· Participant, by his signature-below, agrees that he no longer is entitled to ariy benefits under 
. . 

the Company's :Prior SERP, as described in Section 1.3 of this Plan, and that ·the benefits under · 

. fits he otheiwise might have earned under the Prior SERP. 

MARK BANKS, MD • 

BCBSM- 36337 
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THE NINTH ANNUAL {LARGEST NONPROFITS IN MINNESOTA 
Star"Jlule 

NoAprofts:Alook_bJrategories ________ ························•··························································· !:_ Social services R..,_ 
(mll.J 

.,.,. 
,c.t. b,._• .... ...... Thanks largely to capital campaigns, revenues at arts and culture nonprofits rose 

18.1 percent in 2003. Social services non1><ofits meanwhile, saw revenues decline 
4.4 percent. ·Health care revenues grew in double digits, Revenues rose at education 
nonprofrts although as a group they spent slightly more than they took in. 

Atts&cultu,. Health care Education Soci.loervk:N 

Avenge revenve change 18.1% 1.1..2% 7.7% -4.4% 
Avenge expense mlo (exp/rev) 99.2% 98.1% 100.7% 99.8% . 
Average percentage of menu• 62.0% 5.5% 17.6% 56.0% ln>m contributions, grants & elfb 
Median total compenutlon $268,430 $264,916 $210,948 $148,686 of top office 

Median total compensnlon of top 1.0% 0.5% officer as• JHtrcentage of r venue 

► Health care 
Cat. .... _ 

1 lheCr--4BJM 
SltletttofM~• 

2...,.. .. ..-
3....,._,. 
4Al ...... alttl,Sphffl 
5 ~KeetttlS.~ 
6-
7PwtaNJcoltirt~s.rvk-
8 St.. M.,,.-•JOvMb ewe 

... aftllSpt_. 
9-

10 uc .... MtnM:s..ta 

1-,,. pct. .. __ ..... 
di'- (mil.} -· 

SS.983.9 19.4" $5,853.8 

4.860.2 8.7 4 .533.9 93.3 
2 ,028.0 12.2 1,974.6 97 .4 
1 .645.8 5.7 1,512.0 91.9 
1,546.9 -1.7 1.487.1 
1.509.9 7.7 1 ,468.9 

897.7 20.8 883.9 
625.0 19.9 631.6 

96.1 
97.3 
98.5 

101.1 

589.9 8.8 581.5 98.6 
544.7 12.2 510.◄ 93.7 

11 ~~Health C.,. 453.2- 9.9 424.9 93.8 
439.1 101.8 1.2 c:...tne.re twp. 431:2 24.7 

13 CbAdrr.ft'a H..pM.• _, CINc:9 373. 7 9.9 
14 ~ ..... II S,wteM 265.4 7.9 
15 SLL.Mke'aH,os.pttatafDvlvUI 202.6 17.8 
16 Natt-a,IM.,,.,.DaiM,rPnic:,-. 120.2 7.0 

17 ==Milm• :u.B.1 26.6 

18 .......,_FacuJtyAHod.tea 
l.9 OlfflstedMt4calc...t.-
20 RWrpmw M.tkat c...i., 
21,-..w.nr~ 
22 Gblietu,CbJ.._ .. _ ... _ 
23 Aspe1tMedall8r941, 
24 ~M--.ic tt-

105.6 10.5 
89.5 12.2 
88.l 5 .0 

87 .6 4.5 
77.3 3 .0 

-39.0 
74.1 14.4 

354.8 94.9 
259.8 97.9 
202.0 99.7 
1.12.1 93.3 
101.3 85.S 

106.3 100.7 
112.8 92.6 
82.9 9-4.l. 

85.4 97.5 
n .2 93.4 

80.3 103.0 
68.0 9L7 

0.4% 

---pd.of 

M-nBankslaJ 

0.6% 

Total -Sl,001.496 

3.9'1. Oeris eon.,. 659,796 
0.9 Mal} Brainerd 1.039.244 
0.9 -Pel\rcil lb) 996.556 
0.6 Devid Pae• (c) 8.53.627 
N4 OiWid lltfonl (d) 649.450 
1 .8 O.W, WIIHnef' 734.899 
0.3 Pwwr P'at$011 816.814 

0 .4 lffi0t"1'Hanson 
0.0 . .....,,....,,_, 

ScattAnde,son(e) 
0.5 l~Ploosoo(f) 
1.9 NanGofdbloom(C) 
0 .5 BarryHatm(h) 

JohnSt.n:tnae 
Jeffr910Mtl 
..,...,LJ,d> 

16.9 OoNtd Jacobt II) 
0.1 NoelPeterson 
0.2 Robef\S'twens(Jl 

4 .7 OenBnr,-er 
1.3 _ .. ....._ 

0.0 Thomas Holst• 
0.5 EdwinMartinik. 

883,078 
360.11!6 

922.477 
685.887 
B37.364 
324.598 
410,469 
320,346 
258.59-4 

834.69"' 
329.275 
267.678 

375.•71 
457.888 

225,977 
732.869 

.... _ 
""' (ml.) 

t a.r..te,TwlnCftJn!Jntta4W., 
2 .t.nw-rtc..CwicerSocltrty 

MWrw-nt Dh1.._ ~~ 
3 LutheranSodals.ntceofMlrA. SS.5 
4$.ec:o,Mtf.,.....lH~ 
5 YMCA of MahopoMt• Mpti,.. 
6 CaitMlk:C1aafttla.flfU.. 

47.8 
392 

6.2ll 
·3.0 

-19.3 
3.9 
8.2 

102.0% 
56,4 10L3 

54.6 98.3 
46.l 96.5 
37.6 

ArcMlocn-e flf5t. hulA Mph,. 36.5 -5.7 • 34.2 
7 YMCA ef 8'9.tw SL hul 
8 Cev,apC....,_. 
9M-....taD,-...,...~ 

10 VohlntN,. r,I .-....., - .. -.. 

33.2 
32.1 

3 .8 
2.5 

32.4 -9.2 
31.2 10.9 

11 Nexu:a 29.1 ·Ll 
12 MMkat..~CeffllN 27.3 L7 
13 ~ R ..... c...natt.. . 2◄.9 -9.5 
14 ,.,,...,.._. ~ Oppo,t.., 24.6 --15 .. ...,.Act-.P'nic:r--lRc.. 
16 Utww.rtls.s.n+cnlllc.. 
17 0,,.,t ... , ,-,tnen 1M... 
18 ............ ,_ --.... 19 - ....., """'cn1u -·-20 P'NwtdanCMilc:e 

2◄.2 -2.3 
23.1 12.3· 
22.0 7.1 
21.3 ·11.1 

20.5 -0.3 

21 C-'>-SoclotJolM..._ 20.0 
22 RESOURCE Inc. 19.9 
23 hnnta In~ AcUon Me.. 18.6 
24 M...._.VaMeJAcUottCoundt 18.3 1L7 
25 e.thoAc C1'adUM al lM 18.0 -3.◄ 

DloenevfSLCIMHI 
26Mlnneapol .. Jwwbhf...,.._ 
27 D.ataC~lDc:: . 
28a.oo...11Jndustr1Nlftc./ 

17.8 -65.0 

C.Ws..b......._ 13.2 -&.7 
29 C.....nltyAdlollttlM_,. .... 12.5 ·1.7 

33.8 101..7 
31.8 97.1 
33.8 104.1 
31.2 100.0 

27 .3 93.6 
27.7 10L5 
24.8 99.5 
24.3 

24.2 100.2 
22.4 97.1 

94.0 
1~.2 

20.1 

20.0 1,:,0.6 
22.2 119.5 
18.2 99.6 
18.1 1.00.5 

23.3 130.7 
14.8 96.2 

12.9 97.9 
12.4 99.2 

lb) DI Nem, named Ffls~ and 

lcl James Sdwibel was named the 
new ex.ecul.._. drecl.or of Ramsfl'/ 
Aalon Pftl(rams in Oct. 2003 

CEO ol Mionasota [>;,,,el'$}filkf h:. fd) TN SaMJUon Army's c:urnnl ~ 
In""'"" 2003 ~ ~ tS Mafo, Daniel _ ... 

........ 
9-4.8'L JamesCoMlle 
91.2 JariAhn 

10.5 MatilPwtersonf•) 
96.2 R. ,.,.BJVMl 

KarokfMezlo)I. 

46.8 Fr.L.anys,,,,_,, 

12.0 lom Brinsko 
36.3 Enc St....,.. 

1.1 MatkO.N.w,(b) 
89.8 Mk:t'I.NtWllber 

Ll Jamel 0-Anpk> 
11.2 WilliemBldlett 
83.2 H<.ct>Pam,e, 

71.6 --

92.9 _, .... Clowff(cj 
1.2 ....,,.....,.. 

6.9 Jon"""'1>son 
69.3 Pwk:k~ 

W.Pal.AAeemanldl 

32.0 Donna - ..__ 
78.7 8ob Bettut• 
99.8 ~Dillon 
98.8 Johr\Woodwidil --
92.1 Joshua foplson t•J 

1.7 Kathleenl.ltMa, 

53.0 MlchaelWtrth-Oarrit.t. 
88.9 WYliamOa,,is 

SJOS,490 
228.997 

150,004 
99,330 

279.371 

75,109 
257,054 
241.739 
1-44,499 
142.470 

242,034 
97,538 

192.1!38 
9-4.416 

96.605 
148.686 
156.716 

86.2ti6 

80.353 

129,324 

151.427 
145.360 
175.697 

79.040 
117,437 

247 ,979 
164.2TT 

157.433 
134,072 

(e)The~~...-...asthe 
Mimeapolis Jewish ~don is 
dueloacompletedc~r 
~ capltal campai&II In 2002. 

Compensation comparison _ ~ 2 .... 

lotatcompe-nsation of the QfgBnaation"stop ----~f-----=~--1-" 

;~•~po=mage ~--;. ••• I •-•~ ·--,-r-,ldl :~ 
1 ,.. 3 i ~,' 9 ! "13 ~ 15 '17 '" 21 '23,.. 25 27 ! 29 • 2 4 8 l!I 10121415182022242678 

25 NcwUa CoURtrJ ~S.~ 
26 FJJYtPIMefMlnniuela 

63.5 9.9 
59.3 12.3 

60.8 9S.7 
57.3 96.6 

0.1 ~ttanko(k} 

0.0 -Solem 
35::1.445 • ......... . ......................... _ ............................. . ............... ................ .. . ........... . 
168.152 
239,983 
294,456 

27 DrnC.,. lnc.. 

28 ~~,._pltal 

29W....~t 
30 YoMrt .... ., ... rtc.. 

C..f.c:Hltln 

31 Wlnoaatfealllll 

32 ~_.::.iKomn 

58.2 3.8 
58.0 13.2 

55.5 -0.2 
55.0 ,--8.7 

1.5 
34 PwbrftvCttesC.._ 47.5 30.6 
35 8nM ttaac.a CJWc Ind H-,,+lal 46.6 65.1 
36 I.Wt)' F.Rly HaatUtc.are ....... 29.6 
37 Lakell-C-HeatthcMeC-,p. 43.0 · 8.3 
38 A~ c.,. Co,p.. 41.4 4 .8 
39 R-,lrYM.._. c.nt., 39.l 4.3 
40 Shel-. C~ All 31.8 14.8 

41 Laihewee4Hntth Syste,M 31.3 
42 Aece9alW. lpac.e 11\c.. 29.7 
43 M-,tal Bko4 C-t.n 29.6 
44 ~ H...rutc. .. AHo,;"1t 2(1,.2 

19.7 
11.2 
31.2 
17.3 

45 st. Jo,.eph .. AJ.•~S.rvlCM 27.2 20.7 
46 ~ Meck_, Cent., 25 .5 2.B 
47 Str,-C~~ct,. 22 .8 4.3 

0.5 
9 .2 

48 St.Tli.,...Mcwnalnc.. 22.5 

49 :::=.=-:,11• 

50c-.untt,.MeftliOIW -·-51M~.._... 
Re..ardlFOWl4a'Uon 

52 _., ..... _.,... 
53 UpPffMhhl9d.O,pn 
~ Orpnaat'- MC. 

22.3 

22.1 11.5 

20.3 
17.9 

0.4 
1..3 

54 ~CW.c...t.r-. 16.9 7.7 
55 ~Community 16.3 22.9 

HN,tta,&Nvi,MC..._.COfJII. 
56 St. Fnnch.......,C....t.r 

58Jone....,,..._R...w.nc. 
59 Pl.,... ,._, ........ _,, MN/SO 
60 ~ .. , Alflt..te4 MIit, 

f'flp~U.tM 

8 .8 
14.8 7.9 
13.8 -5.0 
13.6 -9.2 
8.8 

57.2 98.3 
53.3 

S9.4 107.l 
SJ.1 96.4 

51.3 97.6 
· 50.9 102.3 . 

126.9 
49.1 103.5 
45.9 98.5 
42.7 96.2 
40.5 94.3 
41.4 100.0 
38.2 97.6 
33.5 105.3 

29.9 95.6 
26.5 89.2 
24.8 83.8 
28.8 102.0 
25.9 
26.7 104.4 
22.0 96.9 
22.2 98.5 
20.7 93.1 

20.6 101.6 
98.5 

15.8 93.5 
15.5 

96.4 
14.3 96.6 
14.9 107.7 
1.5.7 115.3 

8 .6 98.3 

I•> e.ar..· ~ rd..ldsa be.H 
...,___...inatmnceemcd~ 
2002arldpe,i,dh2000,MdK
aum.ts-.o,,l,d~W>Centro4 
eamedb2000-200'1perioowwJ 

!e)Nrdef.,on-.c:o,r,penalkNi911dudea 

:=;n _,..,., 1. 2003 and paid 

(bJ~1·11~~indudes 
11J7.6851nnorwe11teddetffled 

- · 
(c) ~~~==~~~ 
(d) T,tto,c,-,r.meo~·sJ)'esi

=..._n,_,200J, MdCl.Oln~ 

!!:=~=~ uminp on 

{r)Plad&On-.compcnsetion"'1ck.ldel 
OC1ecred~• tionncrtpaidout. 

(l.lGokt>loom.•pedalridan..joneo 
Chldre-n"1on.16'1. t.200J. H'.1com, 
pe,nsationfnc.::tudHSOfM..C~ 
a,n(Jtf)loca1k,n~ 

(h)>Wm~nedlnOoc. 7002. IWe
~onbe-pns.en,i'rtaaPrt~ 
oeirt ena CEO ol Benedictlsw He&Jlh 
SynemonAprll . 2003. 

(I) A~ of.lacobt:• compennbOn is 
"om wor1I a, • phylkian 

UJSt~ilcompfflsat.edUVOU&J\ 
f.l~tw.nhMcrnlSen-iclslnc. 

NA Robef\Dahl 
0.0 Jeffr&yRot>eirtson 

0 .3 L)'ln.StarkCMCtl (1) 

O\ariasGould(m) 

NA RachelttJSctiula: 
0 .8 

33.7 lhomas KifCston 
0 .6 FaUh Ueki.in 
0.1 OanMc:Cormk:tl 
0.6 cartYNeene,.(n) 

r-uMehl 

~ :: =~=Of 

1.4 

2.0 

Bn,ceKaM 

TmRice 
S. VandefSd\M!lt 

1.8 P'euw)acobson(o} 

0.0 RichanSSs>)tlalstd 
0.1 JohnRaujp) 
0.6 BamaraRDO& 

Oimdttaceo 

161.625 

1B2,01B 
167,804 

267.117 
720.532 
262.715 
228.,393 
273.990 
268.569 
190,723 
224 ,032 

231 ,000 
259.709 
324.964 
169.730 
236.688 
191.475 

NA 
104.998 
151.015 

133.284 

Paul Pentef (q) 200.867 

0.0 Sb. Jean Juenemann 139.835 
1 . 7 Susan Gl,ldetson 241.399 

8.5 Paul Miketson 135.204 
0 .6 118.758 

D.5 Dwid Ne-Ison 1'1 259.007 
0.7 HeJen Frampton 213.275 
4.5 Sharon&enn, 257.510 

56.2 Sarah Stoesz 166.172 
o.o can Ander$On 73.926 

OiJ~tedthrOUC,,NorthCOUl"llly 
Mana.ce,nenttnc. 

(1) ~~J~UnaboonMJl. 

""'~~~:.=~ 0-.C 

tn)~He~~=-lhfDUlh 

lo)Pe1MJ&cob1onl:Soompot'11&\ed 
thfOUCh Cathok Heem WtintM-s. 

{p) Strwens~tyMeoc.a,Ccn~ 

~ -~ a&rttmf'f'lt-.wif, 

IQ) ~ ts componsatN mrouc,, 
Htnntpin~As.soctetH. 

It) ::=cis~.,.::e~ 

► Other 1-,ll t}fb,M 
pct..[xpene,ee £.Ip. pct.of 

1Auokrl~•~ .. hen 
'2 ~fof■,.•rk,c.. 

J~,M~~~-
& Ytwt.n AHoelatJor, 

""'-= 

cht. (mil.) rwtJo• rwvenue Top offtce 

$49.2 
24.0 

8 .3 
8. 7 

o .... 
56.5 

G<ecOrtale 
P9tllf'Benson 

S.169.8.21 

l•I Comc,,rnsS\m un.wai~: as an etfi.latt r,t Y'le llCA Al.CSburJ. For•-• Js not~ ID tie a 990 o, cSsdo~ compensation 

► Education ..,,. 
pct. ........ 

rk. O,canlutkM (mR.) ·"' (mR.) 

........ 
sn,

hp. pct.of 
,.tte• rwwtN 1., ..... 

l IJnt-tar-tlty of st. nto- S 197.1 0.3% S189.0 95.9"-
7!>.6 

110.1 
110.2 

89.6 
88.8 

2 ScktanhlpAmwk:a 165.2 -8.0 124.9 
3 C..JtJbftCollep 97.0 460.0 106.8 
4 5t. Obi CeUep 
5c-....c-,..c..,,. 
6TheeottepofSM'llc.thertn. 
7&.lhell.Jnh-.nlty 
Bliaffllln.i.-tr.i,tty 

95.1 -12.4 104.8 
89.0 36.6 79.8 
77 .2 17.8 68.6 
75.3 o .9 11 .8 103.4 

9 s,. ,.,.,. i.ww,-n, 
10 eo»ecaofSalfft~ 

73.2 
72.0 29.4 
65.4 11.5 

11 SL Mary"a UrllY.,.lty v,f M_.........■ 56.4 0 .3 
12 AUOb91-i: Con.p 54.8 1 .1 
13 Cell-C- of SL Sc......,_lca 52.0 9.5 
14 ~A~Coltec• 48.9 -32.1 
15 MacalNter Cotkc■ 47.9 ·24.2 
16 NDrlJnrwNteM Coaec• 44.1 4 .9 
17 Cenconh Unh-ei,llJ 38.3 14.1 
18 Endl School 28.3 18.0 
19 a, .... 5dtool, 'TM 25:1 -5.2 
20 Dunwoo4yCon.pofT~ 24.1 46.7 

70.4 96.2 
54.l 75.1 
56.8 87.0 

52.6 93.2 

: :! . 1~:~ 
75.8 155.0 
84.6 176.6 
41.7 94.5 
34.6 90.6 
25.7 90.6 
28.7 114.5 
21.7 90.l 

95.4 Wlfiarn Nelsen 
22.0 Rot>ertOderlJr. 
15.4 C.ThomfonJe(aJ 

9.0 PaulOovre(b) 

• Andreol.M. tt1Mlcl 
1.1.7 Geof&•6Nshabet 
13.8 lanyOsnutd) 
17.8 Dietrich Reinhart l•I 
17.7 Mar)'l)'OflS 

16.7 Louis DelhOmas:k 
15.l W\Aiamframe 
22.1 LanyGoodwn 
12.7 Dennis Johnson ff) 

~::~ ~ ~=n Jr. le) 

14.1 Rober1Holstfh) 
15.6 Samuel Satas 
19.5 JohnGulla 
NA C." BenWriCJ,t 

S125.86S 
197.449 
419,640 
230,943 
212.7.CS 

NA 

214.294 
397,324 

205.969 
209.151 
223.704 
i.85.089 
363.117 
159,502 
125,973 
281.058 
361,722 
149.789 

21=.!:'::"'and 
21.8 23.4 20.5 94 .0 21.0 Pemeta Clar11e 269.019 

22 WU... MIich■ Coh,p of law 
23 Nort-..1:■m ....»th Sen1c:ff ,..,,_., 

21.0 0.2 
20.1 

20.2 96.0 5.7 Harry HaynS'llltOrth fij) 24-4.556 
20.6 102.l Nfred lralna 198,120 

24 Amark.-1~ ,,, ... ...too 18.8 
25 Minn-pohc.nop.tA,\ 

17.3 92 .0 catherineRydell 341.912 

MdDnlo, 
26 Nortll Cwm.! ~J 
27e.th--,l.Mth■fWICotleC• . ........,, . 
28 en.w..c.a.,. 
29 M...tt■llaM..,., 

Nvt-: 
fe) Thomtome·s c:omperu.e1ion 

lnducles•housirCabowance. 
{bJ 0cM-. ,.tlntd on June 30. 1999. 

ntlumed as Interim Pre1 from 
Jut, 1. 2003 1D Juty 15, 2004. 
Or.PamotaJor~Dlhe,ww 
pn,sklent. 

tel A& a member of• niJriC>ot.ls ont.r 
Sisl8f.An1rnLM'scompens.a
Uon1s.paidtohefOtdef. 

18.1 12.1 103.2 13.l Michael O"KHfe 2n.a23 
16.5 14.8 . 89.9 13.9 Gordon AndeBOO 121.325 

15.2 
13.6 
13.5 

-5.3 
3.3 
1.8 

16.4 108.2 37.1 Dan Brus, (kl 46,870 
13.5 99.3 NA Gary Beoec1ct 127.687 
1.3.0 96.3 9.3 Johrl fre~rom 127.185 

(d) Ham.-.. named Lhia Hanson 
newf)l'1tsbtnllnftovemb,ef. 

I• } Sl.John'sisnolrwQVintdtoNe 
a 990. ancJ does not Oisdose 
c,,mponHllon 

If) = ~=~-:'m:•si-
Peteoon tOCM OWi' fl Juty 2003. 

(&} McPherson let\ MacalHter In • 
June2003toMCDmepresldent 
oftht Spencet"Found.ltionln 
Chlao&o 

fh) Holsf.scompensnUonlnctudes 
$20,000 In hou~ elowance 

(I) ~·s compensation i& 
fofllmonths. AlenEasleywu 
named preskSenl anddeao on 
My 1 . 2004. 

ij)YNt.amMnctlel,esufts••for 
anll-monthperiod. 

lkl Bn.rss was in~ed e.s JJF"l
dent on March 29. 2003. 

Compensation comparison ~ 2-"" 

Total compensation or the organization's top-~-----~--~ 1---~~'-" :~-;;:::;:;,1,1' ••• "i .. •Ii_• lb ' 1,.11 :: 
l l : 5 7 9 11 : 13 : 15 I 17 --T· 19 : 21 ff : 25 27 : 29 

2 4 6 s 10 i2 i4 1e u 20 22 24 26 ie 

7 ,..._ t•la 1"'1tblc T■~ 24.4 3.8 
8 M.,.,._,.. Otc"'"b_, Auoct.Uen 22.9 34.2 
9 W.kwArtC-tw 17.5 

10 o,.,_, C..-ter fvt tM 
hrf'Dffll"CArb 

11 SL P..t Chtftber Orct.e.tra Society B..1 
1.2 TIMatt.U,,..f 6.9 --

. •14.l 
19.5 

•U.6 
-70.3 

24.5 100.5 
31.2 136.l 

98.1 
101.7 

17.l 

11.2 137.6 
6.9 

,., =~ ~=! ~ 
MedieG,~.,..c,from1U11NIU.w 
~ .._ total 2003 

~~~ontromMPR....s 

lb) h-tenon.'11tii,.d.,ornSdeoco 
Mu:se,,.r,ir,200J\oMC0nWPfHi
def1tof(iust..-usNJdphus. [ri( 
J:;.'ty bee..,. iweaJoent ~ 2003. 

88.2 Jim Papanri 215,696 
59.5 ~ H),.Jop (c) 333.564 
89.5 ~ talbreich 374,341 

OiMd~lC.an(d) 237.800 

""""Coppoct, 248.832 
0 

le> ttyslop '11tlrl!d in o.:tobef 2003. 
lor')'Wbodc:octil.$~,-=:::::--o:. ,._sat■ ~ 

(d1 ~~'!:"~~ano~at 
0-



•• • Sunday, ~ .cembe! ).~ .• 2oro.. 

THE EIGHTH ANNUAL 
Star"ll:ule 

Nonprofits:. A· 1.ook by ~tegories: ► Social smvlces ... . .... 

• •= 1: ·-~ a:: 5:: ,i·~c~:C:::'?i~~$ 
1 C,aetorTWW'ICitie:sUnitedWoy i 79~0 ·:10.Qi lSS.8- J08.6~ 97.11'· ~CoMlie. • S.318,.t20:. 

~ ==Mmesota ~ :.: t~~~ : :: !~:~. 7~:: ~~:son -~ ·:~ ~f~i 
MdwntDYisionhe. 
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_ _-•11.1% . •3.0% olSlP ... &M- • • 5.3% 7 'IMCAolMotropoi<MM"- · 36.~ ·5.3 3J.5_10:i.• : .:1s.1 . ...,..,.._.,. ·282~·-

95.8% 115.9% 8 Mt'lneSOtaOiw:nlredh:tustriesK. 35.7 -8.5 35.6. 99.7 . 0.9 l.JoydSrdlndlaf 296.128 
9 \'MC4olGl....;.su>..i - Ji.o 9:S J1.e 99.S 15.3 . rome,nsi.o 2.U.558· 

. .--,-..,tac.o1,- !_0~~~-- 31.9 ·- ··• ·a · _ _ 29.o · -90.9 "" ·- · -£n:s.....,,,r4· 1-12.669 • • 

· ·11.-.~•111ta .. ~'n'· 55.9"/4 ·- · 62.8% - 20.0% g :: .... S<)/,.,,.,.,. . ...,,_,,._ ;!i !:!: ;:t •1::~ • 9~:~ == ~:~· . . 
~~~-· .~m..$~~~ .. JmJoi • $201,531 !! ==..,_ ~~:~ ~~. ~~:~--~::~ ~~:! ~~ ·~~:= 

---- • --~alto; • ~-~~.~~!~=~~;t-!!;~=-·~=--~::· :~ •• ~~ -~~~ 
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► Health care 
,...,.. · . . 1·e·::.~Oppo,-1unJty : 20 ·9.• 24:3· · 99.9 ::112.s -..,.«ir , • 93.3\12 

1.,.. tJlb 19 .......,eou,;,yC<JmmunJty 24.0 1s.9 n .. 5 • . 91.9 : 90.3 Pa1rdMcf-.. 86.ooo 
°"'- • ........, pct. U....:-ui--•pct. · ,_ ActionPYogromh:. 
,_ - .(di ~ (ml.I • ,_ . ... , .... -Tao"""- ...,..,. • 20 s»,aticnArmyTwnQl;e.Plogomfund 21·.S -19.l 19.1 ... _.9Q.3 e·.)19.6 :.~i;.tt .•.. . .. ~.~1 

~- :;,~~ofMM. $~:~::· 2!:~% ':::!!:~-~~~::%. ~ .S ~~~I- 3:~::~:-_ .;~ :=~K_ _ ~~:~ . . t:~· 
- 3 _,;.._. 1.806.7 • 12.9 1.774.6 98.2 Mo,y8'-dtbl 962.894 23 °"""'1MYPannetslnc. • 20'.6 6.5 • 
4··f--S.,..- 1.623.• 5.6 l.592.7 98.1 NA Oa..:tPag•(cl . . 811.~Jl.8 _ i .•_Pu, • .i.rso-.,;;,e 1~.6 •• 3.2 ' 
s. ~ ....... ,,sys11m • 1.556.4 -6.♦ • l.450.3 93,Y 1.0 • Rd\a•dP<!t,,gl(dl 167.431 25 o,ac)en·sHomeSocie<),ofiionnesota • 20.0 ·11.3 
6 Medea 1.401 .8 17.S 1.378.0 98.3 JantR"""""l•I 111.389 26 C.1ho0c0iariliesoflhellioot,e 18.6 2.5 
7 PatkNlcoleiHull:h~ 743.0 10.S 755.2 101.7 2.• OavidWes.SOC, 788,520 otSlOood" 

• • 8 Heal!fbst :· •• · - · • 542.1 . H :s • S3l .5 . 99.l 0 .6 Tm""'7H.-,,on 551.660 · 21 Mmesot.ValeyAaioneo..rdh:. 16.4 
11 S\.Marfs/tUJlhCncHeaMs,.-n 521.1 8.5 sos.a 91.1 o .3 ""'"'""''°" 162.935 20 0..<>1aCornn-..cwe>hc. 
19 UCar•- • . 485.3 .19.2 .. . . . 478.1 98.5 ... _o.o - · Nanq,F...,..., ... ~~5,389 . • 29 Good,,'ah<\lslriesO.C/ . 

15.3 -1.6 

20.8 95.7 . 01.• llob&rut< 131,48S 
20.4 . 99.2 ~ l.i . 1""l,;n. _1~s~· 
1'9.e ';96.• • 4.o .1,n n-.on..,son 140.7115 
20.6 100.0. 99.8 - Gal-· • : 130.1- • 
17.6 87.9 .. 34.0 DomaW>l!D'en""C 124.231 
10.6_ ?9.9 31.5 . s,.....,_ 113.00II 

16.:l • 99.3 •• 98.l • Jot-n'Wooit,.;c,. ' • • 75.390 
1◄ .5 94.7 1.6· . KafleenleMiJ NA 
U .6. . 87.J .. ·. ss.11 .~Wl1!>0avis .•. J.~7.S-4,2. 

i1 HorVIMffl>orialHeollhC..• 412.4 11.1 393.6 · ·gs.• 0.2 Scon Ande<son 764.220 .• •• Eastei Seal>Mmosou, • 
12 Cen!,.c.,~c:.:;.,. 345.1 , .3 _ 366.2 105.9 . . 0.5 ..,,,.F,_,.,-.lff 633.~09 JO eomm ... ityAaiono<Mme..,.os 12.1 '19.1· • 12.1'" 100.3 • ,rr.9 -.o.,,s 1~375 
13 Qti-i,n••-andthcs

0 340.2 .12.9 328.5 % .6 ··0.2· &ockN<t,onlg) 361.449. ~!'~_!:'~lo<Pride>,I.M,gnc.:; .- 11.6···- Jl.S :.: .. _10.2 . • _ 86.0 ... ••.9 . . ~Sd>ebetf<I .. . ~ . 

14 8entdctroeHtal!t\S,S,crn 245.9 .6.3 237.l 96..4 0.4 6¥,y-~ 324.598 - . . .. 
15 St.Wi.e'sHospiufc:AD.A.nn 171.9 19.5 168.7 98.1 o.i JotnStriln(~ Jtl.o48 t•)Mar1o.deH~ay•as~newpres...octCEOi"IMay200J . . ~)~r':5~.in~~l~~-~ .l?Yformer_ . . 

!~ ::.,~~~-..,..:,, . . !;;:~ !:~ .:~:~ .:~; · .. ~:~ =~ ~r~ jbJC:OO,ag,Ct<ltt<<han(edAsf,-~a<IDs,.,th'"'.'~-· PPl.headS_C,..,,,._ 

• 18. llem«,nFaa.<tyAs.sociate, 95.6 4.1 97.6 102.I 17.8 Oonal<l-"<d»II 526.389 c. 

~~=c;.,~s..vus • •• ~:! -1i~ ~:~ -:~:! ~: ~ =~• . ~::~: . ► Educatlo!1 1-ru -=-· 
21 -- 83.9 16.5 89.4 106 •. 5 _- ·;;:, Elen&.,..{} 169.255 . c.,_ R_,.. pd. c___, ~ •pct. l-
22·.00m1,0Me<>c.a1eemr. . · 19.1 20.6 76.3 , 95.7 0 .0 NoelPete<Sonpa • 285.352 .-_,_.,.._ _______ _ 1_..__l __ ctc. __ J_"'.°-I ,_. .,_. 1•- -
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. ► Arts & culture - · 
·· 1..,.;; -

CaL ff.....,. pd. E...,.. E.,..,.. •pct. . T.W-
fcj~~~ni.drsSM.Mlf!n::n,w~ l"'l=~a,ip,e,.ArtdCE0o.AA1. 2003toc,u,-. 
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THE CHRONICLE OF PHILANTHROPY 
MANAGING 

From the issue dated September 29, 2005 

Executive Compensation Survey 

~'"' '> ~ ,h b 4 l'vie,A , c. <, I (c...., t,-r) 
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Organization Fiscal ~ear 
Official Compensation Organization income Category end 

Saleh Shenaq, 
Baylor College Hospitals 

Professor and 
Chief, Division $2,486,767 of Medicine 

. $949,033,942 
and 

6/30/2003 
of Plastic • (Houston) 

Medical 

Surgery 
Centers . 

. Michael A. NewYork- Hospitals 

Berman, Hospital $1,959,443 Presbyterian $2,063,3 I 9,948 
and 

12/31/2002 
Medical 

Director Hospital• Centers 

Delos Cosgrove, 
Chairm~n, Cleveland . Hospitals 
Department of $1,753,245 Clinic $3,044,230,282 and 

12/31/2002 Thoracic .and • 
Foundation • 

Medical 
Cardiovascular Centers 
Surgery 

Memorial Hospitals 
Harold Varmus, 

$1,693,710 
Sloan-Kettering 

$1,391,689,000 
and 

12/31/2003 
·President Cancer Center • Medical 

{New York) Centers 

Floyd D. Loop, Cleveland Hospitals 

. · Chief Executive $1,682,829 Clinic $3,044,230,282 
and 

12/31/2002 
Officer Foundation 

. Medical 
Centers 

Murray·F, 
. Brennan, Memorial Hospitals • 
Chairman and • 

$1,498,797 
Sloan-Kettering 

$1,391, 6,89, 000 
and 

12/3 I/2003 Attending, Canc·er Center 
. 

Medical 
Department of (New York) Centers 
Surgery 

NewYork- Hospitals 
Herbert Pardes, 

$1,260,348 Presbyterian $2,063,319,948 . and .12/Jl/2002 
-President 

Hospital* 
Medical 
Centers . 

. . 
Hospitals Baxlor College 

Peter G: Traber; 
$1,230,769 of Medicine • $949,0)3,942 

and 
6/30/2003 President 

(Houston) 
Medical 
Centers 

Robert .. Mount Sinai Hospitals 
Wertheim, Senior Medical and 

Related Articles 

Pav Raises for Charity 
Le_aders Keep Pace 
With Inflation (9/29/2005) 

How the Chronicle 
Conducted lts Annual 
Survey of Pay at Big 
Nonprofit Groups 
(9/~9/2005) 

Related Charts 

Employees Who · 
Earned More Than 
Their Organization's 
Chief Executive 
Organization · 
(9/29/2005) 

Bonuses Earned by 
ToR Executives in 
2004 (9/29/2005) 

Groups That Reported 
. .Sl 00,000 or More in 

Fringe Benefits for • 
Top Executives 
(9/29/2005) 

2004 Survey 

http://www.philanthropy.com/premium/stats/salary/2005/results.php?searchTerms[keyword... 3/9/2006 
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Vice President, Cente/ (New Medical 
Business $997,392 York) $950,421,376 Centers 12/31/2002 
Development 

James Mandell, Children's Hospitals 

Chief Executive $823,680 Hospital $785,476,768 
and 

9/30/2002 
Officer Bostori 

. Medical 
Centers 

James Herndon, 
Chairman, Partners Hospitals 
Partners 

$731,512 
HealthCare 

$4,56 I, 190,000 
and 

9/30/2003 
. Department of System • Medical 
Orthopaedic (Boston) Centers 
Surgery 

Dana-Farber 
Hospitals 

Edward Benz Jr.~ 
$677,056 -Cancer Institute $328,413,883 

and 
9/30/2002 

President Medical 
(Boston) 

Centers 

Michael B. 
Mayo Hospitals 
foundation • and 

Wood, Vice $654,669 
(Rochester, 

$4,860, I 00,000 
Medical 

12/31/2003 
President 

Minn.) Centers 

Sandra Fenwick, Children's Hospitals 

Chief Operating $599,040 Hospital $785,476,768 
and 

9/30/2002 
Officer Boston 

. Medical 
Centers 

James M. Children's Hospitals 

Anderson, Chief . $592,580 
Hospital 

$876,483,377 
and 

6/30/2003 
Medical Center Medical 

Executive Officer 
(Cincinnati) Centers 

Mayo Hospitals 
Denis H. Cortese, Foundation • and 
President 

$563,296 
(Rochester, 

$4,860,100,000 
Medical 

12/31/2003 

Minn.) - Centers 

Twee Do, 
Children's Hospitals 

Assistant 
Professor, $562,820 

Hospital 
$876,483~377 

and. 
6/30/2003 

Medical Center Medical 
Pediatric 

(Cincinnati) . Centers 
Orthopaedics 

. James J. 
Partners Hospitals 
HealthCare and Mongan, Chief $537,500 
System • $4,561,190,000 

Medical 
9/30/2003 

Executive Officer 
(Boston) Centers 

Lee M. Nadler, 
Hospitals 

Senior Vice Dana-Farber 
President, $531,785 Cancer Institute $328,413,883 

and 
9/30/2002 

Experimental (Boston) 
Medical · 

Medicine · 
Centers 

/ 

, .. American 
Lebanese 

Larry E. Kun, 
~ Syrian . 

Hospitals 
Associated 

Chainna~ 
$459,887 Charities/St. $450,835,000 

and 
6/30/2003 Radiation 

Jude Children's 
Medical 

Oncology 
Research 

Centers 

Hos12ital 
(Memphis) 

http://www.philanthropy.com/premium/stats/salary/2005/results.php?searchTerms(keyword... 3/9/2006 
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Theodore 
Krontiris, Hospitals 
Executive Vice City ofHoQe 

. and 
President, 

$455,384 
(Duarte, ·calif.) 

$411,579,849 
Medical 

9/30/2003 

Medical and Centers 
Scientific Affairs 

Mount Sinai Hospitals 
Kenneth I. Berns, Medical and 
Chief Executive $454,072 

Center• (New 
$950,421,376 

Medical 
12/31/2002 

Officer 
York) Centers 

Donna W. 
Children's Hospitals 

Hyland, Chief $409,000 
Healthcare of 

$25,510,487 and 
12/31/2002 Atlanta Medical 

Financial Officer 
Foundation • Centers 

American 
Lebanese I 

. Richard C. Svrian 
Hospitals 

Shadyac, Associated 
Nation~l $384,371 Charities/St. $450,835,000 

and 
6/30/2003 

Executive Jude Children's 
Medical 

Director Research 
Centers 

HosQital 
(Memphis) 

Peter F. Shriners _Hospitals 
Armstrong, 

$377,759 
HosQitals for 

$1,309,338,000 and 
12/31/2003 

Headquarters Children 
. 

Medical 
Director (Tampa, Fla.) Centers 

Eugene A. Hayes 
Children's Hospitals 
Healthcare of .and III, President, $250,131 Atlanta $25,510,487 

Medical 
12/31/2002 

Foundation 
Foundation 

. 
Centers 

Lewis K. Molnar, 
Shriners Hospitals · 
Hos12itals for and Chief Operating $247,552 
Children 

. $1,309,338,000 
Medical 

. 12/31/2003 
Officer 

{Tampa, Fla.) Centers 

Jonathan M. .....____, 

Ulsh, .President, Oregon Health Hospitals 
Oregon Health & 

$234,831 
& Science 

$30, 708,4 I 2 and 
Science University • .Medical 

6/30/2003 

University (Portland) Centers . . 
• Foundation 

Michael Hospitals 

. Friedman, Chief $198,077 City of Hope* $411,579;849 
and 

9/30/2003 
Executive Officer (Duarte, Calif.). Medical 

Centers 

Barbara Oregon Health Hospitals 
Mahoney, Senior 

$151,122 
& Science 

$30,708,412 and 
Vice President of University 

. 
Medical 6/30/2003 

. beveJopment (Portland) Centers 

•. An asterisk indicates that there is a footnote related to the data, which can· be viewed by 

clickin&. on the organization name. 

. . 

« start I < previous 11 - 30 of 30 listings (Show all) I next> 1 end» · 
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MANAGING 
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« start I< previous 11 - 25 of 38 listings (Show all) I next> I end» 

Organization Eiscal tear 
Official Compensation Organization income . Category end 

John H. Graham American 
IV, Chief 

$603,950 
Diabetes 

$191,492,540 
Health 

6/30/2003 
Executive Association 

. Charities 
Officer (Alexandria, Va.) 

Juvenile Diabetes 
Peter Van Etten, Research 

Health Chief Executive $483,000 Foundation $136,741,145 6/30/2003 
Officer Intematiorial• 

Charities 

(New York) 

Robert J. Beall, C):'.stic Fibrosis 
Health Chief Executive $465,107 Foundation 

. 
$152,231,009 12/31/2003 

Officer (Bethesda, Md.) 
Charities 

John R. Seffrin, American Cancer Health . Chief Executive $465,000 
Society• (Atlanta) 

$857,495,000 
Charities 

8/31/2003 
Officer · 

March of Dimes · 

Jennifer Howse, 
Birth Defects 

Health.. $44J;263 Foundation • $207,586,912 12/31/2003 President 
(White Plains, 

Charities 

N.Y.) 

James E. 
Easter Seals• Health Wil1iams Jr., $388,600 $698,93i,800 8/31/2003 

President · (Chicago) Charities 

M. Cass American Heart 
Wheeler, Chief 

$381,165 Association • $503,037,949 
Health 

6/30/2003 • Executive 
(Dallas) 

Charities 
Officer 

Hannon J~ Eyre, American Cancer Health Chief Medical . $372,000 
Society• (Atlanta)_ 

$857,495,000 Charities 8/31/2003 
Officer 

Muscular 
Robert Ross, . 

$365,000 
D):'.stro11h:Y 

$193,138;702 Health 
3/31/2004 PresiQent Association • Charities 

(Tucson) 

Michael 
Weamer, American Heart 
Executive Vice Association 

. 
Health 

With Inflation (9/29/2005) 

How the Chronicle 
Conducted Its Annual 
Survey ofPav at Big 
Non profit · Groq~ 
(9/29/2005) 

Related Charts 

Employees Who 
Earned More Than . 
Their Organization1s 
Chief Executive 
Organization 
(9/29/2005) 

Bonuses Earned bv 
Top Executives in 
2004 (9/29/2005) 

Groups That Reported 
$100:000 or More in 
Fringe Benefits for 
Top Executives 
(9/29/2005) 

2004 Survey 

http://www.philanthropy.com/premium/stats/salary/2005/results.php?searchTerms[keyword... 3/9/2006 
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President, (Dallas) Charities 
Heritage $364,730 $503,037,949 6/30/2003 
Affiliate 

Planned 

Gloria A. Feldt, 
Parenthood 

Health 
$363,426 Federation of $766,600,000 6/30/2003 

President 
America• {New 

Charities 

York) 

Juvenile Diabetes 
Robert Research 
Goldstein, Vice $347,300 Foundation $136,741,145 

Health 
6/30/2003 

President of 
International• 

Charities 
Research 

(New York) 

C. Richard Cxstic Fibrosis 
Mattingly, • $337,402 Foundation 

. $152,231,009 
Health 

12/31/2003 
Executive Vice 

(Bethesda, Md.) 
Charities 

President 
I 

American 
Marilyn Gentry, 

$337,307 
Institute for 

$33,085,389 
Health 

9/30/2003 :President Cancer Research• Charities 
(Washington) 

Caroline American 
Stevens, Chief . $335,851 

Diabetes 
$191,492,540 

Health 
6/30/2003 

Operating Association • Charities 
Officer (Alexandria, Va.) 

John Davis, National Kidnex 
Health 

Chief Executive $329,164 Foundation 
. $56,639,742 6/30/2003 

Officer (New York) 
Charities 

Michael J. 
National Multigle 

Health 
$307,115 Sclerosis Societ):'. • $168,270,558 9/30/2003 • Dugan, President 

(New York) 
Charities 

Michael Faenza, 
National Mental 
Health Health 

Chief Executive $306,727 
Association • $148,760,320 

Charities 
12/31/2003 

Officer 
(Alexandria, Va.) 

Leukemia& 
Dwayne Howell, 

. $296,156 
Lxmghoma 

$163,156,931 Health 
6/30/2003 

President Society• (White Charities 
Plains, N.Y.) 

Donald E. 
Jackson, Chief 

$294,200 Easter Seals• $698,932,800 
Health 

8/31/2003 
Operating (Chicago) Charities 
Officer 

G~rald • Muscular 
Weinberg, 

$290,000 
Dystrogh)'. 

$193,138,702 
Health 

3/31/2004 Oirector, Field • Association • Charities 
Orgariizatiort (Tucson) 

JohnL American Lung 
Kirkwood, Chief 

$283,880 Association • $164,616,000 
Health 

6/30/2003 Executi~e Charities 
·officer (New York) 

March of Dimes 
Jane E. Massey, 

$280,184 Birth Defects . $207,586,912 12/31/2003 

Executive Vice Foundation 
. 

Health 

http://www.philanthropy.com/premium/stats/salary/2005/results.php?searchTerms[keywotd... 3/9/2006 



President (White Plains, Charities 
N.Y.) 

Joseph Bergen, American Lung 
Health 

Chief Operating $234,706 Association • $164;616,000 6/30/2003 
Officer (New York) 

Charities 

Kelly B. American 
Browning, $234,634 

Institute for 
$33,085,389 

Health 
9/30/2003 

Executive Vice 
• . 

Charities Cancer Research 
President (Washington) 

• An asterisk indicates that there is a footnote related to .the data, which can be viewed by 
clicking on the organization name. 

« start ( < previous I 1 - 25 of 38 listings (Show_ all) I next > I end » 

SOME TIPS ON SEARCHING 

. Y oti may enter words or phrases that you want to find in the keyword search box. This 
query will look for the exact word(s) within the following fields in this database: 

• Names of organizations · 

• Cities 
• -• States 

• Categories 

• Unlike some search engines, this one does not accommodate Boolean terms to search for 
words in separate.categories. For example, if you enter the search-string "California and 
arts" in the keyword box, the search engine will not produce a list of arts organizations in 

-California. • 

. . . . 

http://www.philanthropy.com/premium/stats/salary/2005/results.php?searchTerms[keyword... 3/9/2006-



THE CHRONICLE OF PHILANTHROPY 

• _:,,, _http://www. philanthropy .com/premium/articles/v l 7/i24/24005401.htm 

How the Chronicle Conducted Its Annual_Survey of Pay at Big 
Nonprofit Groups 

By Leah Kerkman 

The Chronicle_'s 13th annual salary survey examines what the nation's largest nonprofit organizations 
pay their top officials. This year's-survey gathered d_ata from 313 charities and foundations. 

• The organizations asked to partici_pate in the survey are those that ranked highest in their categories on 
the 2004 Philanthropy 400, The Chronicle's annual list of the charities that raise the most money from _ 
private sources. 

Several charities that were not included on last year's Philanthropy 400 were also asked to provide 
information because, in some categories, only a handful of organizations_raised enough to _make the list. 

For example, only 12 environmental and animal-welfare groups were large enough for inclusion on last 
year's Philanthropy 400, while 15 such groups were included in this year's salary survey. Charities added 
to this year's compensation survey were those that raised the next-highest amounts after those included 
in the 400 list. -

_ In addition, The Chronicle requested compensation figures for the 50 wealthiest private foundations as 
-determined by The Chronicle's annual survey of grant makers. The 20 wealthiest operating foundations 
according to the records of the Foundation Center, in New York, and the 15 community foundations that 
raised the most last year according to rankings by the Columbus Foundation, in Ohio, were also asked-to __ 
participate in this year's salary survey. 

Officials at all of the nonprofit organi2qtions were asked to fill out a survey and provide supporting 
information from their Forms 990 or, for operating and private foundations, Forms 990-PF, • 
informational tax returns that charities and foundations are required to file with the Internal Revenue 
Service each year. _ • • 

Nonprofit organizations are· required to tell the IRS about the compensation provided-· to their directors, _ -
trustees, and key officials and their five highest-paid officials. 

The organizations in the survey were asked to provide information for the 2004 fiscal year -- or, if their 
fiscal years ended in January, February, or March, for 2005. 

Some 20 I organizations provided breakdoWns for compensation; benefits, and expenses for top officials 
or verified information The Chronicle culled from the organizations' informational tax returns. The 
remaining organizations simply provided their annual tax returns to The Chronicle. 

Top Officials 

\ The survey sought information about each organization's chief executive and the employee other than 

-http://www.philanthropy.com/pcgi2-~in/printable.cgi?article==http://www.philanthropy.co... • 3/10/2006 
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the chief executive whose compensation was the highest. The Chronicle also asked organizations to 
provide information about the employee whose regular compensation was the highest at the 
organization, and not inflated by a one-time payment, such as a severance or pension payout. 

Seventy-seven organizations in the survey received permission from the Internal Revenue Service to 
delay fili11g their informational tax returns for the _2004 or 2005 fiscal year. 

However, 38 of those organizations provided their most current compensation information. Figures 
provided for the other 39 groups were based on either 2003 or 2004 data. 

To determine the highest paid official other than the top executive at the organizations surveyed, The 
Chronicle added together compensation, benefits, and expenses figures to decide whose entire 
compensation package was worth the most. · 

Reporting Requirements 

Three religious groups -- the Catholic Foreign Mission Society of America (Maryknoll Fathers arid 
Brothers), St. Labre Indian School, an_d Wesleyan Church -- declined to provide information. Religious 
organizations do not have to file informational returns with the IRS, but seven religious organizations 

• did provide compensation data for the Chronicle survey. 

The survey form asked:forbreakdownsofthe financial data reported on the Form 990. The breakdowns 
show how charities report deferred compensation, pensions, housing allowances, and other payments to 

· top officials. The Chronicle's tables show the breakdowns of bonuses, deferred compensation, housing
allowances, and o_ther payments when that information was provided by organizations. Some 

, • organizations provide these details on their informational returns, but they are not required to do so. 

Readers of the survey should .take care when comparing one organizatio_n's-reported compensation totals 
to others included in the survey.• 

Reporting standards set forth by the IRS require organizations to report all take-home pay in a fiscal • 
year. Sometimes this includes significant retirement payouts for executives or relocation payments for 

• new executives. Also, the IRS requires organizations to report the value of retirement or severance_ 
packages, _even if the sums have not been paid in that fiscal year. 

Small Gr_oups 

Although the salary survey shows what many top nonprofit officials earn, it does not necessarily include 
all of the highest earners. Some smaller, less-wealthy nonprofit groups that were not included in the 
survey may pay their executives more money. Some large organizations were not included oh the 
Philanthropy 400 because they.raise little from private sources. 

Some organizations had just one employee who was paid- a· salary; one group had more than one 
employee who made the same salary. • 

. . 

The Horace W. Goldsmith -Foliridation listed five officials, rather than two, because the five top 
executives all have the same title and make the same salary. • 

. Four organizations -- the American-Nicaraguan Foundation, Campus Crusade for Christ International, 
the Michael and Susan Dell Foundation, and Lutheran_ Services in America -- did not provide the salary 

http ://WWW. philanthropy .com/pcgi2-bin/printable.cgi ?article=http://www. philanthropy .co... 3/10/2006 
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for a second executive other than the director. 

The Chronicle's salary survey was compiled by Leah Kerkman and Cassie J. Moore, with assistance from Maria Di Mento. 

ColD"..[igb! © 2005 The Chronicle of Philanthropy 

• http://www.philanthropy.com/pcgi2-biniprintable.cgi?article=http://www.philanthropy.co... 3/10/2006 • 
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•, '",:What is the projected value of my ·retirement bellefits at_ age (i() retirement? . .. 

Thefollowing totals include both employee and emp~oyer dollars, :using current contribution levels_ • 

• BASIC RETIREMENT BENEFITS 
BENEFIT • -Proj~ed Lump Sum Value at Projected Pre-T.ax_ Annuity at Ag_~-

Age 60 . Retirement_ 60· Retir~ent • 
Pension.Equity Plan $75,000 .$6,355. 
4()1 (k) Plan Contributions _$250~000 _$21,200 
Social Security $618,883* $54,288 · : 

Total Basic Retirement Benefit $943,883 • $81,84~ 
Contributions 

EXECUTIVE AND EXECU-FtEX RETIREMENT BENEFITS 
BENEFIT Projected · ~urnp-.Sum Value at Projected Pr~T ax Annuity at .Age 

Age 60 Retirement 60 Retirement .. 
. . 

Executive Deferred $500,000 . • $41,400 
Compensation : 
Supp 1eirien-tal Retirement Plan . $300,000 $26,300 • 

Desigllilted Supplemental_ $500,000 $42,372 
Survivor Benefit , 

Cwital Accumulation Account· $200,000 $16,950 
Total Executive and Execu-FLEX $1,500;000 $128,02.2 · 

-

~,~tirement Be·nefits . - -

SocialSeairity n_ot available as.a l~p sum. 

As~umptions used fo_r retirement benefit projections: 

- You will have 9.00 • years of ~ervice at ag~ 60 retirement 
5% compensation scale. • 

~ 3% CPI increases 
~ Qualified Pl.art, SRPi :40i_O<), ~ -Deferred Compensation are~:based ori to._tal cash colllpensation 

.• , 40°/4-~ualshort-tenn·incentivepaym~t • • - • • 
.. • L9ng-term in~entives are not iriduded·- • . 

_ Qualified Pension Plan SEP· credits go back to year of hire based on cui.rent form.$ . _ 
401~) and Deferred Compensation fi~es include.both employer and ~ployee·co~trib~tioris .- --· 
9.0~ net earnings on 40l{k),. Deferred Compensation, Supplemen~ Sµrvivor, Profit Sharing, 
·and C~p1tal Accumulation Accotµlt - . • • 
You ~tly contribute 6%to the 40J(k) up to the ~ -.cap ·and 6°/o over the_ salary capt~ ~e . 

. . . . _ . Deferred Compensation Plan - . . _ _ . _ . . .. _ . . . . . . _ . .· _ ·.. . • • • • 
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• : . . Wha·t is·the projected value ofmy retirement benefits at age 62 retirement? 

Ure following totals include botlz employee and employer dollars, using current contribution lit,els. 

BASIC RETIREMENT. BENEFITS. 
BENEFIT Projected Lump Stirn Value at Pr-ojected=Pre-Tax Annuity at Age 

Age ~2 Retirement . • • • ,.62 ·Retirement 

Pension. Equity P.lan ·$8i,t300 $7,200 
401 (k) Plan Contributions : 

$272,500 $23,900 .• 
• Social Security .$618,883* $54,288 
Total ·Basic Retirement Benefit $973,183 • $85r388. 

Coniribu_tions ' .. • 

EXECUTIVE AND EXECU-FLEX RETIREMENT.BENEFITS 
BENEFiT Projected L~p .sum Value at . Proj~ted Pre-Tax: Annuity ,at Age 

Age 62 Retirement 
Executive Deferred $800~000 
Compensation 
Suppleiµental Retirement Plan ($545,ooo 
Desi~ted Supplemental° $i,090,ob0 
.St,1rvivor ~efit • 

.. 

. • I Capital Accumulation-Account. $419,000 
. f ·: p~l Executive ~cl·Execu-FLEX • $2,881)J0(l 
· ,.- ·etire.ment Benefits . . 

3ocial~ty not ayailabte·~a lump sum . . 

Assumptions. used for retirement benefit projec_tions: 
. - . • . . 

- You will have 1.1.00 years ot'service at age 62 retirement 
5% compensation scale • 

62 Retirement 
$77,226 

$47,810 
.$95,600 

.. 
$33;900 · 

$254,536 •• 

: 

3%, CPI_increases . . . . . . . .· . 
· - Qualified Plan, SRP, 401(k); and Def~ed Compensation are based on total cash compensatiori •. 

• • • 40% annual ·short-term incentive payment • • • • • 
• Long-term. incentives are not included • . 

- Qualified P~ion _Plan SEP credits ·go ba~ to year of hire based.on currentformula· 
• ·401{k) and· Deferred <;:ompensatioil. ·figures in~ude both employer ;and employee .c;ontributioos .. 

9 .0% net earnings.on 401 (k), Deferred Compensation,· Supplemental Survivbr,··Profit Sharing; · •.'. : .• 
. and Capitm Acctim~tion.Account· ' . . 

. . _._ . - You ~tly contno~te _6o/o to the 40J(k) up to i:he·sa1ary Glp and 6% oyei the•~~ qip tq the· • 

I . 

. . 

BCBSM 12oa95·· • 
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• . :What is the .projected value of rn y retirement benefits at age 65 retirement? . 

Tliefollowing totals include both empl01Jee and employer-doiliirs, -using ~rren t contribution levels. 

---

BASIC RET-lREMENr BENEFlT~;-
BENEflT Projected Lump Sum_ Value at Projected Pie-Tax Annuity at Age 

• _. Age 65 Retir~ent _ 65 Retirement 
_P~ioil Equity Plan _$95,000 $8,962 
401(k) Plan Contributions 

1 · 
$350,00.0 ·$33,019 

Social Security $783,900* $73,956 
Total B-askRetirement Benefit • $1,228,900 ·$115,937 
Contributions 

· -

EXECUTIVE AND EXECiJ~~EX REilREl\'IENT BENEFITS -
BENEFIT Projecte4 Lump -Stµn Val~e_ at Projected Pre-Tax Arin:uity at Age 

Age 65 Retirement 
Executive.Deferred 
Compensation 
SupplemehtalR~tirement Plan 
_Designated- Supplemental 
Survivor Benefit 

_··I Capital Accumulation Account • 
. . 

_.f ~ otal. Executive and Execu-FLEX 
• ,w:-,~tirementBenefits .. _ 

Social-Serurity not a_vailable as a 1UIIlp -sum. 

$f240,500 

$817,500-
$1,635,000 

$674,710 · 
$4,361;110 

- _ • Ass-~ptio~ used for retir$l~t-benefit-projections: 

.. 

You will have" 14~00 years ·of servic~ at age 65 .retirement 
. 5% compensation ~e 
3% CPI.increases -

c--. .. 
_, 

I 

I 

-65 Retirement · • 
$115,839 

$71,715 
$143,400 

•• $59~187 -
$390,141 · _ • 

~ _ :Qualified 'Plan, CSRP, 401(k), and Deferred Compensation are based on ~~tal cash compensa"tion 
• _ .-_ • • -40°/o cinnual sh~r_t-term inc~tive payment • 

•- ·Long-terin incentives are not included _ _ _ _ 
.:Qualified ·Pensiqn Plan SEP credi~ go .back to year of hire· based on current formula : 
-• 401(k) and Deferred-C:0mpensation figures . include both employer and employee contributions 
9.0% net ~s on 401(k), Deferred ·compensation, Supplemental Suryivor: Profit Sharingi 

-. _ and Capital Accum.tilation Account"- : _ . _ . -- · _ --- . :- • _ • - ·-. •· .: _ 
• _. __ _ -You wrrently ·corttribute:6%:to_:f:he401Q<) ~p·fo the salary cap ai:td 6% -over the salary cap.to the __ 

·- _:_-. , •. • 



Severance Payouts for BCBSM Executives 

SVP Chief Information Officer, terminated 4/30/04. Amount 
Severance payments: 78 weeks @ $5,846.15 per week $ 456,000 
Outplacement services at Drake, Beam & Morin 21,250 
COBRA Benefits paid during severance period until Ounjian is reemployed 6,853 
Relocation payment 25,000 
Pension Equity Plan, qualified (approx.) 168,485 
Supplemental Retirement Plan,non-qualified (approx.) 186,045 
Deferred Compensation Plan, non-qualified 142,252 
Final 2003-2005 long-term incentive award, payable after 3/10/06 NA 

Total Severance Payout $1,005,885 

VP Community & Commercial Accounts, terminated 2/11/04. Amount 
Severance payments: 52 weeks@$ 3,769.23 pet week $ 196,000 
Pension Equity Plan, qualified (approx.) 129,637 
Supplemental Retirement Plan, non-qualified (approx.) 25,927 
Deferred Compensation Plan, non-qualified 80,216 
COBRA Benefits paid during severance period until Youso is reemployed 9,974 
Final 2003-2005 long-term incentive award, payable after 3/10/06 NA 

Total Severance Payout $ 441,754 

VP Portfolio Cos./Pres. CMC, CDMI & Atrium, terminated 6/30/04. Amount 
Severance payments: 52 weeks@$ 3,557.69 per week $ 185,000 
Outplacement services / 10,000 

. Pension Equity Plan, qualified (approx.) 130,424 
Supplemental Retirement Plan,non-qualified ( approx.) 30,192 
Deferred Compensation Plan, non-qualified 96,068 
COBRA Benefits paid during severance period until Larson is reemployed NA 
Final 2003-2005 long-term incentive award, payable after 3/10/06 NA 

Total Severance Payout $ 451,684 

AG: #1543301-vl 
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e Blue Shleld of Minnesota 
j 

2004 <.. . , .. pensallon 

1-IIJ(JI 
IZ)S/03 Nove1, ... • .,:'.~;o, 2003 

Incumbents 

Reitan 
Morrow 
Neuner 
Niemiec 
Ounj_lan 
Peterson 
Gold 

Nelson 
Kleppe 

Aasland 
Larson 

t!Y~e 
Ly_sen 
BJorum 
Stevens 
Youse 
Milis 

Madson 
Stump 

McKenna 
Glllls_pie 
Heymans 
Mock 
Schultz 
Clark 
Dickson 
Lien 
Richards 
Fruetel 
Shaw 
subtotal 

Notes: 

- .: •... .. . . 

2004 2004 2004 2004 2004 2004 
2003 Market Market Market Target Target 2004 MerlVAdJ Percent BCBSM Annual Annual 
Base Base Annual LTI TCC TDC Base for 2004 'Mldpt _ Mldpt % $ 

377 
224 

427 
361 

50% 
40% 

37% 
37% 

641 
505 

798 
639 

• 400 
300 

6.1% 
33.9% 

94 
83 

427 
361 

i.c:-n_;Ao19i 

~ 
]~5IQ%ti 

200 
135 

LTI 
¾ 

300 344 40% 39% 482 616 320 6.7% 93 344 ~o.~1mi 144 • I 40% 
341 
300 
321 
305 

255 
245 

183 
185 
247 
201 
184 
184 
192 
192 

198 
168 

207 
154 
142 
180 
178 
164 
173 
168 
218 
168 
148 

6502 

329 
304 
371 
318 

248 
263 

193 
193 
205 
210 
200 
193 
207 
190 

186 
183 

211 
186 
160 
182 
185 
189 
186 
189 
206 
151 
167 

6937 

40% 
40% 
45% 
40% 

40% 
40% 

30% 
30% 
33% 
33% 
33% 
30% 
36% 
35% 

30% 
30% 

30% 
30% 
33% 
30% 
30¾ 
30% 
30¾ 
30% 
28% 
30¾ 
30% 

34 .2% 

37% 
34% 
42% 
32¾ 

35% 
27% 

30% 
30% 
27% 
32% 
32¾ 
30% 
26% 
30¾ 

25¾ 
25% 

4% 
0% 
0% 
0% 
O¾ 
0% 
O¾ 
0% 
0% 
·0% 
0% 

32.2% 

461 
426 
536 
445 

347. 
368 

251 
251 
273 
279 
266 
251 
282 
257 

242 
238 

274 
242 
213 
237 
241 
246 
242 
246 
264 
196 
217 

9417 

582 
529 
694 
547 

434 
439 

309 
309 
328 
347 
330 
309 
335 
314 

288 
284 

283 
242 
213 
237 
241 
246 
242 
246 
264 
196 
217 

11055 

346 
304 
335 
312 

260 
253 

186 
185 
247 
210 
190 
193 
196 
195 

198 
180 

212 
162 
145 
186 
182 
172 
180 
184 
218 . 
168 
157 

6776 

1.5% 
1.3% 
4.4% 
2.3% 

2.0% 
3.3% 

1.6% 
0.0% 

.0.0% . 
4.5% 
3.3% 
4.9% 
2.1% 
1.6% 

0.0% 
7.1% 

2.4% 
5.2% 
2.1% 
3.3% 
2.2% 
4.9% 
4.0% 
9.5% 
0.0% 
0.0% 
6.1% 
4.2% 

105 
100 
90 
98 

105 
96 

96 
96 
120 
100 
95 
100 
95 
103 

106 
98 

100 
87 
91 
102 
98 
91 
97 
97 
106 
111 
94 

• 97.7 

329 
304 
371 
318 

248 
263 

193 
193 
205 
210 
200 
193 
207 
190 

186 
183 

211 
186 
160 
182 
185 
189 
186 
189 
206 
151 
167 

6937 

45.0% 
45.0% 
45.0% 
45.0% 

trtiQ;Q~ 
4UnlnoJii: 

35.0% 
35.0% 
35.0% 
35.0% 
35.0% 
35.0% 
35.0% 
35.0% 

30.0% 
30.0% 

35;0% 
30.0% 
30.0% 
30.0% " 
30.0% 
30.0% 
30.0% 
30.0% 
30.0% 
30.0% 
30.0% 
35.8% 

156 
137 
151 
140 

104 
101 

65 
65 
86 
74 
67 
68 
69 • 
68 

59 
54 

74 
49 
44 
56 
55 
52 

. 54 
55 
65 
50 
47 

2542 

40% 
40% 
40% 
40¾ 

35% 
30¾ 

30% 
30% 
30% 

. 30% 
30¾ 
30% 
30% 
30% 

25% 
25¾ 

0% 
0% 
0% 
0% 
0% 
0% 
0% 
0% 
0% 
0% 
0% 

33.4% 

TCC 
L Tl TCC TDC Comp 
$ Tal"_g_et Target Ratio 

160 
120 
128 
138 
122 
134 
125 

91 
76 

56 
56 
74 
63 
57 
58 
59 
59 

so 
45 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

1669 

600 
··435 

464 
502 
441 
486 
452 

760 
555 
592 
640 
562 
620 
577 

364 I 455 
354 I 430 

251 I 307 
250 . I 305 
333 408 
284 347 
257 I 314 
261 I 318 
265 I 323 
263 I 322 

257 I 307 . 
234 I 279 

286 I 286 
211 I 211 
189 I 189 
242 I 242 
237 I . 237 
224 I 224 
234 I 234 
239 I 239 
283 I 283 
218 I 218 
204 I 204 

9318 I 10987 

94¾ 
66% 
96% 
109% 
104% 
90% 
102% 

105% 
96% 

100¾ 
100% 
122% 
102% 
96¾ 
104¾ 
-94¾ 
103¾ 

106% 
98% 

104% 
87¾ 
89% 
102% 
98% 
91% 
97% 
97% 
107% 
111¾ 
94% 
99¾ 

Base Salary. 1 =Data from 2003 WWDS survey, aH orgs , $6.0/bllllon revenue scope, aged to 1/1/04 at 3.2% annual Inflation rate . 2• Data from 2003. marl<et medians plus 2._!,o/o structure movement, 

TDC 
Comp 
Ratio 

95¾ 
87¾ 
96% 
110% 
106% 
89¾ 

. 106% 

105% 
98% 

99% 
99¾ 
124¾ 
100¾ 
95% 
103% 
96% 
103¾ 

106¾ 
98% 

101¾ 
87¾ 
89% 
102% 
'98% 
91% 
97% 
97% 
107% 
111% 
94% 
99% 

Annual Incentive: Date from 2003 WWDS survey, aft orgs, median. Long-Term lncenUve: Oala from 2002 Watson Wyat1 custom report dated Oct 16, 2002 ror top 10 positions, othe~ from 2002 WWDS survey, 
Rtll1n: +5% Increase In annual Incentive. Morrow: +15% lncreaase In annual lncenUve and +10¾ Increase In long-term Incentive. Neuner. +5% Increase In annual Incentive, N,t,on: +5% Increase In annual lncenUve. 
Kleppe: 5% Increase In annual Incentive, M1d10n: -5% reduction In long-term, 

lncenUve Opportunity Increase 
Incentive Opportunity Decrease 
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2004_C .mrl<sheet_\Allthout CEO.xis 

CONFfDENTIAL 

Flex 
Benefit 
2004 

$22,000 
$16,500 
$17,600 
$19,030 
$16,720 
$18,425 
$17,160 

$14,300 
$13,915 

$10,230 
$10! 175 
$13.585 
$11,550 
$10,450 
$10,615 
$10,780 
$10l25 

$10!890 
$9!900 

$11,660 
$8,910 
$M75 
$10,230 
$10,010 
$9,460 
$9,900 

$10! 120 
$11,990 
$9,240 
$8_.1635 

$374,684 
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BCBSM HR Committee Meeting 
April 16, 2002 
Page4 

Review and Approve Elimination of Auto Allowa~ce and Auto Insurance Program 

ML Kleppe presented recommendations to eliminate the . auto • insurance 
program, eliminate the auto allowance program as a perquisite and replace with 
a three tiered program based on the number of business miles driven each year. 
and convert the existing auto allowance monthly benefit ·to base salary. 

• Mr. Kleppe reviewed the ·cost impact to accomplish the r~commendations a.nd 
stated that moving the auto allowance expenses to salary wiil result in an 

. aggregate compa-ratio of 91.6%, which is below the target compa-ratio of 94-
95% as established in the Exec_utive Compensation Philosophy statement. 
Mr. Kleppe reviewed the components of the Executive Benefit Package. which 
the Committee had reviewed and approved at the December· 4, 2001, Human • 
Resources Committee meeting. Upon motion, seconded and carried, it was 

RESOLVED, that the Car. Allowance/Car Insurance program · for officers 
be replaced with a new Car Atlowance Program that is mileage based and 
that the existing • monthly car allowance • amount be converted to base 
salary. Effective June 1, 2002, be and hereby are, approved_ 

Adiournment 

Mr. Lettmann adjourned the meeting at 5:30 p.m. 

BCBSM- 015702 



Health Insurance/ Managed Care Industry 

Executive Compensation Surv·ey 

Survey Report 

2001 
Data-in effect April 1, 2001 

• • Watson Wyatt 

Data Services 
218 Route 17 North . . 

Rochelle Park, NJ 07662 
(201)843-1177 . 

WWW. wwdssurveys.com 

BCBSM- 36575 

Worldwide 



Participants 

Aetna 

BC/BS of Alabama 

• BC/BS of Florida 

BC/BS ofMassachusetts 

BC/BS of Michigan 

BC/BS of Minnesota 

BC/BS ofNorth Carolina 

Blue Shield of California 

CareFirst BC/BS 

CIGNA Health Care 

Hawaii Medical Service Association 

Health Care Service Corporation 

Health Partners 

HighMark 

Horizon BC/BS of New Jersey 

Independence BC/BS 

Kaiser Foundation Health Plan 

Oxford Health Plans 

The Regence Group 

Sierra Health Services 

Trigon Healthcare • 

Tufts Health Plan 

Wellmark 

Wellpoint 

7 

BCBSM- 3657Z' · 

-,~/Wat.50nWyatt 
W Data Services 



BCBSM Consultant Expenditures 2000-2005 

YEAR AMOUNT BCBSM SPENT ON WATSON 
- WYATT & COMPANY SERVICES 

2000 $ 444,789.00 (BCBSM - 73205) 

2001 $ 269,364.00 (BCBSM - 59746) 

2002 $ 384,297.43 (BCBSM - 58728) 

2003 $ 458,887.00 (BCBSM - 59711) 

2004 $ 353,969.00 (BCBSM - 59694) 

2005 $ 222,642~00 (BCBSM - 140604) 

TOTAL $2,133,948.43 

AG: #1580788-vl 



BCBSM's Response to Request No. 164 

Name 2000 2001 2002 

Alliance Inc (Architectural Alliance) $ 1,237,422.22 $ 624,962.03 $ 674,365.74 

Towers Perrin $ 208,161.00 $ 72,019.00 $ 65,942.00 

Clark/Bardes Consulting* $ $ 24,378.76 $ 35,296.08 

HealthCare Compensation Strategies $ 89,638.93 $ 7,812.38 $ 

*Reported as HealthCare Compensation Strategies in Responses to Requests No. 15 and 31 
Healthcare Compensation Strategies was a division of Clark Bardes 
·In 2005, company is now under Clark Consulting Healthcare Group 

2003 2004 

$ 1,499,302.95 $365,294.92 

$ 19,684.00 $ 

$ 8,498.00 $ 12,024.00 

$ - $ 

2005 

$716,518.05 

$208,406.00 

$ 12,229.00 

$ 

·\ 

Q 
~ 
..-1 
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-·--- RESTATED BYLAWS OF 
BCBSM, INC. -

ARTICLE I. 
Members 

1. Composition. The sole member of the corporation shall be Aware 
Integrated, Inc. 

2. Membership Interest. The members of the corporation shall be of one 
class. Each membership interest in the corporation shall be represented 
by a share certificate of the corporation's stock issued in the name of 
the member. Each share certificate shall be kept by the Secretary or the 
Secretary's designee with the other corporate records. Neither member
ship nor a right arising from membership may be transferred, unless the 
transfer is approved by a majority of the members. 

3. Meetings. An annual meeting of the members shall be held in each 
calendar year for the election of Trustees, for a report of the activities and 
financial condition of the corporation, and for the transaction of any 
other business properly corning before it. The time and place for the 
annual meeting shall be est~blished by the Board of Trustees. If no annual 
meeting of the members has been held during the immediately preceding 
fifteen ( 15) months, then the annual meeting of members shall be called 
by the President or Secretary upon demand of any member. Special meet• 
ings of the members may be called at any time by the President, or as 
otherwise permitted by.Minnesota law. Written notice shall be sent to 
each member at least five (5) days in advance of all meetings. • 

ARTICLE . II. 
Board of Trustees 

l . Composition. The management of this corporation shall be vested in a 
Board ofno more than fifteen (IS)i and no less than twelve (12), 
persons, elected annually by the members of this corporation to such 
terms and in such number as determined by the members of this 
corporation from time to time, which number shall include the Chief 
Executive Officer as provided hereinafter in this Section; provided, that 
at least a majority of the Board of Trustees shall be persons who are 
members of the public (designated as Public Trustees) who are not prac
ticing or engaged in providing health services, or, if they are retired, did 
not practice or engage in providing health services prior to their retire
ment, and are not spouses of such persons, and are not employed by or 

BCBSM- 023486 
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directors of a provider as defined by the Minnesota Nonprofit Health 
Service Plan Corporations Act; and, provided further, that the Chief 
Executive Officer of the corporation shalli during his or her tenure in 
office, be a Trustee. As provided hereinafter in Article Ill, Section 1, 
the Board of Trustees may elect a separate person as President of the 
corporation, and, if a separate person is elected as President, th is per
son may be elected by the members of the 
corporation to the Board of Trustees, to serve such term or terms as 
determined by the members . 

2. Terms. The terms of office of the Trustees shall be up to three (3) years, 
• and may, but need not be, staggered, in the discretion of the members of 
this corporation; provided that, if the members of this corporation 
choose to stagger the terms of the Trustees, all terms shall be staggered, 
to the extent practicable, so that at no time will the Public Trustees con-
sist of less than a majority of the Board of Trustees. • 

3. Limitations on Tenns. No Trustee may serve for more than nine (9) 
consecutive years, except for the Chief Executive Officer, who shall 
continue to serve as a Trustee during his or her tenure as Chief Executive 
Officer, and, except for the President, if one is elected to the Board by 
the members, who will be eligible for election as a Trustee during his or 
her tenure as President, and, except for the Cha.ir of the Board of 
Trustees, who will be eligible to serve the balance of an unexpired term 
as Chair and remain a Trustee until expiration of such term as Chair, not 
to exceed a maximum of ten ( 10) years of service as a Trustee. 

4. Attendance. The term of office of any Trustee who shall be absent from • 
three meetings of the Board of Trustees between annual meetings of 
the Board of Trustees, without excuse satisfactory to the Board, shall 
upon written certification of that fact by the Secretary (a cqpy of 
which shall be forthwith mailed to such Trustee) cease and terminate 
and the Trustee's office shall be vacant. 

5, Compensation. Reasonable compensation may be paid and reimbursement 
for actual and necessary expenses may be made to any Trustee for service as 
a Trustee, as authorized by the Board of Trustees from time to time. 

6. Vacancies. Vacancies that occur on the Board of Trustees, including a 
vacancy resulting from an increase in the number of Trustees, shall be 
filled by a vote of the members of this corporation and may be filled at 
an annual or special meeting of the members of this corporation. 

7. Meetings. The annual meeting of the Board of Trustees shall be held at 
such time as determined by the Board of Trustees. In addition to the 
annual meeting,· the Board of Trustees shall hold regular meetings as it 
by resolution shall determine. Special meetings of tpe Board of Trustees 
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m .. 1 be called at any time by the Chair of the Board of Trustees or by 
the Chief Executive Officer, or upon written request of five (5) 
Trustees. Written notice shall be sent to ·each Trustee at least five (5) 
days in advance of all meetings. 

8. Quorum. A quorum shall consist of a majority of the Board of Trustees. 

9. Removal. A Trustee shall hold office until expiration of the term for 
which the Trustee was elected _and until a successor is elected and qual
ified, or until the earlier death, resignation, removal, or disqualification 
of the Trustee. A Trustee may be removed at any time, with or without 
cause, by majority vote of the members of this corporation. In the 
event of such removal, the members of this corporation may at the same 
time elect a successor for the Trustee so removed to serve for the 
remainder of the unexpired term that the successor Trustee is filling. 

ARTICLE Ill. 
Officers 

I. Board Officers. The Board of Trustees at its annual meeting shall elect a 
Chair of the Board of Trustees, one or more Vice Chairs of the Board of 
Trustees, a Chief Executive Officer, who may also be elected the 
President, a Secretary and a Treasurer (each individually a "Board 
Officer" and collectively "Board Officers''). Provided, chat the Board 
~ay elect a separate person as President, who, if elected by the members 
of the corporation to the Board, may be designated a Board Officer. 
Each Board Officer shall be a member of the Board of Trustees. Neither 
the Chief Executive Officer or President, if a President is elected to the 
Board, shall be eligible for election as the Chair of the Board, Vice 
Chair of the Board, Secretary or Treasurer, and, further, shall not be 
appointed by ·the Cha:ir of the Board as chair of any committee of the 
Board authorized pursuant to Article IV of these Bylaws. Persons elect-

·ed to serve as Board Officers shall hold office until the next annual 
meeting of the Board of Trustees and until their successors are elected. 

2. Chair of the Board of Trustees. The Chair of the Board ofTrnstees shall 
have the power to call special-meetings of the Board of Trustees, and shall 
preside at all meetings of the Board of Trustees. The,Chair shall have 
power for and in the name of the corporation to execute with the 
Secretary such instruments as may be authorized by the Board of Trustees. 
The term of office of the Chair of the Board of Trustees shall be two (2) 
years, and the Chair shall be eligible to serve no more than two, two-year 
terms or a total of four ( 4) years as Chair. 

3. Vice Chairs of the Board of Trustees. There shall be at least one Vice 
Chair of the Board of Trustees. The Vice Chair shall perform such 
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duties as may be prescribed from time to time by the Board of Trustees, 
and, unless the Board of Trustees determines otherwise, shall exercise 
the functions of the Chair of the Board of Trustees in the event of the 
Chair'.s absence or disability to. act for any cause. 

4. Chief Executive Officer. The Chief Executive Officer shall be the chief 
executive officer of the corporation and shall be a member of the Board 
of Trustees during his or he·r tenure as Chief Executive Officer. The 
Chief Executive Officer shall have the duties and responsibilities of the 
President, as that office is described in Minnesota Statutes, Chapter 
317 A, including the power to execute deeds and mortgages, bonds, 
subscriber contracts, and other obligations, and the power to make and 
execute contracts in the ordinary course of business of the corp0ration, 
and may delegate any or all of these powers to other Operating Officers 
from time to time. The Chief Executive Officer shall have, subject to 
the direction of the Board of Trustees, authority for the general admin
istration of the affairs of the corporation and such authority as may be 
necessary to perform all duties incidental to the office. 

5. President. The President may be elected as chief operating officer of 
the corporation and may be elected a member of the Board of Trustees 
during his or her tenure as President. The President shall have such 
powers as may be delegated by the Chief Executive Officer, and may 
have, subjecno the direction of the Chief Executive Officer, authority 
for the general operations of the Corporation and such authority as 
may be necessary to perform all duties incidental to the office. 

6. Operatin~ Officers. Either the Board of Trustees or the sole member of 
the corporation, Aware Integrated, Inc., acting through its Chief 
Executive Officer, may elect and/or appoint from time to time one ( 1) 
or more operating officers, which may include without limitation, one 
( l) or more Group Vice Presidents, Senior Vice Presidents, Vice' 
Presidents, and Assistant Vice Presidents (each individually an 
"Operating Officer" and collectively "Operating Officers. 11

) Each 
Operating Officer shall be in charge of a segment of the business as 
determined by the Chief Executive Officer. Each person elected or 
appointed to serve as an Operating Officer by the Board of Trustees 
shall hold office at the pleasure of the Board of Trustees. Each person 
elected or appointed to serve as an Operating Officer by the sole mem• 
ber of the corporation, Aware Integrated, Inc., acting through its Chief 
Executive Officer, shall hold office at the pleasure of the Board of 
Trustees, or the sole member of the corporation, Aware Integrated, 
Inc., acting through its Chief Executive Officer, until his or her <leath 1 

resignation or removal, or until his or her replacement is elected or 
appointed as provided hereinabove. 
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7. Treasurer. The Treasurer of the corporation sha ll have gener_a l responsi, 
bility for the keeping of accurate and complete records of all receipts 
and disbursements and for the custodianship of all funds of the corpora, 
tion, subject to control of the Board of Trustees. The Treasurer shall 
delegate such authorities and functions to a duly elected and bonded 
Operating Officer of the. corporation as the Board of Trustees may des~ 
ignate. The Treasurer shall be an outside Trustee and shall serve as 
chair of the Audit Committee. 

8. Secretary. The Secretary or the Secretary's designee shall keep a full 
and permanent record of all meetings of the Board of Trustees and the 
members. The Secretary shall execute or attest all qeeds and mortgages 
of the corporation, and perform such other duties as may from time to 
time be prescribed by the Board of Trustees. 

9. Other Board Officers. The Board of Trustees may elect an Assistant 
Treasurer and an Assistant Secretary as additional Board Officers who 
may act in the event of the absence or disability co act of the Treasurer 
or Secretary, respectively. The Board of Trustees may elect such other 
Board Officers as the Board may determine and prescribe their duties . 

10. Vacancies. The Board of Trustees may at any time declare any office 
vacant or remove any officer. The sole member of the corporation, 
Aware Integrated, Inc., acting through its Chief Executive Officer, may 
at any time declare any office previously filled by the sole member of 
the corporation as vacant or may remove such officer. Any vacancy 
occurring in any office of the corporation may be filled by the Board of 
Trustees . Any vacancy occurring in an office previously filled by the 
sole member of the corporation, Aware Integrated, Inc., acting through 
its Chief Executive Officer, may also be filled by the sole member, act~ 
ing through its Chief Executive Officer. 

11 . ~. Bonds may be required from any officer or employee for the 
faithful performance of his or her duties. 

ARTICLE IV. 
Board Committees and Corporate Advisory Council and other 

Provider and Consumer Committees 

1. Executive Committee. There shall be an Executive Committee consist, 
ing of the Chair of the Board of Trustees, the Chief Executive Officer 
and at least two (2) other Trustees appointed by the Chair of the Board 
and approved by the Board of Trustees . At least a majority of the 
Executive Committee shall be composed of outside Trustees. The 
Executive Committee shall have such powers and duties, not inconsis, 
tent with law, as the Board of Trustees shall by resolution determine. 
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2. Governance Committee. T he Chair of the Board, subject to approval 
of the Board of Trus-tees, shall annually appoint a Governance 
Committee composed of not less than three (3) members, all of whom 
shall be outside Trustees, and shall annually designate its chair. The 
terms of the members of this Committee shall be up to three (3) years, 
and may, but need not be, staggered, in the discretion of the Chair of 
the I;,oardi provided that, lf th~ Chair chooses to stagger the terms of 
the Committee members, all terms shall be staggered to the extent 
practicable. The Committee shall review the qualifications of and rec .. 
ommend candidates for election to the Board, and shall present a slate 
of nominees, with at least one nominee for each Trustee position to be 
filled at the annual meeting of the members of this corporation, and 
shall nominate persons to be elected by the members of this ·corpora, 
tion to fill vacancies which occur on the Board of Trustees from time to 
time. The Committee shall review conflict of interest questionnaires 
completed at least annually by the Board of Trustees and by the 
Operating Officers designated by the Chief Executive Officer, shall at 
least annually review compliance with rules of conduct approved by 
the Board of Trustees, shall at least annually review the performance of 
each member of the Board of Trustees and of the Board as a who lei and 
shall report thereon to the Chair of the Board and the Chief Executive 
Officer. The Committee shall present a slate of nominees for election 
as Board Officers at the annual meeting of the Board of Trustees, and 
shall nominate persons for election as Board Officers as may be neces, 
sary from time to time to fill vacancies or to elect new Board Officers. 

J . Audit Committee. The Chair of the Board shall annually appoint, sub, 
ject to approval of the Board, an Audit Committee composed of not less 
than three (3) Trustees, all of whom shall be outside Trustees and one of 
whom shall be the Treasurer, who shall se~e as chair of the Committee. 
The Committee shall be responsible for providing review and oversight 
of management's perfonnance of its financial responsibilities on behalf of 
the corporation, as such review and oversight functions are requircd·by 
this Section 3 and as detennined by resolution of the Board of Trustees. 

• The Comrpittee shall review and evaluate the corporation's procedures 
for producing financial data, internal audit functions, internal account
ing controls. and external audit performance. The ·committee shall des
ignate on an annual basis an external auditor for the corporation and 
have the authority to discharge such auditor. The Committee shall 
review the annual report of the external auditor of the corporation and 
shall report to the Board of Trustees regarding the audit report and ;my 
recommendations of the auditor made in the annual report, or that may 
be made at any other time by the auditor, and as to the fulfillment of, or 
response to. such recommendations. The Committee ·shall review annu, 
ally the proposed budget for the corporation, and shall make any recom~ 
mendations to the Board of Trustees that it deems necessary or appropri-
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ate regarding such budget. The Committee, or another Committee 
designated by the Board, shall recommend guidelines for investment of 
all money not currently needed as working capital, and, when autho, 
rized by the Board of Trustees, shall direct such investments to be made 
in accordance with such guidelines. The Committee shall consider 
such other matters relating to the corporation's financial performance 
and functions as shall be determined by the Board of Trustees . 

4. Human Resources Committee. The Chair of the Board of Trustees shall 
annually appoint, subject to approval of the Board, a Human Resources 
Committee composed of not less than three (3) Trustees, all of whom 
shall be outside Trustees and shall annually designate its chair. The • 
Committee shall be responsible for evaluation of personnel develop, 
ment and programs and all other elem~nts of the corporation's human 
resources strategy. Human resources strategy may include, but is not · 
limited to, employee compensation, employee competency require, 
ments, training, recruitment, retention and management development , 
The Committee shall be responsible for the performance review of the 
Chief Executive Officer, and of any other Operating Officer the Board 
may designate, for the development of an appropriate compensation 
package on an annual basis. The compensation package of the Chief 
Executive Officer, and of any other Operating Officer the Board may 
designate, shall be presented to the Board of Trustees for approval. The 
Committee shall consider such other matters relating to human 
resources as shall be determined by the Board of Trustees or by the 
Chair of the Board of Trustees . 

5. Other Board Committees . The Chair of the Board may periodically 
appoint, subject to approval of the Board, such other committees com, 
posed of not less than three (3) Trustees, at least a majority of whom 
shall be outside Trustees, as may be necessary or desirable for the con
duct of the business of the corporation, and shall designate the chair of 
each such committee. Each committee may be granted the authority of 
the Board in the management of the business of the corporation, to the 
extent provided in the Board's authorizing resolution, provided that 
each committee shall be subject at all times to the direction and con, 
trol of the Board of Trustees. Each committee shall make regular and 
special reports to the Board of Trustees as the Board shall request, and 
such other reports as the committee may deem appropriate, 

6. Corporate Advisory Council and Other Committees. The Chief 
Executive Officer shall establish and appoint the members of a 
Corporate Advisory Council composed of hospital, medical and public 
representatives who will serve in an advisory capacity to the corpora, 
tion in accordance with administrative guidelines approved by the 
Chief Executive Officer from time to time. The Chief Executive 
Officer may also establish from time to time and appoint the members 
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of one or more other committees to serve in an advisory capacity to the 
corporation. The Chief Executive Officer shall periodically report to 
the Board of Trustees on the activities of the Corporate Advisory 
Council and any other committee established pursuant to this Section. 

ARTICLE V. 
Indemnification 

The corporation shall indemnify, to the fullest extent permitted by the 
Minnesota Nonprofit Corporation Act, any person who is eligible for 
indemnification, including advances, including, but not limited to, current 
or former members, Trustees, officers or employees of the corporation. 

ARTICLE VI. 
• Adoption and Amendment of Rules and Regulations 

The Board of Trustees is authorized and empowered co adopt at any meeting, 
by the affirmative vote of a majority of the members of the Board of Trustees 
present, such Rules and Regulations for the management of the affairs of 
this corporation, and to amend and repeal the same, as shall be deemed 
proper and for the best interests of the corporation. 

[End of Byla~s] 
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ARTICLES OF INCORPORATION 
OF 

AWARE INTEGRATED, INC. 

• The undersigned incorporator, being a natural person, eighteen yec1rs 
of ::-ige or older, in order to form a nonprofit corpornte entity under Minne-
sota Statutes, Chapter 317 A, hereby adopts the following Articles of 
Incorporation: 

ARTICLE f. 
• Name 

The name of this corporation.shall be AWARE INTEGRATED, INC. 
and its principal place of service sh~ll be the State of Minnesota, and its 
registered office shall be 3535 Blue Cross Road, St. Paul, Minnesota 55122. 

ARTICLE IL 
I ncorpora tor 

The name and mailing address of the incorporator of this corpora; 
tion is as follows: 

NAME 

Paul D. Anderson 

ADDRESS 

45 S. 7th Street 
Suite 3400 
Minneapolis, MN .55402 

ARTICLE III. 
Purposes 

The genernl purposes of this corporation shall be to make possible 
wide, economic and timely availability of hospital, medical;surgical, den-
tal and other henlth services for the people of M innesotn and others and 
to advance public health and the art and science of hospitnl, medical and 
he,dth care under the laws of the State of Minnesota by, among other 
methods, sltrporting the operations nnd c1ctivities of its subsidiaries and 

. affiliates, including, without limitntion, those involving the henlth rnre 
coverage business, nnd the mrnngement for, mnm1gement of or provision 
of cost.;effective health care services,· including relrlted m,mnged ct1re rmd 
8dtninistrative services. 
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ARTICLE IV. 
• Powers 

This corporntion shall have power and authority: 

1. To do everything necessary or proper for accomplishing any of the 
purposes or attaining any one or more of the objectives set out in 
these Articles of lncorporntion, either directly or indirectly, and to 
do that which at any time may appear to be conducive to, or conve-
nient or expedient for, the protection or benefit of this corporation. 

2. To exercise any and all of the powers and authorities granted to, or 
permitted to be exercised by, nonprofit corporations under the pro
visions of the Minnesota Nonprofit Corporation Act, as amended 
from time to time. 

ARTICLE V. 
Duration and Limitation 

This corporation sha,ll have perpetupl existence. This corporation 
shall not afford pecuniary gain, incidentally or otherwise, to its members, 
and no part of the net income of the corporation, and no part of the net 
assets of the corporation, shall inure to the benefit of ctny private member 
or individual or to any corporation organized foq)rofit, either during the 
operation of the corporation, or upon dissolution · of the corporation, in 
which event distribution shall be to R nonprofit organization or organiza .. 
tions having health care purposes similar to this corporation. There shall 
be no personal liability on the part of any of the Directors for corporate 
obligations. 

ARTICLE VI. 
Bo3rd of Directors 

' . 

111e manageme.nt of this corporation shall be vested in a Board elected 
to such terms and in the manner provided in the Bylaws, and composed of 
the number of Directors who shall meet such qualifications as provided in 
the Bylaws. An annual meeting of the Board of Directors shall be held 
once each yem, on a date fixed by the Board of Directors. 
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ARTICLE VIL 
Amendments 

These Articles of Incorporation may be amended in the manner set 
out in- the Minnesota Nonprofit Corporation Act by the affirmcttive vote 
of two--thirds ( 2/3) of the entire Board of Direct.ors at its annual meeting, 
or at any meeting called for that purpose, provided th.tt notice of the pro
posed ctmendment is included with the riot.ice of the meeting, and upon 
the approvc1l of the members of this cor.porntion, if c1ny. 

IN WITNESS WHEREOF, the above,named incorporator has executed 
these Articles of Incorporation this 20th day of July, 1994. 
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BYLAWS 

OF 

AWARE INTEGRATED, INC. 

ARTICLE I. 
Members 

1. Composition. The members of the corporation shall consist solely 
and exclusively of all the rersons who are Directors of the corpora-
tion, who shall be deemed to consent to their status as ,i member 
upon election as 8 Director. 

2. Membership Interest. The members of the corporation shall be of 
one class. Each membership interest in the corporation shall be rep-
resented by a share certificate of the corporation's stock issued in the 
name of the member. Erich share ~ertificate shall be kept by the Sec-- . 
rernry or the Secretary's designee with the other corporate records. 
Neither membership nor a right arising from membership mny be trnns-
ferred , unless the trnnsfer is c1prroved by ::1 majority of the members. 

.3 . Term and Termination. The term of membership of a member shall 
be fixed to and run concurrently with his or her term 8S .::i Director. 
At such time as a member ceases to be a Director, he or she also shall 
cease to be ::i member. Upon such termination, the sh,:ue certificate 
representing the terminated member's membership interest shall be 
deemed cancelled, and the Secretary or the Secretary's designee shc1ll 
srnmp the slrnre certificate as such. 

4. Meetings. An ,mnual meeting qf the members shall be held in each 
cnlendar year for the election of Directot:s, fot: a report of the activi-
ties nnd financial condition of the corporation, and for the transac, 
tion of any other business properly coming before it. The time and 
place for the annual meeting shall be established by the Board of 
Directors. If no annual meeting of the members has been held dur-
ing the immediately preceding fifteen ( 15) months, then the annual 
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meeting of members shall be called by the President or Secretary 
upon detriand of any member. Special m.eetings of the members may 
be called at any time by the President, or as otherwise permitted by 
Minnesota law. Written notice shall be sent to each member at least 
five ( 5) days in advance of all meetings. 

Quorum. A quorum shall consist of a majority of the members. 

ARTICLE Il. 
Board of Directors 

1. Composition. The management of this corporation shall be vested · 
in a Board of no more than fifteen ( 15), and noless than twelve ( 12 ), 
persons, elected annually by the members of this corporation to such 
terms and in such number as determined by the members of this cor, 
poration from time to time, which number shall include the Presi-
clent as provided hereinafter in this Section; provided, that at least a 
majority of the Board of Directors shall be persons who are members 
of the public (designated as Public Directors) who are not practicing 
or engaged in providin·g health services, or, if they ore retired, did not 
practice or engage in providing he<1lth services prior to their retire-
ment, and are not spouses of such persons, and are nor employed by 
or directors of an institution, organization, or person th<'lt furnishes 
hec1lth services either directly or pursuant to a prescription or direc-
tive from a person licensed by a state to make such a prescription or 
directive; .::ind, provided further, that the President. of the corporn-
tion shall, during his or her tenure in office, be a Director. 

2. Terms. The terms of office of the Directors shall be up to three (3) 
years, and .may, but need not be, staggered, in the discretion of the 
members of this corporation; provided that, if the members. of this 
corporation choose to stagger the terms of the Directors, all terms 
shall be staggered, to the extent .rr?cticable, so that at no time will 
the Public Directors consist of less than a majority of the Board of 
Directors. · 

J . Limitations on Terms. No Director may serve for more than nine 
(9) consecutive yeclrs, except forrhe President, who may cont'inue 
to serve as a Director during his or her tenure ns President, and, 
except for the Chair of the Board of Directors, who will be eligible to 
serve the balance of an unexpired term as Chair and remain a Direc-
tor until expirntion of such term i1s Chair, not to exceed a maximum 
of ten ( 10) years of service as a Director. 
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4. Attendance. The term of office of any Director who shall be absent 
from three meetings of the Board of Directors between annuc1l meet, • 
ings of the Board of Directors, without excuse satisfactory to . the 
Bmwd, shall upon written certification of that fact by the Secretary 
(n copy of which shnl'I be forthwith mailed to such Director) cease 
and terminc:1te ,md the Director's office shall be vacant. 

5. Compensation. Re8sorn'.lble compens8tion may be 1xiid and reim ... 
burscmtnt for actLml and necessary expenses may be made to ,my 
Director for service as a Director, RS 8uthorized by the Bm1rd of Di
rectors from time to time. 

6. Vacancies. Vacancies that occur on rhe Board of Directors, includ
_ing a varnncy resulting from an increase in the number of Directors, 
sh::-ill be filled by a vote of the memhers ofthis corporntion and 1rn~y 
be filled at ~m annmd or special 1neeting of the members of this cor ... 
porntion. 

7. Meetings. The annual meeting of the Board of Dir~ctors shall be 
held at sLich time as determined by the Board of Directors. At st1ch 
annual meeting, r.he Board of Directors shall elect the officers of the 
Board of Directors, and, furthei·, shall approve operating officers des ... 
igm1ted by the President. In addition to the annual meeting, the 
Board of Directors shcill hold regular meetings a·s it by resolution 
shall determine. Special meetings of the Board of Directors may be 
rnlled nt any time by the Chair of the Board of Directors or by the 
President, or upon written request of five ( 5) Directors. Written no ... 
rice shrill be sent to ench Director at least five (5) days in advnnce of 
all meetings. 

8. Ouorum. A quorum sh~1ll consist of a nrnjority of the Bonn:! of Directors. 

9. Removal. A Director shall hold office until expiration of the term 
for which the Director was elected and until a successor is elected 
and qualified, or until the earlier death, resignation, removal, or cfo ... 
quril ification of the Director. A Director may be removed clt any time, 
with or v,dthout cause, by majority ·vote of the rnembers of this cor, 

• porntion. In the event of such removal; the members of this corpor,v 
tion may at the same time elect cl successor for the Director so re, 
moved to serve for . the remainder of the unexpired term that the 
successor Director is fil I ing. 
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ARTICLE 111. 
Officers 

I. Board and Operating Officers. The Board of Directors at its ;mmml 
meeting shall elect a Chair of the Board of Directors, one or more 
Vice Chairs of the Board of Directors, a President, a Secretary nnd a 
Treasurer, and shall approve operating officers designated by the Presi, 
dent. The Board. of Directors may also elect such other officers as the 
Board may determine. The Chair of the Board-of Directors, the Presi, 
dent, the Vice Chairs of the Board of Directors, the Secretary and 
the Treasurer shall be. members of the Board of Directors. The Presi, 
dent shall not be eligible for election as the Chair of the Board, Vice 
Chair of the Board, Secretary or Treasurer, and, further, shall not be 
c1ppointed by the Chair of the Board as chair of any committee of 
the Board authorized pursuant to Article IV of thes.e Bylaws. 

2. Chair of the Board of Directors. The Chair of the Board of Directors 
shall have the power to call special meetings of the Board of Oirec-
tors, and shall preside at all meetings of the Board of Directors. The 
Chair shall have power for and in the name of the corporntion to 
execute with the Secretary such instruments as may be authorized 
by the Board of Directors. The term of office of the Chair of the 
Board of Directors shall be two (2) years, and the Chair shall be 
eligible to serve no more than two, two--year terms or a total of four 
( 4) years as Chair. 

3. Vice Chairs of the Board of Directors. There shall be at least one 
Vice Chair of the Board of Directors. The Vice Chair shall perform 
such duties as may be prescribed from time to time by the Board of 
Directors, and, unless the Board of Directors determines otherwise, 
shall exercise the functions of the Ch8ir of the Board of Directors in 
the event of the Chair's absence or disability to act for any cnuse. 

4. President. The President shall be the chief executive officer of the • 
corporation and shall be a member of the Board of Directors during 
his or her tenure as President. The President shall have power to ex, 
ecute deeds and mortgages, bonds, nnd other obligations, and the power 
to make and execute contracts in the ordinary course of business of 
the corporation. The President .shall have, subject to the direction of 
the Board of Directors, general administration of the affairs of the 
corporadon and perform all duties incidental to the office. 

5. Opernting Officers. Upon designation by the President, the Board of 
Directors shall c1pprove such operating officers, including group \.~ice . 

7 



-~·-. 

presidents, senior vice presidents, vice presidents or assistant vice presi
ents, as it deems necessary. Each operating officer shall be in charge 
of a segment of the business as determined by the President. 

6. Treasurer. The Treasurer of the corporation shall have general re
sponsibility for the keeping of accurate and complele records of all 
receipts ,md disbursements and for the custodianship of all funds of 
the . corporation, subject to contrd of the Board of Directors. The 
Treasurer shall delegate such authorities and functions to a duly 
elected nnd bonded officer of the corporation. as the Board of Direc
tors may designate. The Treasurer sludl be an outside Director and 
shall serve RS chair of the Audit Committee. 

7. Secretary. The Secretary or the Secretary's designee shall keep a full 
and permanent record of all meetings of the Board of Directors and 
the members. The Secretary sh:-1ll execute or attest _all deeds and 
mortgages of the corporation, and perform such other duties as may 
from time to time be prescribed by the Bm1rd of Dit;ectors . 

8. ,Other Officers. The Bo::ird of Directors may designate an Assistant 
Treasurer and c1n Assistant Secretary who may act in the event of 
the absence or disability to act of the Trec1surer or Secretary, respec
tively. The Board of Directors may design8te other officers from time 
to time and prescribe their duties. 

9. Vacancies. The Board of Directors may at ahy time declare an office 
vacant or remove an officer. Vacancies may be filled by the Board of 
Directors, the persons so elected to hold office until the next anmml 
meeting and until their successors are elected . . 

10. Bonds. Bonds may be required from any officer or employee for the 
faithful performance of his or her duties. 

ARTICLE IV. 
Board Committees 

1, Executive Committee. There shall be an Executive Committee con
sisting of the Chair of the Board of Directors, the President and nt 
least two (2) other Directors appointed by the Chair of the Boc1rd and 
approved by the Bonrd of Directors. At least a majority of the Execu, 

. tive Committee shall be composed of outside Directors. The Execu
tive Committee shall have such powers nnd duties, not inconsistent 
with law, as the Board of Directors shall by resolution determine. 
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2. Governance Committee, The Chair of the Board , subject to 
approval of the Board of Directors, shall annually . appoint a 
Goveman:ce Committee .composed of not less than three (3) members, 
all of whom shall be outside Directors, and shall annually designate 
its chai_r: The terms of the members of this Committee shall he up to 
three ( 3) years, and may, but not need be, stctggered, · in the 
discretion of the Chair of the Board; provided that, if the Chair 
chooses to stagger the ten11s of the Committee members, all terms 
shall be staggered to the extent practicable. The Committee shall 
review the qualifications of and recommend candidates for election 
to the Bm1rd; and shall present a slate of nominees, with at least 
one nominee for ec1ch Director position to be filled at the annual 
meeting of the members of the corporation, and shall nominate 
persons to be elected by the members of the corporation to fill 
vacancies which occur on the Board of Directors from time to time. 
The Committee shall review conflict of interest questionnaires 
completed at least annually by the · Board of Directors and by the 
executive officers designated by the President, shall at least annually 
review compliance with rules .of conduct approved by the Board of 
Directors, shall at least annually review the performance of each 
member of the Board of Directors and of the Board as a whole, and 
shall report thereon to the Chair .of the Board-and the PresidenL 
The Committee shall present a slate of nominees for election as 
officers of the Board of Directors at the annual meeting of the Board 
of Directors, and shrill nominate persons for election as officers of 
the Board as may be necessary from time to time to fill vac~ncies or 
to elect new officers of the Board of Directors . 

3. Audit Committee. The Chair of the Board shall annually appoint, 
subject to approval of the Board, an Audit Committee composed 

• of not less than three (.3) . Directors, aH of whom shall be outside 
Directors, and one of whom shall be the Treasurer, who shall serve 
as chair of the Committee. The Committee sh<11l be responsible 
for providing review and oversight of management's performance 
of its financial responsibili'ties on behalf of the corporation, as such 
review and oversight functions me required by this Section 3 
<1nd as determined by resolution of the Board of Directors . The 
Committee shall review and evaluate the corporation's 
procedures for producing fimmcinl data, internal audit functions, 
internal accounting controls, and external ,tudit performance . 

. The Committee shall designate on an annual ha.sis rin 
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external auditor for the corporation and have the authority to 
discharge such auditor. The Committee shall review the annual 
report of the external auditor of the corporation and shall report to 
the Board of Directors regarding the audit report and any recom, 
mendations of the auditor made in the annual report, or that may be 
made at any other time by the auditor, arid as to the fulfillment of, or 
response to, such recommendations. The Committee shRll review 
c1nnually the proposed budget for the corporation, and shall make 
any recommendations to the Board of Directors that it may deem 
necesscu-y or appropriate regarding such budget.. The Committee, 
or another Committee designated by the Board, shall recom, 
mend guidelines for investment-of all money not currently 
needed as working capital, and, when authorized by the Board of 
Directors, shall direct such investments to be made in accordance 
with such guidelines. The Committee shall consider such other 
matters relating to the corporation's financial performance and 
functions as shall be determined by the Board of Directors. 

4. Human Resources Committee. The Chair of the Board of Directors 
shall annually appoint, subject to approval of the Board, a Human 
Resources Committee composed of not less than three (3) Directors, 
all of whom shall be outside Directors, and shall annually designate 
its chair. The Committee shall be responsible for evaluation o·f 
personnel development and programs and all other elements of the 
corporation's human resources strategy. Human resources strategy may 
include, but is not limited to, employee compensation, employee 
competency requirements, training, requit.ment, retention and man
agement development. The Committee shall be responsible for the 
perforrmmce review of the President and for the development of an 
appropriate compensation package on an annual basis. The com
pensation package of the President shall be presented to the Board 
of Directors for approval. The Committee shall consider -such other 
matters relating to human resources as shall be determined by the 
Board of Directors or by the Chair of the Board of Directors. 

5. Other Board Committees. The Chair of the Board may periodically 
appoint, subject to approval of the Board, such other committees 
composed of not less than three (3) Directors, at least a majority of 
whom shall be outside Directors, as may be necessary or desirable for 
the conduct of the business of the corporation, and shall designate 
the chair of each such committee. Each committee may be granted 
the authority of the Board in the management of the business of the 
corporation, to the extent provided in the Board's authorizing reso-

BCBSM· 023453 
10 

~-----., 

lution, provided that each committee shall be subject :;it all times to 
the direction and control of the Board of Directors. Each committee 
shall make regular and special reports to the Board of Directors as 
the Board shall request, and such · other reports as the committee 
may deem appropriate. 

ARTICLE V. 
Indemnification 

The corporation shall indemnify, to the fullest extent permitted by 
the M innesot"a Nonprofit Corporation Act, any person who is eligible for 
indemnification, including advances, including, but not limited to, current 
or former members, Directors, officers or employees of the corporation. 

ARTICLE VI. 
Adoption and Amendment of Bylaws, 

• Rules and Regulations 

11,e Board of Directors at its annual n1eeting1 or at any meeting called 
for that purpose, to the fullest extent permitted by the Minnesota Non.
profit Corporation Act, is authorized and empowered to adopt such By, 
laws, by the affirmative vote of two.-thirds (2/3) of the entire Board of 

. Directors, for the management of the affairs of this corporation, and to 
amend and repeal the same, as shall be _deemed proper and for the best 
interests of the corporation. Further, the Board of Directors is authorized 
and empowered to adopt at any meeting, by the affirmative vote of a ma.-

• jority of the members of the Board of Directors present, such Rules and 
Regulations for the management of the affairs of this corporation, and to 
amend and repeal the same, as shall be deemed proper and for the best 
interests of the corporation. 
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A ware Integrated, Inc. 

Condensed Consolidating Statement of Income 

Year ended December 3 1, 2004 
(In Thousands) 

. \ 

Eliminating Consolidated For-Profit Aware 
BCBSM 2 Inc. First Plan Blue Plus Atrium MIi, lnc. Entries BCBSM Entities Integrated 

Revenues 
Premiums - fully insured . $1,929,583 $58,351 $576,703 $65,131 $23,003 $ - $2,652,771 $ - $2,652,771 
Premium eq·uivalents - self insured 3,651,226 • - - 55,071 175,434 - 3,881,751 - 3,881,751 
Claims processed - self insured (3,349,236) - - (53.,9 I 6) ( l 69,662) - (3,572,814) - (3,572,814) 
Other revenue 4,083 283 3,760 - 15,557 (5,028) 18,655 15,112 33,767 

2,235,656 58,634 580,463 66,286 44,352 (5,028) 2,980,363 • $15; 112 $2,995,475 

Costs 
Claims incurred - fully insured 1,676,281 ·· 50,215 491,090 56,958 I 6,827 - 2,291,371 741 2;292, 112 

Assessments and surcharges 50,42.8 990 12,119 438 220 - 64,195 - .64, 195 
1,726,709 51,205 503,209 ·57,396 17,047 - 2,355,566 741 • 2,356,307 

Other operating revenue and expenses 
Net investment income 26,797 303 8,202 820 3,659 (7,977) 31,804 9,139 40,943 
Net realized gain (loss) on investments 17,911 - 1,197 4 29 - 19,141 - 19,141 
Administrative expenses (~ll,785) · (2,933) (43,041) (7,123) (28,065) 3,557 (589,390) ( I 0,441) (599,831) 
Tobacco settlement income, net ,(12,415) - - - - 448 (11,967) - (11,967) 

l 
Correction of pension error " .. CJ i:; 05.,0.} - - - - • - (12,050) - (12,050) 

i Other revenue (expenses) .' 7,773 - 219 - (379) - 7,613 (924) 6,689 

d, 
Income before income taxes.· 25,178 4,799 43,831 2,591 2,549 (9,000) 69,948 12,145 82,093 

- - "':" 

0 Income tax (benefit) expense 81155 72 I 229 595 - 9,052 4,838 13,890 a, 
~ Net income before minority interest, 17,023, 4,727 43,830 2,362 1,954 (9,000) 72,946 7,307 68,203 
~ I Minority interest in gain of consolidated subsidiaries - 2,364 - - - - . 2,364 - 2,364 I 

°'I Net income $ 17,023 $ 2,363 $ 43,830 $2,362 $ 1,954 • $(9,000) $ 70,582 7,307 $ 65,839 • 
(0 ......, 
(0 ......, 
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Aware Integrated, Inc. 
Condensed Consolidating Balance Sheet 

December 31, 2004 
(In Thousands) 

Eliminating Consolidated For-Proflt Aware 
BCBSM, Inc. First Plan Blue Plus Atrium MII, Inc. Entries · BCBSM Entitles Integrated 

Assets_ 
Investments available for sale: 

Fixed maturities . $ 565,026 $ I 2,697 $175,509 $21,650 $69,528 $ - $ 844,410 $ - $ 844,410 
Equity securities 373 377 - 30 213 - 15 957 - 419 547 - 419 547 

938,403 12,697 205,722 21,650 85,485 - 1,263,957 - 1,263,957 
Cash and cash equivalents 326,970 9,697 20,278 2,522 (3,196) - .356,271 21,637 377,908 
Accounts receivable 263,867 3,718 41,576 1,081 9,515 - 319,757 1,616 321,373 
Property and equipment, net 190,512 6,378 5,633 - - - 202,523 - 202,523 
Other assets 251,961 1,266 46,302 - 4,429 (269,297) 34,661 11,642 46,303 
Deferred income taxes 521806 - - - 124 - 521930 {42094·} 481836 
Total assets $2,024,519 $33,756 $319,511 $25,253 $96,357 $(269,297} $2,230,099 $30,801 $2,2§_0,900 

Liabilities and equity 
Liabilities: 

Claims and claim adjustment expenses 315,130 4,601 84,168 7,722 4,553 - 416,224 - 416,224 
Policy reserves 13U00 1,400 29,700 - - - 162,400 - 162,400 
Advance premiums 123,121 2,932 42,920 3,151 911 - 173,035 897 173,932 
Accounts payable and accrued expenses 318,464 3,427 1,690 219 32,637 356,437 415 356,852 
Other liabilities 57,748 I, 106 4,778 970 149 (46',464) 18,287 117 18,404 
Notes payable 2,643 • 5,647 2,643 - - (1,552) 9,381 - 9,38 i 
Tobacco settlement liabilities 71 250 . - - - - 71 250 - 71 250 

Total liabilities 1,0 I 9,656 19,113 165,899 12,112 38,250 (48,016) 1,207,014 1,429 1,208,443 
OJ 
('") Minority interest in net assets of subsidiaries - 6,222 - - 12,000 - 18,222 - 18,222 OJ en 

Equity: s: 
Paid-in capital - - - - 12,229 ( I 2,229) - 402 402 

CJ'1 Accumulated earnings (deficit) - - - - 33,878 (33,878) - 30,570 30,570 
<.0 . Equity in not.for-profit affiliates 968,699 8,421 153,612 13,141 - (175,174) 968,699 (1,600) 967,099 
_., ; 

<.0 j Accumulated other comprehensive income 36 164 - - - - - 36 164 - 36,164 
O') I • Total equity I 10041863 81421 . 1531612 13,141 461107 {221,281 ~ 11004,863 29,372 I 1034 1235 

Total liabilities and equity $210241519 $331756 $3191511 $251253 $96!357 $~269,297} $2!2301099 $30180 I $2!260!900 
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AWARE INTEGRATED, INC.IBLUE CROSS AND BLUE SHIELD OF MINNESOTA, INC. 
BOARD MEMB-ERS 2004-2005 

MARK W. BANKS, M.D. - President and CEO 
President and CEO, Blue Cross and Blue Shield of Minnesota 
3535 Blue Cross Road, Eagan, MN 55122 
651.662.8438 or 651.662.6679 Mary Beth Olson 
651.662.7767 Fax 
mark_w_banks@bluecrossmn.com 

·EMMETT D. CARSON, Ph.D. 
President and CEO, The Minneapolis Foundation 
800 IDS Center, 80 South Eighth Street, Minneapolis, MN 55402 
612.672.3838 Annie Andrianasolo 
612.672.3846 Fax 
edcarson@mplsfoundation.org 
All Mail To: 5230 Green Farms Road, Edina, MN 55436 

SUSAN S. ENGELEITER 
President and COO, Data Recognition Corporation 
13490 Bass Lake Road, Maple Grove, MN 55311 
763.268.2102 or 763.268.2222 Roiann Rinehart 
763.268.2722 Fax or 763.268.2602 PC Fax 
sengeleiter@drc-mn.com 

--: BENJAMIN R. FIELD 
Retired - Senior Vice President and Chief Financial Officer - Bemis Company, Inc. 
1729 North Farm Road 
Long Lake, MN 55356 
612.376.3092 (Office) or 952.473.2244 (Home) 
952.475.2244 Fax 
brfield@bemis.com; benrfield@aol.com 

JOEL R. HAUGEN, M.D. 
Managed Care Medical Director 
Dakota Clinic West Acres • 
3902-13th Ave. ~outh, Fargo, ND 58103 
701.364_6622 or 701.364.7800 701.364.3405 Donna Hentges 
701.364.8598 or 701.364.2595 Fax 
jhaugen@dakcl.com, joelhaugen@cableone.net 

SHIRLEY J. HUGHES 
Senior Vice President, Human Resources, Ceridian Corporation 
3311 Old Shakopee Road, Bloomington, MN 55425 
952.853.3301 or 952.853.6604 Mary Ann 
952.853.3312 Fax 
shirley_j.hughes@ceridian.com 

. ':.• · 
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AWARE INTEGRATED, INC.IBLUE CROSS AND BLUE SHIELD OF MINNESOTA, INC. 
BOARD MEMBERS 2004-2005 

ROBBINS. JOHNSON - Secretary 
Senior Vice President, Director of Corporate Affairs, Cargill Incorporated 
15407 McGinty Road West, Wayzata, MN 55391 
or P.O. Box 5724, Minneapolis, MN 55440 
952.742.6206 or 952.742.6205 Bonnie Meyer 
952.742.7209 Fax 
rob _johnson@cargill.com 

JONA THON (JON) E. KILLMER - Vice Chair and Treasurer 
Consultant, Hypercom Corporation 
480.513.4988 Home, 480.694.5889 Cell · •• 
480.513.4987 Fax 
jon.killmer@dcranch.com 
All Mail To: 9290 East Thompson Peak Parkway, The Country Club, #233, Scottsdale, AZ 85255 

JOHN H. KLEINMAN, M.D. 
Vice President of Clinical Affairs, VHA Upper Midwest 
7601 France Avenue, Suite 500, Edina, MN 55435 
952.837.4709 or 952.837.4738 Nita 
952.837.4701 Fax 
jkleinma@VHA.com 

JOHN W. LETTMANN 
President and CEO, Malt-O-Meal Company 
2700 IDS Center, 80 South 8th Street, Minneapolis, MN 55402 
612.524.2100 or 612.524.2151 Debbie Lamb 
612.359.5425 Fax 
john_lettmann@malt-o-meal.com 

PETER H. MCNERNEY 
General Partner, Thomas, McNerney & Partners LLC 
60 South Sixth Street, Suite 3620, Minneapolis, MN 55402 
612.465.8670 or 612.465.8673 Kim Steinert 
612.465.8661 Fax 
pmcnerney@tm-partners.com 

JOHN M. MURPHY, JR. - Chair 
Managing Partner, Somerset Asset Management LLC 
90 South ih Street, Suite 4400 
Minneapolis, MN 55402 
612.317.2140 John or 612.317.2146 Julie 
612.317.2160 Fax 
murph@somersetasset.com 
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AWARE INTEGRATED, INC.IBLUE CROSS AND BLUE SHIELD OF MINNESOTA, INC. 
BOARD MEMBERS 2004-2005 

VANCE K. OPPERMAN, ESQ. 
President and CEO, Key Investment, Inc. 
225 South Sixth Street, Suite 5200, Minneapolis, MN 55402 
612.370.1720 Char or 612.916.0153 Char's Cell Phone 
612.333.6708 Fax 
vopperman@keyinvestment.com 

PAMELA A. WHEELOCK 
EVP and Chief Financial Officer 
Minnesota Sports and Entertainment 
317 Washington Street 
St. Paul, MN 55101 
651.602.6021 Office 
651.602.5709 Stephanie Huseby 
651.312.3490 Fax 
pwheelock@wild.com 
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Aware Integrated, Inc. 
Human Resources Committee 

Minutes 

BCBSM 5th Floor Conference Room 
Eagan, Minnesota 

November 18, 2003 
3:30 p.m. 

Present: 

Others Present: 

Absent: 

Shirley Hughes, Chair 
Benjamin Fields 
Joel Haugen, M.D. 
John Kleinman, M.D. 
John Lettmann 
Peter McNerney 

Mark Banks, M.D. 
Roger Kleppe 
Andy Goldstein, Watson Wyatt & Company • 

Ellen Perl 

The Blue Cross Blue Shiel_d of Minnesota Human Resources Committee was 
called to order by Shirley Hughes, Chair at 3:30 p.m. 

Approval of Minutes 

Ms; Hughes accepted a motion for approval of the minutes of the October 1, 
2003, Human Resources Committee. Upon motion, seconded and carried, it 
was: 

RESOLVED, that the minutes of the Human Resources Committee 
. meeting held on October 1, 2003, be, and hereby are, approved. 

Review and Recommend Human Resources Committee Charter • 

Mr. Kleppe reviewed with the Committee the Human Resources Comniittee 
Charter with the .proposed changes highlighted in blue text. Mr. Kleppe stated 
that he had reviewed the by-laws for the corporation . to ensure the Charter was 
aligned. MLKleppe also·stated that he nad reviewed numerous public company 
Human Resources Committee charters with the intent to incorporate best of 
class language and to simplify the existing language. The Committee requested. 
a change to the membership. requirements with the deletion of the · following 

• words, "the majority of whom shall be outside'' and the inclusion of the following 
language, "ail of whom shall be independent". Under decision activity number 4 • . 
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and 5, the Committee changed the management activity to "As directed by HR 
-Committee". After discussion, upon motion, seconded and carried, it was: 

RESOLVED, that Aware Integrated, Inc. and BCBSM, INC., Human 
Resources Committee approves the following resolutions and 
recommends adoption of said resolutions by tt"1e Aware Integrated, Inc. 
a·nd BCBSM, INC. Governance Committee: 

RESOLVED, that the Aware Integrated, -Inc. and BCBSM, INC., 
·Governance Committee approves the • following resolution and 
recommends ~doption of said resolution by the Aware Integrated, Inc. 
Board of Directors and by the BCBSM, INC. Board of Trustees: 

RESOLVED, that the Human Resources Committee Charters of Aware. 
_ Integrated, Inc. and BCBSM, , INC. copies of which are attached and 
incorporated-herein- by_ reference, be and hereby are·, approved. 

Review arid Approve Re~iree Health Care Program Changes 

Mr.- Kleppe reviewed with the Committee changes that had been made to· the 
retiree medical program in March 2000-and the ·grandfather/transition benefits for 
employees who were within 5 years of reaching rule of 85 or 30 years of service. 
Mr. Kleppe noted _ that with the recent Reduction-In-Force impacting over 130 
employees, two employees are impacted to prevent their eligibility for retiree 
medical under the new program, that stipulates eligibility as age 55 and 10 years 
of service. Mr. Kleppe stated that Blue Cross recommends the same concept as 
stated .in the transition rules for ·employees who lose -their employment due to 
corp.orate restructuring. The additional language is recommended as follows: "If 
an employee loses employment with Blue Cross due ·to corporate resfructuring 
and is within 12 months of satisfying plan eligibility requirements, he or she shall 
be treated as being eligible for the premium subsidy based on the actual· number 
of full years· of active eligible employm'ent". Following discussion, upon motion, 
seconded are carried, it was: 

, RESOLVED, that • Retiree Health Care Program is amended to -allow 
employees who lose employment due to corporate restructuring and are 
within twelve months of satisfying plan - eligibility requirements, to be 
treated as being eligible for the premium subsidy based on the actual 
number of full years of active eligible employment, be and hereby, are 
approved. 
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Review and Approve Officer Total Compensation Package for 2004 

Mr: Kleppe reviewed with the Committee the officer compensation process in 
preparing the recommendations for last year's executive compensation review. 
For that review, the Human Resources Committee contracted with Watson Wyatt 
who reviewed the philosophy for executive compensation, performed a market 

• assessment of . the top positions and recommended the desired competitive 
• position for ·executive compensation at median of a peer group consisting of 
comparabl·e healthcare industry companies with additional information reviewed 
for local market peers. • 

Mr. Kleppe stated that for purposes of determining 2004 executive compensation 
• levels, Blue Cross relied upon the 2003 Watson Wyatt Compensation Survey for 

Health Insurance and Managed Care -industry (which included 15 Blue Plans 
·with a m·edian total healthcar.e revenue of $6.3 billion and 9 managed care plans 
with a median . revenue of $2.4 billion). For long-term incentive opportunity 
targets, the October 16, 2002 Watson Wyatt report was relied upon using only 

• th~ non-profit Blue Plans-as reference points for the 10 participants in that study, 
. for other officers the 2002 Watson Wyatt Compensation Survey for Health 
Insurance and Managed Care Industry was used. Mr. Kleppe stated the. 2003: . 

. report had data integrity issues with · the long-term · data· that were not . 
Teconcilable. Mr. Kleppe reported the resulting aggregate 2004 base salary 
market midpoin.ts totaled $6,937,000 • (CEO exclu.ded) compared with the 2003 
aggregate of $6,610,000 for an ·increase of 4.9% for base salaries, 4.7% for 

• Total Cash Compensation (TCC) and 5.3% for Total Direct Compensation 
{TDC). Mr. Kleppe stated that the recently announced re-organization, created 
an Executive Vice President position and additional accountabilities for three 
officers that were the primary drivers in the higher TDC market medians·.· 

Mr. Kleppe noted that Competitive Total Cash Compensation (TCC) was 
.determined using the salary midpoint data (median) plus the meqian annual 
· incentive opportunity for the combined • group of positions surveyed (median 
revenue of 5.0 billion With 4,700 employees). Of the companies iD the combined • 

. groups, 75% were not-for-profit or mutual .and 86% of the Blue Plans .. were not
for-profit or mutual. Long-term incentive opportunity is determined using Blue 

· Plan non-profit data only. ' 

Mr. Kleppe referenced Executive Benefits, and the report by Clarke/Bardes 
dated November 26, 2001, entitled, "Reasonableness of Executive Benefits and 
Perquisites", which stated, "we find the executive benefit programs of Blue Cross 
Blue Shield of Minnesota to be -reasonable and • well within the bounds .of 
competitive practice". Mr. Kleppe also referenced the October 16, 2002, Watson 
Wyatt report which stated, "tf,e design of the benefits plans f-Jre competitive With 
market practices (with health and dental insurance and the defined benefit plans 
slightly above market practices)". For 2004, the Collateral Assigned Split-Dollar 
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Arrangements have been terminated and replaced with term life insurance ·for 
the· pre-retirement benefit and a survivor income benefit for the post-retirement 
benefit. Health Insurance premiums and plan design changes has shifted more 
medical costs to officers and director level staff so that on average this level of 

• employee is paying for approximately 30% of the overall cost of medical 
coverage. 

Mr. Kleppe offered the following recommendations: 

• Base salary - distribute a 4.2% salary merit and promotion pool 
resulting in a 97. 7% com pa-ratio (ratio between established pay levels 
to market). The range of compa-ratios would be 83% ·10 120%. A 
compa~ratio . in the 80% range equates to approximately the 25th 

percentile qnd 120% to approximately the 75th percentile. The 
. recommendations result ifl a base salary compa-ratio of 97. 7%, which 

·is · very close to the 50th percentile. Mr. Kleppe noted that 78.3% of · 
. surveyed companies position salary at median, 13.0% between 
. _median and 75th percentile and 8.7% at the 75th percentile, with· zero . 
percent below :median. 

• Annual bonus - target incentive opportunity for · the aggregate of all 
officers are at relative market median levels, 35.8% actual average 
versus 34.2% market average, with 15 officers equal to market,- 13 
officers greater than market by an average of 4.1 % (range from . +2% 
to +5%), and 2 officers less than market by an av~rage of 2.0% (range . 
from -1 % to -3.% ). Consideration should be made to increase 
Colleen Reitan from 45% to 50%, Michael Morrow from 30% to 45%, • 
Richard Neuner from 40% to 45%, Nancy Nelson and Roger Kleppe 
from 35% to 40% in order to bring total cash compensation more in 
line with the market. Mr. Kleppe noted that la~t year, Watson Wyatt 
made -the recommendation to bring targeted annual incentive 

• opportunity from 40% to 50% for the top five · officers, and 
manage_ment recommended limiting that increase to 5% which was 
·approved. The WWDS survey utilized for this year's analysis identified 
anmml target median- levels for the top eight officers at a 41.8% 
average versus 42.5% average last year utilizing the Watson Wyatt · 
custom survey. The recommendations result in a Total Cash 
Compensation (TCC) compa-ratio of 99.0%. Mr~ Kleppe noted that 

• 52.6% ·of surveyed companies position TCC at medial'), 31.6% 
between· median and the 75th percentile and 15.8% at the 7_5th 

percentile, with zero percent below median. 

• Long-term incentive plan - long-term . incentive · targets are 
approximately at median of the . not~for-profit Blues, assuming median 
salary levels. Mr. Kleppe noted that in general industry, _there is 
typically a slightly larger gap betwee~ the target long-term incentive 
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levels for the CEO and the other top executives than what is shown for 
not-for-profit Blue Plans. Mr. Kleppe stated that for 2004, target long
term incentive opportunity for the aggregate of all eligible officers are 
at market median levels., 33.4% actual average versus 32.2% market, 
with 7 officers equal to market, 9 • officers greater than market by an 

. average of j_8% (range +1 % to +8%), and 3 officers less than market 
by 2%. each. Consideration should be made to increase Michael 
Morrow's long-term from 30% to • 40% and to reduce Deborah 
Madson's long-term from 30% to 25%. The recommendations result in 
a Total Direct Compensation (TDC) compa-ratio of 99.4 %. Mr. Kleppe 
noted that within surveyed companies, 46.2% position TDC at median, 
38.5% between median· and the 75th percentile, and 15.4% below 
median. Blue Cross of Minnesota would fall into this category since its 
long-t~rm incentive opportunity targets are positioned to include only 
non-profit Blue plans, excluding for.:.profit Blue and non-Blue plans that • 
distribute stock options or have higher value performance based plans 
thereby positioning its long-term below median. 

. . . 

• Benefits - benefit design is· consistent with market practices and no 
other changes · are recommended. Mr. Kleppe referenced the 2004 
Executive Benefit • Plan Summary which was included in the 
Committee's advance reading materiaf. 

Mr. Kleppe- distributed a market analysis of base salary comparisons over a five
year time frame within the health insurance/managed care industry ·across five 
fop executive positions representing revenue scopes from $1 billion to $6 billion. 
·Mr. Kleppe stated that recent inflation in health care premiums appear to have 
inflated the salary level for all positions in the $1-3 billion range, . but deflated 
salary for three positions and slightly inflated -for two positions (4.8% and 6.5%) 
over the five year period · compared with a relatively conservative 4% annual 
executive wage inflation ~ate. 

_ Mr. -Kleppe reviewed a detailed spreadsheet included in ea.ch . Committee 
• Member's material for the to elected officers which· _identified the following: 
current base s~lary, 2004 market base midpoint, 2004 market annual incentive, 
2004 market long-term incentive (all data from the Watson Wyatt Worldwide 
_industry survey). Additional information presented included the proposed 2004 
base salary, proposed 2004 annual incentive opportunity, proposed 2004 long- . 
term incentive opportunity, proposed TCC and TCC compa-ratio, proposed TDC 
and TDC compa-ratio and proposed 2004 flexible benefit amount. Mr. Kleppe 

. also referenced the same format detail for all officers below the CEO. The 
. Committees _discussion focused on the first report concerning the erected 
officers, and offered feedback related to the reorganization, actual performance 

- for the listed officers, and after discussion, agreed that the increase for Michael 
Morrow should -be scaled back $10,000, for a compa-ratio of 83%,_ which would 
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recognize the promotional increase and provide movement in the future 
consistent with his performance. 

Mr. Kleppe reviewed the Executive Benefit Plan Summary, including basic 
benefits available to all employees, designated executive benefits (disability 
salary continuation, supplemental - retirement plan, • executive deferred 
compensation, executive group term fife insurance coverage, e·xecutive optional · 
life insurance, · executive survivor income benefit, accident insurance coverage, 
financial/tax/estate planning benefits, life planning benefit, and professional 
dues). Mr. Kleppe stated that the split-dollar arrang·ements had been terminated 

• and the process was underway to resolve . that termination. Mr. · Kleppe also_ 
reviewed the executive flexible benefit allowance of 5.5% of base salary and . the 
choices executives could make with those flex-dollars, including in~ividual long
term disability coverage, group long-term care coverage, vacation buy/sell and 
the capital accumulation ~ccount program. 

Following discussion, upon motion, seconded and carried, it was: 

WHEREAS, BCBSM, • INC. (Blue Cross) -is a taxable corporation under 
federal and state laws, it is· also a non-profit corporation under Minnesota 
Statues, Chapter 317 A, 

. . 

WHEREAS, Blue Cross adheres to processes and policies to ensure that 
compensation paid to employees is reasonable and appropriate, • 

WHEREAS, Blue Cross' 9ompensation arrangements are approved by the 
Human Resources Committee which is, composed entirely of individuals 
who do not have a conflict of .interest with respect to the compensation 
-arrangements, 

• WHEREAS, the Human Resources _ Committee obtained and relied upon 
appropriate data as to comp·arability of other similarly situated · individuals . 
prior to making its determination, • 

WHEREAS, the Human Resources Committee · adequately documenled 
the basis for its determination that the compensation arrangements are 
appropriate concurrently with making that determination, 

. . 

NOW THEREFORE BE IT RESOLVED, that the ~orporation is authorized 
to distribute $274,000 in merit and/or adjustments for up to thirty 

. individuals, who are currently elected or appointed officers _ of BCBSM, 
INC., to be effective December 13, 2003, corresponding with the first pay
.period of 2004, • 

\ 
FURTHER RESOLVED, that annual incentive opportunity for 2004, 
expressed as a percentage of base salary, at target, be increased for the 

BCBSM-015304 



All Human Resources Committee 
November 18, 2003 
Page 7 

following officers at the stated percentage: Colleen Reitan 50%, Michael 
Morrow 45%, Richard Neuner 45%, . Nancy Nelson 40%, and Roger 
Kleppe 40%, and other officers annua~ incentive remains at existing 
percentages, with an opportunity to earn up to 150% of target with 
superior performance, 

FURTHER RESOLVED, that long-term incentive opportunity for 2004, 
expressed as a percentage of base s_alary for each year of eligibility within 
a long-term period, at • target, be approved as follows: Michael Morrow 
40% and Deborah Madson 25%, and · other officer's long-term incentive 
remaining at existing levels, with · an opportunity to earn up to 150% of 
target with superior performance, 

NOW THEREFORE BE IT RESOLVED, that BCBSM, INC. ·officers are . 
authorized continuation of existing ba:sic benefits, designated executive 
benefits and executive flexible benefit choices, including a 5.5% executive 
flexible· bene~t allowance based on the 2004 annual salaries adjudicated 
from the 4.2% merit/adjustment pool, be and hereby are approved. 

• Review Officer Severance and Chanqe-ln-Control Provisions 

Mr. Goldstein reviewed the report dated November 18, 2003,'-. entitled, "Overview 
of Officer Severance and Change-In-Control Provisions" with the Committee. 
Mr. Goldstein reported • that the Chief . Execu~ive Officer: is covered under a 
separate plan as part of the employment agreement and Mr. Goldstein reviewed .. 
its benefits.· Mr. Goldstein · reviewed the existing Senior Staff Severance Pay 
Policy, effective January 1, 19.96, and reported that a conservative view of 

. market practices suggests that an enhanced severance package for a select 
·group of senior staff officers would be appropriate. Mr. Goldstein reported thaf 
th_e enhanced severance benefits would include providing 18 months of salary 
and health/dental benefits continuation with outplacement services. For Change
of-Control that results in actual or constructive termination·, . Mr. Goldstein 
reported that · 24 months of salary~ and health/dental benefits continuation and 

• outplacement services is within m.arket practices. Mr. Goldstein stated that all 
• severance beRefits should include the requirement of a non-compete, non
piracy, and non-solicitation for the period severance benefits are being paid. 
After discussion, upon motion, seconded and carried, it was: 

WHEREAS, BCBSM. INC., (Blue Cross) desires to retain the employment 
services of its top executive leadership talent, and that such employment 
continuity is in the:best interest of Blue Cross stakeholders, 

WHEREAS, the Human Resources Committee · has relied upon 
independent advice and counsel with respect to severance and change_: 
in-control policies and practices, and that such advice was formed on the 
basis of market comparability of ott}er similarly situated individuals prior to . 
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making its decision, and the Human Resources Committee adequately 
documented the basis for its determination, that the severance and 
change-in-control arrangements were appropriate concurrently with · 
making that determination, 

NOW, THEREFORE BE IT RESOLVED, that a select group of key 
executives, to include the officers who report · directly to the Chief 
Executive Officer, representing • seven (7) current officers of Blue Cross, 
are recommended for an eighteen-month severance package consisting 
of only . salary continuation, medical/dental benefit continuation, and 
outplacement. services, and for actual or constructive termination related 
to a change-in-control, a twenty-four month severance package ·consisting 
of only salary continuation, medical/dental benefit continuation, and 
outplacement services, be and hereby are approved for recommendation 
to the Board of Trustees . 

. Review 2003-2005 Long-Term Measures of Health Improvement 

_ This topic was deferred fo the January 29, 2004 Human Resources Committee 
Meeting. 

Review Executive Replacement and Succession Planning 

Dr. Banks revjewed with the Committee the reorganization recently announced 
on November 10, 2003, and. additional job accountabilities and challenges for 
Colleen Reitan, Michael Morrow and Richard Neuner. · Dr. Banks discussed 
issues relating to the succession planning for the Chief Executive Officer 
position, both· short-term and long-term. Dr. Banks stated that re-organizing the 
executive talent, which would serve two purposes: 1) better alignment of talent in 
response to the regional affiliation strategy, and 2) to position certain executives 
for additional accountabilities and career developmental opportunities. 

Review and Approve Nominations for officer eiection 

· . Mr. Kleppe .intr-oduced a clean-up resolution for the officers recently promoted, 
and after discussion, upon motion, seconded and carried, it wa·s: 

RESOLVED, t~e following s_late of persons afe nominated for election as • 
operating officers of the corporation to hold such office at the pleasure of 
the Board of Directors or until resignation or removal and replacing all 
previously elected operating officers: • 

Colleen Reitan 
Richard Neuner 
Michael Morrow 

Executive Vice President, Operations 
Senior Vice President and Chief Marketing Officer 
SeniorVice President, Business Development and 
Network Management 
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Marsha Shotley Assistant Secretary 

Review Executive Compensation Reporting Requirements 

Mr. Klepp_e stated that IRS 990 filing is only required on tax-exempt 
organizations, and within Blue Cross, include Blue Plus and Atrium. The 
Department of Commerce for the State of Minnesota and the Office of the 
Commissioner of Insurance for the State of Wisconsin also require reporting on 
executive compensation, but do not require the same information. Mr. Kleppe 
reported that the Commerce Department did not realize the difference and 
requested an explanation as to why the amounts for Blue Cross executives were 
different in the Commerce Department's Supplemental Compensation Exhibit 
and the 990 reported compensation used by the Star and Tribune. The IRS also 

_ requires Blue Cross to submit a Form 1120, but this requirement is different from 
the 990 -and the Department of Commerce. For example: 

2001 Reporting IRS 990 IRS 1120 Dept of 
Mark Banks, M.D. Format format Commerce 
CEO Format 
2001 $2,823.220 $947,635 $1,165,134 
2002 $3,109,604 $1,317,919 $1,270,482 

-Mr. Kleppe stated that technically, the only executive staff member that requires 
._a 990 format filing is Colleen Reitan due tO" her role as President and CEO of 
• Blue Plus. Dr. Banks reported that Blue Cross has made the decision to 
externally report compensation for officers other .than Colleen Reitan in the same 

_ format (IRS 990) as it reports Ms. Reitari's to avoid differences in reporting 
mettiodologies, even though such reporting distorts the compensatiqn dollars 
and the media reports such compensation as "paid", when portions of it are not. 
After discussion, the Committee agreed to present this • topic to the Board for 
further discussion. 

Dr. Banks and Mr. Kleppe left the meeting at this time. 

Review and Recommend Chief Executive Officer Total Compensation Package 

The Committee members and Mr. Goldstein discussed the total compensation 
package for the Chief Executive Officer given the detailed information included in 

·the · Human Resources Committee book · dated, November 18, 2003, entitled, 
"Chief Executive Officer Compensation 2004" and "Chief Executive Officer 
Co~pensation History". Mr. Goldstein stated that for determining market 

• comparables in preparation for determining 2004 executive compensation levels, 
the Committee authorized management to perform a market analysis using the 
2003 Health Insurance Executive Compensation Survey -report prepared by 

• Watson· Wyatt Data Services (YVWDS). Mr. Goldstein reported that the peer 
group used in the WWDS . survey is comparable _ to the custom survey from the 
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previous year and represents health plans of similar size which included 15 Blue 
Plans with median total healthcare revenue of $6.3 billion and 9 managed care 
plans with median revenue of $2.4 billion. Blue Cross' revenue for 2003 will be 
$6.0 billion~ including ASG premium equivalents. For purposes of determining 
·2004 executive compensation levels, a $6 billion revenue scope was utilized. For 
annual. incentive opportunity, median incentive levels were utilized and derived 
from all organizations in the survey. . The median long-term incentive (L Tl) 
opportunity for Blue Plan CEO's, as stated in the October 16, 2002 Watson . 
Wyatt report is 50%, and was utilized for long-term incentive opportunity. 

Mr. Goldstein stated that the Human' Resources Committee has established a 
peer group of companies for the purpose of ensuring the compensation and 
benefits it awards the CEO is at competitive levels in the industry. The Executive 
• Compensation Guiding Principles state that base salaries will be administered to 
median salary . levels with minimum salaries at 80% of median and incentive 
opportunities targeted at median levels. 

Ms. Hughes reviewed preliminary results from the CEO Evaluation arid 
Assessment and the • Committee discussed ·· the need to evaluate its 
recommendation for the .. CE O's total compensation package based on the 

. market data presented, the ·. CE O's performance evaluation results and any 
special considerations. . Ms. Hughes stated that the CEO . is provided a leased 

· vehicle.The monthly payment for the leased vehicle is $1,218.63;. which .includes 
the lease and taxes. For 2002, an imputed income charge of $9.452 was 

. included on the W-2_ Ms. Hughes reported that if the leased vehicle for the CEO 
was eliminated and converted t<? salary, it would require a gross income amount 
of $2,234 per month or $26,807 per year. 

Mr. Goldstein reported that last year the Committee extensively reviewed the 
Su.pplemental . Executive Retirement Plan (SERP) approved by the Board in 
1999, and concluded that certain elements of.the SERP resulted in benefit levels 

• higher than median, but within market norms_ t0r. Goldstein noted that Watson 
: Wyatt estimated that for 2004, that amount would .be $274,177. The spread 
• between the CEO's current TDC .. and the market median TDC for 2003 is 
$464,000. The Committee discussed taking the ' $274,177 into consideration 
when viewed the CEO's· total compensation package relative to market, as the 
$274,177 should be viewed as part_ of the total compensation. 

·Following discussion, upon motion, seconded and carried, it was: 

WHEREAS, BCBSM, INC. (Blue C~oss) is a taxable corporation· under 
federal and state laws, it is also a non-profit corporation under Minnesota 
Statues, Chapter 317 A, 
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WHEREAS, Blue Cross adheres to processes and policies to ensure that 
compensation paid to the Chief Executive • Officer is reasonable and 
appropriate, 

WHEREAS, Blue Cross' compensation arrangements are approved by the 
Human Resources Committee which is, composed entirely of individuals 
who do not have a conflict · of interest with respect to the compensation 
arrangements, 

WHEREAS, the -Human Resources Committee obtained and relied upon · 
appropriate data as to comparability of other similarly situated · individuals . 
prior to making its recommendation, • 

WHEREAS; the_. Human Resources Committee adequately documented 
the basis for its recommendation thaf the compensation arrangement for 
the Chief Executive Officer are appropriate concurrently with making that 

. • determ.ination, 

NOW THEREFORE BE IT RESOLVED, that the Corporation is authorized 
to distribute $30,000 in merit, representing an increase of 4.5% over the 

• 2003 base · salary, for the C.hief Executive Officer, to be effective 
December 13, 2003, corresponding with the .first pay-period of 2004, 

FURTHER RESOLVED, that annual incentive · opportunity for 2004, at 
target, be set at 60% of base salary, with an opportunity to earn up to 
150% of target with superior performance, • • 

FURTHE.R RESOLVED, that long-term incentive opportunity fo~ 2004, at 
• target, be · set at 60% of base salary for each year of eligibility within a 
long-term · period, with an opportunity to earn up to 150% of target ·with 
superior performance, • • • 

NOW THEREF.ORE BE IT RESOLVED, that the· retirement programs and · 
benefits . afforded the Chief · Executive Officer and approved as part of his 
current -employment agreement are continued in place for 2004 including · 
continuation of existing basic benefits, designated executive benefits, 
perquisites, and executive flexible benefit choices, including ·. a 6.4% 

. . 

executive flexible benefit allowance based on the 2004 annual salary, be 
and hereby are approved for recommendation to the Board of Trustees. 
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Adjournment 

Ms. Hughes adjourned the meeting at 6:00 p.m. 

B . 
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BCBSM Top Executive Base Salaries and Annual Bonuses: 
Comparison to Peers by Position and by Organization Revenue Size 

Median, 
Org Median, of 
Revenue Org 
Less Than Revenue of 
$5B, $5-1 OB, 

Position Bonus Bonus 
03 Annua! 04 Annual Compared Eligible Bonus Avg Eligible Bonus Exhibit 34, 

Name Title 03 Base Bonus 04 Base Bonus To Orgs Paid Orgs Avg Paid Page# 
Banks CEO $ 670,000 $ 419,000 $ 700,000 $ 257,000 CEO $ 632,000 $ 628,000 $ 850,000 $633,000 32 

VP Commercial Sales & Top Sales 
Flygare Account Mgmt $ 247,000 $ 107,000 $ 256,000 $ 60,000 Exec $ 182,000 $ 57,000 $ 251,000 $ 94,000 97 

Top Medical 
Gold . VP Health MqmVCMO $ 305,000 $ 139,000 $ 312,000 $ 96,000 Officer $ 304,000 $ 111,000 $ 305,000 $114,000 84 

VP HR, Real Estate & Top HR 
Kleppe Facilities Services $ 245,000 $ 90,000 $ 253,000 $ 60,000 Exec $ 212,000 $ .. 89,000 $ 225,000 $ 81,000 143 

Top Network 
Senior VP Business Dev Management 

Morrow & Network Mgmt $ 224,000 $ 72,000 $ 300,000 $ 47,000 Exec $ 187,000 $ 73,000 $ 231,000 $ 94,000 75 
Top 
Actuarial 

Nelson VP Chief Actuary $ 255,000 $ 104,000 $ 260,000 $ 62,000 Exec $ 204,000 $ 90,000 $ 226,000 $ 74,000 131 
Top 

Senior VP Chief Marketing 
Neuner Marketinq Officer $ 300,000 $ 137,000 $ 320,000 $ 84,000 Exec $ 215,000 $ 84,000 $ 215,000 $ 72,000 101 

Top 
Senior VP Corporate Managed 

Niemiec Affairs $ 341,000 $ 160,000 $ 346,000 $ 224,000 Care Exec $ 301,000 $ 188,000 $ 350,000 $279,000 65 
Chief 
Information 

Senior VP & Chief Info Systems 
Ounjian . Officer $ 300,000 $ 141,000 $ 304,000 $ 95,000 Exec $ 250,000 $ 111,000 $ 295,000 $114,000 118 

Top 
Financial 

Peterson Senior VP & CFO $ 321,000 $ 141,000 $ 335,000 $ 101,000 Exec $ 329,000 • $ 143,000 $ 365,000 $164,000 122 
Executive VP of Executive 

Reitan Operations $ 377,000 $ 151,000 $ 400,000 $ 113,000 VP $ 378,000 $ 288,000 $ 415,000 $167,000 38 

Notes: If BCBSM includes Administrative Service Contracts (ASC} revenue in its revenue size then BCBSM executives are compared to executives in the $5-10 billion range. 
All numbers rounded to nearest whole amount up or down. 
tf BCBSM did not include ASC revenue in its revenue size then BCBSM executives would be compared to executives in the less than $5 billion range. 
The source for BCBSM Executives' compensation fiqures is (Exhibit 19). 
Comparsion information is from Health Insurance Executive Compensation Survey Reoort 2003, Watson Wyatt Data Services, (Exhibit 34 . 



BYLAWS 

OF 

AWARE INTEGRATED, INC. 

ARTICLE I. 
Members 

I. Composition. The members of the coq.,01;ation shall consist solely 
and exclusively of all the persons who are Directors of the corpora
tion, who shall be deeme<l to consent to their status as a member 
upon election as a Director. 

2. Membership Interest. The members of the corporation shall be of 
one class. Each membership interest in the corporation shall be rep, 
resented by a share certificate of the corporation's stock issued in the 
name of the member. Each share certificate shall be kept by the Sec
rernry or the Secretary's designee with the other corporate records. 
Neither membership nor a right arising from membership mny be trans
ferred, unless the wmsfer is c1pproved by" majority of the members. 

.3. Term and Termination. The term of membership of a member sh,111 
be fixed to and rtm concurrently with his or her term as a Director. 
At such time as a member ceases to be a Director, he or she also shall 
cease to he ;:i member. Upon such termination, the shme certificate 
representing the terminated member's membership interest shall be 
deemed cancelled, c:md the Secrernry or the Secretary's designee sh,ill 
stamp the shme certificate as such . 

4. Meetings. An cmnual meeting of the members shall be held in each 
calendar year for the election of Directors, fo,: a report of the activi
ties nnd financial condition of the corporation, an.d for the transac, 
tion of any other business rroperly coming before it . The time and 
plc1ce for the annual meeting shall be established by the Board of 
Directors. If no annual meeting of the members has been held dur
ing the immediately preceding fifteen ( 15) months, then the annual 
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meeting of members shall be called by the President or Secretary • 
upon demand of any member. Special m.eetings of the members may . 
be called at any time by the President, or as otherwise permitted by 
Minnesota law. Written notice shall be sent to each member at least 
five (5) days in advance of all meetings. 

Quorum. A quorum shall consistof a majority of the members. 

ARTICLE II. 
Board of Directors 

1. Composition. The management of this corporntion shall he vested 
in a Board of no more than fifteen (15), and no less tl-rnn twelve (12 ), 
persons, elected annually by the members of this corporation to such 
terms ·and in such number as determined by the members of this cor-
poration from time to time, which number shall include the Presi-
dent as provided hereinafter in this Section; provided, that at least a 
majority of the Board of Dire~tors shall be persons who are members 
of the public (designated as Public Directors) who are not prncticing 
or engaged in providing health services, or, if they are retired, did not 
practice or engage in providing health services prior to their retire-
ment, and are not spouses of such persons, and are not employed by 
or directors of an institution, organizatio11, or person that furnishes 
health services either directly or pursuant to a prescription or direc-
tive from a person licensed by a state to make such c1 prescription or 
directive; and, provided further, that the President of the corpora
tion shall, during his or her tenure in office, be a Director. 

2. Terms. The terms of office of the Directors shall be up to three (J) 
years, and may, but need not be, staggered, in the discretion of the 
members of this corporntion; provided that, if the members of this 
corporation choose to stagger the terms of the Directors, all terms 
shall be staggered, to the extent practicable, so that at no time will 
the Public Directors consist of less than a majority of the Board of 
Directors. 

3. Limitations on Terms. No Director may serve for more th<ln nine 
(9) consecutive years, except for the President, who 1m1y continue 
to serve as a Director during his or her tenure as President, :ind, 
except for the Chair of the Board of Directors, who will be eligible r·o 
serve the balance of an unexpired term as Chair and remain a Di rec-
tor until expiration of such term as Chair, not to exceed" maximum 
of ten ( 10) years of servic~ clS :i Director. 
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Attendance. The term of office of any Director who shall be absent 
from three meetings of the Board of Directors between annual meet; 
ings of the Board· of Directors, without excuse satisfactory to the 
BmHd, sh811 upon writt~n certifirnt.ion of that fact by the Secretary 
(a copy of which shnll be forthwith mailed to such Director) cease 
and termirrnte and the Director's office shall be vacant. 

Compensation. Reasorn~ble co1i1pensc1tion mc1y be paid and reim; 
burscment for ctctual and necessary expenses may be tnnde to any 
Director for service as a Director, els ctuthorized by the Board of Di; 
rectors from time to time . 

Vc1cancies . V8cancies that occur on the Board of Directors, includ; 
ing a vac;mcy resulting from an increase in the number of Directors, 
sh::ill be filled by a vote of the members of this corporation and 1m1y 
be filled at ,m annmil or special meeting of the members of this cor; 
pon1tinn . 

Meetings. The annual meeting of the Board of Dir~ctors shall be 
held at stich time as determined by the Board of Directors. At such 
annmil meeting, the Borird of Directors shall elect the officers of the 
Board of Directot:s, 8nd, further, shall ctpprove operating officers des, 
igm1ted by the Preside11t. In addition · to the annual meeting, the 
Board of Directors shrill hold regular meetings a·s it by resolution 
shall determine . Specic1l meetings of the Board of Direct.ors may be 
called at any time by the Chair of the Board of Directors or by the 
President, or upon written request of five ( 5) Directors. Written no; 
tice shall be sent to ench Director at least five ( 5) days in advance of 
all meetings. • 

Quorum. A quorum sh~1ll consist of a nrnjority of the Bomd of Directors. 

9 . Removal. A Director shall hold office until expiration of the term 
for which the Director wc1s elected and until c1 successor is elected 
,mcl qualified, or until the emlier death, resignation, removc1l, or dis; 
qu~lification of the Director. A Director m8y be removed at any time, 
with or without cause, by majority ·vote of the members of this cor; 
poration. In the event of such removal, the members of this corpora -' 
tion may at the same time elect a successor for the Director so re; 
moved to serve for the remainder of the unexpired term that the 
successor Director is filling. 
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ARTICLE Ill. 
Officers 

Board and Operating Officers. The Board of Directors at its nnnual 
meeting shall elect a Chair of the Board of Directors, one or more 
Vice Chairs of the Board of Directors, a President, a Secretary and a 
Treasurer, and shall approve operating officers designated by ·the Presi, 
dent. The Board of Directors n1ay also elect such other officers as the 
Board may determine. The Chair of the Board of Directors, the Presi; 
dent, the Vice Chairs of the Board of Directors, the Secretary and 
the Treasurer shall be. members of the Board of Directors. The Presi; 
dent shall not be eligible for election as the Chair of the Board, Vice 
Chair of the Board, Secretary or Treasurer, and; further; shall not be 
appointed by the Chair of the Board as chair of any committee of 
the Board authorized pursuant to Article IV of thes_e Bylaws. 

Chair of the Board of Directors. The Chair of the Board of Directors 
shall have the power to call special meetings of the Board of Direc, 
tors, and shall preside at 811 meetings of the Bomd of Directors. The 
Chair shall have power for and in . the name of the corporation to 
execute with the Secretmy such instruments as may be authorized 
by the Board of Directors. The term of office of the Chair of the 
Board of Directors shall be two (2) years, and the Chair shall be 
eligible to serve no more than two, two;year terms or a total of four 
( 4) years c1s Chair. • 

Vice Chairs of the Board of Directors. There shall be at. least one 
Vice Chair of the ·Board of Directors. The Vice Chair shall perform 
such duties as may be prescribed from time to time by the Board of 
Directors, and, unless the Board of Directors determines otherwise, 
shall exercise the functions of the Chair of the Board of Directors in 
the event of the Chair's absence or disability to act for any cause. 

4. President. The President shall be the chief executive officer of the 
corporntion and shall be a member of the Board of Directors during 
his or her tenure as President . The President shall have power to ex; 
ecute deeds and mortgages,_bonds, nnd other obligations, and rhe power 
to make and execute contracts in the ordinary course of business of 
the corporation. The President shc1II hctve, subject to the direction of 
the Board of Directors, general administration of the affairs of the 
corporation and perform all duties incidental to the office. 

5. Operating Officers . Upon designation by the President, the Bomd of 
Directors shall t1pprove such operating officers, including group vice 
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presidents, senior vice pres idents, vice presidents or assistant vice presi, 
ents, as it deems necessary. Each opernting officer shall be in charge 
of a segment of the business as determined by the President . 

6. Treasurer. The Treasurer of the corporation shall have general re, 
sponsibility for the keeping of accurate and complete records of all 
receipts and disbursements and for the custodianship of all funds of 
the corporation, subject to control of the Board bf Directors. The 
Treasurer shall delegate such authorities and functions to a duly 
elected and bonded officer of the corporation as the Board of Direc, 
tors may designate. The Treasurer shall be an outside Director and 
shall serve as chair of the Audit Committee. 

7. Secretary. The Secretary or the Secretary's designee shall keep a full 
and permanent record of all meetings of the Board of Directors and 
the members. The Secretary shall execute or attest all deeds and 
mortgages of the corporation , and perform such other duties as may 
from time to time be prescribed by the Board of Directors. 

8. Other Officers. The Bomd of Directors may designate an Assistant 
Treasurer and an Assistant Secretary who may act in the event of 
the absence or disability to act of the Tre8surer or Secretary, respec, 
tively. The Board of Directors may designate other off.ice rs from time 
to time and prescribe their duties. 

9. Vacancies. The Board of Directors mHy at any time declare an office 
vacant or remove an officer. Vacancies may be filled by the Board of 
Directors, the persons so elected to hold office until the. next annual 
meeting and until their successors :.:ire elected. • 

10. Bonds. Bonds may be 1:equired from any officer or employee for the 
faithful performance of his or her duties. 

ARTICLE IV. 
Board Committees 

1. Executive Committee. There shall be an Executive Committee con, 
sisting of the Chair of the Board of Directors, the President and at 
least two (2) other Directors appointed by the Chair of the Board anJ 
approved by the Bacud of Directors. At least a majority of the Execu-
tive Committee shall be composed of outside Directors. The Execu, 
tive Committee shall have such powers .1nd duties, not inconsistent 
with law, as the Board of Directors shall by resolution determine. 
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2. Governance Committee. The Chair of the Board, subjec.t to 
approval of the Board of Directors, ·shall annually appoint a 
Govemance Committee composed of not less than three (3) members, 
all of whom shall be outside Directors, and shall annually designate 
its chair. The ·terms of the members of this Committee shall he up to 
three ( 3) years, and may, but. not need be, staggered, in the 
discretion of the Chair of the Board; provided that, . If the Chair 
chooses to stagger the terms of the Committee members, all tetms 
shclll be staggered to the extent practicable. The Committee shall 
review the qualifications of and recommend candidates for election 
to the Board, and shall present a slate of nominees, with at least 
one nominee for each Director position to be filled at the annual 
meeting. of the members of the corporation, and shall nominate 
persons to be elected by the members of the corporation to fill 
vacancies which occur on the Board of Directors from time to time. 
The Committee shall review conflict of interest questionnaires 
completed at least annually by the Board of Directors and by the 
executive officers designated by the President, shall at least annually 
review compliance with rules of conduct approved by the Board of 
Directors, shall at least annually review the performance of each 
member of the Board of Directors and of the Board as a whole, and 
shall report thereon to the Chair .of the Board and the President. 
The Committee shall present a slate· of .nominees for elecrion as 
officers of the Board of Directors at the annual meeting of the Board 
of Directors, and shall nominate persons for election as officers of 
the Board as may be necessary from time to time to fill varnncies or 
to elect new officers of the Board of Directors. 

J. Audit Committee. The Chair of tl~e Board shall annually appoint, 
subject to approval of the Board, · an Audit Committee composed 
of not less than three (3) Directors, al'! of whom shall be outside 
Directors, and one of whom shall be the Treasurer, who shall serve 
as chair of the Committee. The Committee shall be responsible 
for providing review and oversight of management's performance 
of its financial responsibilities on behalf of the corporation, as such 
review and oversight functions me required by this Section 3 
and as determined by resolution of the Board of Directors . The 
Committee shall review and evaluate the corporation's 
procedures for producing financial ch:ita, internal audit functions, 
internal accounting conti-ols, ,md external audit performance . 
The Committee shall designate on an annual b.asis an 
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external auditor for the corporation and have the authority to 
discharge such auditor. The Committee shall review the annual 
report of the external auditor of the corporation and shall report to 
the Board of Directors regarding the audit report and any recom, 
mendations of the auditor made in the annual report, or that may be 
made at any -other time by the auditor, and as to the fulfillment of, or 
response to, such recommendations. The Committee shall review 
,mnually the proposed budget for the corporation, and shall make 
any recommendations to the Board of Directors that it may deem 
necessciry or appropriate regarding such budget. The Committee, 
or another Committee designated by the Board, shall recom, 
mend guidelines for investment of all money not currently 
needed as working capital, and, when authorized by the Board of 
Directors, shall direct such investments to be made in accord.mce 
with such guidelines. The Committee shall consider such other 
matters relating to the corporation's financial performance and 
functions as shall be determined by the Board of Directors. 

4. Human Resources Committee. The Chair of the Board of Directors 
shall annually appoint, subject to approval of the Board, a Human 
Resources Committee composed of not less thah three (3) · Directors, 
all of whom shall be outside Directors, and shnll annually designate 
its chair. The Committee shall be responsible for evaluation of 
personnel development and programs and all other elements of the 
corporation's human resources strategy. Human resources strategy may 
include, but is not limited to, employee compensation, employee 
competency requirements, training, recruitment, retention and mari, 
agement development. The Committee shall be responsible for the 
perfonncmce review of the President and for the development of an 
appropriate compensation package on an annual basis. The com
pensation pclckage of the President shall be presented to the Board 
of Directors for approval. The Committee shall consider such other 
matters relating to human resources as shall be determined by the 
Board of Directors or by the Chair of the Board of Directors. 

5. Other Board Committees. The Chair of the Board may periodically . 
appoint, subject to approval of the Board, such other committees 
composed of not less than three (3) Directors, at least a majority of 
whom shall be outside Directors, as may be necessary or desirable for 
the conduct of the business of the corporation, and shall designate 
the chair of each such committee. Each committee may be granted 
the authority of the Board in the management of the business of the 
corporation, to the extent provided in the Board's authorizing reso, 

BCBSM-023453 
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lution, provided that each committee shall be subject at all thnes to 
the direction and control of the Board of Directors. Each comminee 
shall make regular and special reports to the Board of Directors as 
the Board shall request, and such · other reports as the committee 
may deem appropriate. 

ARTICLEV. 
Indemnification 

The corporation shall indemnify, to the fullest extent permitted by 
the Minnesota Nonprofit Corporation Act, any person who is eligible for 
indemnification, including advances, including, but not limited to, current 
or former members, Directors, officers or employees of the corporation. 

ARTICLE VI. 
Adoption and Amendment of Bylaws, 

Rules and Regulations 

111e Board of Directors at its annual meeting, or at any meeting called 
for that purpose, to the fullest extent permitted by the Minnesota Non
profit Corporation Act, is authorized and empowered to adopt such By, 
laws, by the affirmative vote of two,thirds (2/J) of the entire Board of 
Directors, for the management of the affairs of this corporation, and to 
amend and repeal the same, as shall be deemed proper and for the best' 
interests of the corporation. Further, the Board of Directors is authorized 
and empowered to adopt at any meeting, by the affirmative vote of a ma- · 
jority of the members of the Board of Directors present, such. Rules · and 
Regulations for the management of the affairs of this corporation, and to 
amend and repeal the same, as shall be deemed proper and for the best 
interests of the corporation. 
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,> EXECL,. ,.,,-IS/sUMN1ARY 
.ANNUAL ME.ASUREMENTS_ 

2003 Annual Corporate Measures 
s·ummary 

1-(17.;J. I 
I 

The 2003 Annual Corporate Measures provide continued alignment to the strategic plan and take Into consideration recommendations from the 
• Watson Wyatt Executive Compensation Report of October 16, • 2002, specifically concerning the method of determining an enrollment growth 

measure and re·duclng the number of measures to pr_ovlde a stronger focus on ttie most Important goals. Additio~al consideration was give~ to 
concerns raised with respect to operating Income, margin or net Income measures. The weighting on all measures has changed, with financial 
measures weighted at 5.0% of the total and non-financial measures weighted at 50%. The 2003 Annual Corporate Measures and rational are as 
follows: • • • 

Financial Measures 

• All Operating_ Margin, expressed as a percentage of operating Income to operaUng revenue, is an Important financial measure distinct from net 
income and measures the strength of the business without the influence of investment Income. Operating margin Is a major component In the 
business plan for determining the target level of reserves required to pay claims and ~dequately cover other financial risks. There Is no superior 
level award for this measure. . • • • 

• . I 

• Health Plan Adm.inlstrative Expense -PMPM remains as a measure and_ ·Is aligned with the .strategic Intent to lower the overall economic bwden 
of health care costs and the ability of Blue Gro.ss to be conipetltlve In the markets. It seryes. 

. , . I . 

Non-Financial Measures 

• Health Plan Net Enrollment Growth ls an ·important market measure for coritinueq plan growth. The measurement period will be from February -
1, 2003 through January 31, 2004. En-rollment growth Includes all Blue Cross, Blue Plus, Atrium & First Plan fully insured and self Insured 
business, CCS, Taft Hartley, Stop Loss only; Netwo_rk Lea.se and MCHA. • • 

• M~rhber Touch point Measures (MTM) ls the BC BSA be·nchmark for measuring operational and service performance. It measures clalrris, 
enrollment (membership), and inquiry (customer service) with respect to accuracy, quality ·and timeliness and includes Blue Card. · 

. Risk Based Capital (RSC) Is the circuit breaker, wi.th a threshold value of 375%, or as established by the Blue Cros$ Blue Shield Association. No 
Incentives are awarded If the· RSC ls at or below the threshold value. • • 
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EXf:Clh J..V-E SUMMARY 

ANNUAL MEASUREMENTS 

2001 Annual c;orporate Measures 
Summary 

The 2001 Annua·I Corporate Measures provide continued alignment to the strategic plan and are consistent with the 2000 measures, 
with slight modifications. The weighting on all measures remains the same, with financial measures weighted at 55% of the total. In 
the non-financial measures NMIS has been replaced with Member Touchpoint Measures (MTM). The 2001 Annual Corporate Measures 
and rational are as follows: • 

Financial Measures . 
• . All ·ope;rating Income Is an Important financial measure. distinct from net Income and measures the strength of the business without" 

the Influence of Investment. Income. 

• Health .Plan Fully-Insured Lo,ss Ratio Is vl_taUy Important as a component of underwriting and determines In great part the abillr/ o( 
the company to me·et operating. Income targets. 

• Health Plan Administrative Expense PMPM Is· aligned with the strategic Intent to lower the overall economic burden of health care 
costs and the ability of Blue Cross to be competitive in the markets It serves. 

. Non-Financial 

• Health Plan Net Enrollment Growth Is an lmportan·t .market mea·sure _for continued plan growth. 
\ • ' • . 

• Health Plan Customer Satisfaction is ·measured by _ tvvo separate indicators: Member Touchpolnt Measures (MTM) and Customer 
tJJ Loyalty Index .. MTM· ls the BCBSA benchmark for measuring operational and service. performance. It measures claims, Inquiries and 
@ membership with respe_ct to accuracy; quality and timellnes~. sustomer Loyalty Index is drawn from the Consumer Health Insurance 
en Survey,. which· Is conducted twice each year by an Independent research company. The Index Is composed of responses to three 
3: Items: 1) satisfaction with how well Blue Cross meets the members requirements, 2) willingness to recommend Blue Cross to a 
I . . . 

w . friend or family member, and 3) likelihood to ·switch to another plan at the next opportunity. !he metric is the Blue Cross to m competitor dlfferen~lal. • 
0 ' 
.s=. . ' . . ' . . . 

• Risk Based Capital (RSC) Is the circuit breaker, ,with a threshold value. of 375%, or as established by the Blue Cross Blue Shield 
Association.· • • • • • - • 



2004· Aw·a·re ln~egr:ate~,:. tnc./BCBSM 
_Corporate Goals & Measures 

11771e 9enera/ purposes ol the corporation shall be to make possip]e wide, economic and tltne/yaval/ablllty'of hosp/ta!, med/cal-surgical dental and other health services for the people of Minnesota 
·and others throtigh nonprofit, pre/)al(I heattn· service plans ·and thereby ·rJdv~~ce pµbllc health and the art and science. of hospital, med/cal and health care unc/er the laws of the State of 
Minnesota, and to setv_e a$ a. _(lonprofit.t,ealth.seN/ce plan corporatl_on under provisions of the Minnes()ta Nonprofit Health Service Plan Corporations Act. ''(Articles of Incorporation of BCBSM, Inc,) 

. . . . . 
. . The 2()04 • Corp_o·rate .Plan builds on the foundation of previous annual · operational . goals · and has defined the strategic themes in . .. . ' . . . ~ ' . . 

terms of achl-evlng a balance··between market position, financi-al strength, and consumer· trust. The other corporate priorities in 
,_the ·2_oo4 Corporate Plan Include: enrollment' growth, operational effectiveness and. efficiency, and health care cost and outcomes. 

• • Our. PUrpose, Ou_r Values a'nd · Our Future guide our objectlve-s and their related goals and measures. 
.. . ~. . . 

Corporate Objectives,. Goal:s.· a·nd Measures. 

•. Objective Goal Measures 
Market Position: Achieve and maintain a To Iner.ease heal~b plan enrollme_nt In all market • Health Plan Net Enrollment Gain . 
market position .that ·allows maximum ability to • segments, In a way that maintains our market 

__ deliver products anq services to members In all streng'th statewide, regloAally and with multi-state 
market se~ments. • employers. 

Consumer Bond: Build consumer trust by To assure that our customers are satisfied with the • Health Plan Member Touchpolnt Measures, 
Improving .service, ease a·ccess, and creating services we provide to them :and by health tare 
better Interactions with consumers. providers in o'ur: netvvorks. 

Financial Strength: Ma·lntaln adequate statutor,y To control claim costs Increases, manage the price we . • AII Operating Margin . 
capital position to have the financial strength- ' . charge· In the community so that It -effectively covers • .Health Plan Adminlstr_atlve Expense PMPM, 
andJfexlbllity needed to achlev_e our business the_ claims cost and al tows for Improvement In the · 
goals. . . · • • reserve posit.Ion while providing administrative-rates 

that are market competitive .. ,, 

The National Association of Insurance Commlsslohers (NAi°C) designated that Risk~Based Capital ·(RBC) Is a r'.neasure of financial. solvency. This RSC ratio 
quantifies the capital res.ou.rces required for a health plan .related to measures of rlsk relative to Its own undervvrltln-g, Investment, credit and general 

c::; business rlsk ._prqflle.The Blue Cross Blue Shield Association has adopted a RBC minimum requirement,-currently at 375%. • • 
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2003 Aware Integrated, Inc •. /BCBSM •• 
Corporate Goals & Measures 

"The general purpose$ of the ·corpdration shall be to make -possible wide, economic, and timely availability of hospital, medlcal·surgical, dental and other h°ea/th services for the people of Minnesota, 
·• and others through nonprofie prepaid health service plans and thereby advance pub/le health and the art and science of hospital, med/cal and health Cc!re under .the laws of the. State of 

Minnesota, and to seNe as a nonprofit health servfce plan corporation under provisions of the Minnesota Nonprofit Health Service Plan Corporab'ons Act, "(Articles of Incorporation of BCBSM, Inc.) • 
J 

The· 2003 co:rporate Plan builds on· the ·foundation of previous annual operational goals and has defined the strategic themes In 
. terms of achieving a, balance between market position, financial strength, and consumer trust. The · other corporate priorities In 
the · 200~ Corporate ·Plan Include:. service; major compliance Initiatives; behavioral health.; tobacco reduction; health care 
outcomes and cost control; Minnesota market share; provider network; enterprise data strategy; and benefit management. Our 
Purpose, Our Values and Our Future guide our objectives a·nd their .related goals and measures. • 

. 2002 Corporate Objectives, Goals and Measures 

Objective Goal Measures 
. Market Position: Achieve and maintain a To Increase health pla·n enrollment In all market • Health Plan Net Enrollment Gain. 
market position that allows maximum ablllty to segments, In a way that maintains our market 
deliver -products and services to members In all strength statewide, regionally and with multl-:state 
market segments·, employers. " • 

Consumer · Bond: Build con·sumer trust by To assure that our customers are satisfied with the • Health Plan Member Touchpoint Measur~s. 
lmprovlhg service, ease access, and creating services. we provide to th~m and by health care· 
better lnteractlon·s with consumers. providers In our networks. 

Financial Strengthi Maintain adequate statutory To control claim costs Increases, manage the price w.e • • All-Operating Margin, 
' . 

capital position to have the. financial strength charge In the community .so that It effectively covers • Health Plan Administrative Expense PMPM. 
and .fle~lblllty needed to achieve our business·. the claims cost and allows for Improvement In the 
goals. reserve position while providing administrative rates 

that are market competitive. 
'. 

The National Association of Insurance Commissioners (NAIC) designated that Rlsk,.Based .Capital (RBC) Is a· measure· of financial solvency. This RBC ratio 
quantifies the capital resources required for a health plan related to measures of risk relatlv~ to its own underwriting, Investment, . credit and general 
busl~ess risk profile. ·The Blue Cross Blue Shield Association has adopted a Rs·c minimum requfrement, currently at 375%. 



AWARE INTEGRATED, INC./ 
. BLUE CROSS BLUE SHIElD OF MINNESOTA 

GOVERNANCE COMMITTEE MINUTES 

BCBSM 6TH Floor Meeting Room January 26, 2000 
7:30 a.Ill. • St~ Paul, Minnesota 

PRESENT: 

ABSENT: 

Rob Johnson, Chair 
Joel Haugen, M.D. 
John Kleinman, M.D~ 
Larry Mathias 
Ellen Perl 

None 

• ALSO PRESENT: Mark Banks, M.D. 

CALL: 

Susan Boren (SpencerStuart) 
Paul Earle (SpencerStuart) 
Robert Milis 
Richard Niemiec 
Marsha Shotley 

Rob Johnson, Chair, called the meeting of_ the AII/BCBSM - Governance 
_ Committee to order at 7:30 a.m. 

MINUTES: 

The minutes of the AII/BCBSM Governance Committee regular meeting ·held 
December 10, 1999, were distributed in advance of the meeting. Rob Johnson, 

• Chair, called for corrections and, hearing none, upon motion, seconded and 
• carried, it was, 

RESOLVED, that the minutes of the AII/BCBSM Governance Committee 
regular meeting held December 10, 1999, be, and hereby are, approved 
as presented. 

BCBSM- 014690 
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Governance Committee 
Page2 
January 26, 2000 

NEW BOARD MEMBER RECRUITMENT: 

Staff was instructed to seek employment -of an outside search firm for the 
purpose of identifying new board member candidates and as a consultant to 
review board processes. Staff selected the consulting firm of SpencerStuart. 
Susan Boren and Paul Earle from SpencerStuart attended the meeting to 
discuss governance issues.-

A proposed process and schedule for board member recruitment was reviewed. 
The committee discussed characteristics of new board members that would 
provide the board with new board members that would compliment the current 
mix. 

The committee was asked to fill out a questionnaire listing the most desired 
professional background characteristics and personal qualities that new board 
members would possess. The full board will be asked to fill out this questionnaire 
as well. This will give SpencerStuart an idea of what attributes are most 
important to the board as they begin the recruitment process. 

Conference calls will be scheduled with the committee and SpencerStuart in 
March to prioritize a list of possible board candidates. At the committee's next 
scheduled · meeting on March 22, a prioritized short list of candidates will be 
reviewed by the committee. It is planned that invitations will be extended to new 
board member candidates by May. 

ACTION: Set up conferen·ce calls in March with the Governance Committee to 
prioritize potential candidate list. - Marsha Shotley 

CONTINUING BOARD SERVICE 

Susan Boren provided criteria for continufng board service. Discussion took 
place on term limits, job change or resignation, retirement, performance, 
attendance, age limits and residence. Ms. Boren recommended that for 
retirement, members be allowed to serve until the end of their current three-year 
term; the _performance criteria be removed as this is managed through the 
board's annual self-evaluation; to continue with no board policy on age limits; . 
and, to eliminate the requirement for Minnesota residency. The other criteria 
would remain the same as the present board p9licy. The committee agreed with 
her recommendations. 

After discussion; upon motion, seconded and carried, it was, 

RESOLVED, that the staff develop a formal policy for continuing board 
service to bring to the next board meeting for formal adoption. 

ACTION: 

BCBSM- 014691 



1' 

Governance Committee 
Page 3 
January 26, 2000 

1. Develop policy for continuing board service for adoption at the next committee 
meeting. - Dick Nie~iec, Chap Milis 

2. Incorporate existing conflict of interest policy. - Dick Niemiec, Chap Milis 

BOARD EVALUATIONS 

Susan Boren provided recommendations on the board self-evaluation process, 
based on her experience with board best practices. She felt that the board has a 
good evaluation process that can be incrementally improved. 

ACTION: 

1. Review board self-evaluation process and draft new board self-evaluation 
form. - Dick Niemiec, Susan Boren. • 

ADJOURNMENT: 

There being no further business to come before the Governance Committee, the 
meeting was adjourned at 8:30 a.m. 

Respectfully submitted, 

-U~ 
Rob John~on, Chair 

Next Meeting: Wednesday, March 22, 2000, at 7:30 a.m. in the 6th Floor Dining 
Room at BCBSM. ' 
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BCBSM Long-Term Incentive Award Measures of Achievement Results+ 

Type of Measure Total Earned 

(F=Flnancial; Result Achievement Opportunity Award for 
Period Measures Weight Key Metrlc(s) NF=Non-Flnanclal) Weight of Metric Threshold Target Superior (Actual) Level Achieved Period 

1998-2000 · 
(36393) • Administrative Expense Ratio n/a F 13.1% 12.6% 12.1% 9.9% 150% $1 ,093,202 

HP Market Share Growth n/a F 1.6% 2.1% 2.7%. l .6¾ 141 .7¾ $1 ,032,711 
TOTAL 145.8% $2,125,913 

1999-2001 
(36544) Administrative Expense Ratio 50% F 10.9% 10.4% • 9.9% 9.0% 150% $1,226,355 

HP Enrollment Market Share Growth 50% F 1.1% 1.9% 3.2% 2.1% 107.92% $882,322 
TOTAL 50¾F 50% NF F 128·.96¾ $2,108,677 

2000-2002# 
(36748) 

Risk-Based Capltal ·(w/o tobacco reserves) 35% 1. Solvency Level F 424% 447% 469% 477% 150% 52.5% $2,734,169 
Market Penetration 35% 1. Minnesota market share F 25¾ 1.8% 2.5% 3.2% 0.7% 0.00% . . 0.00% $0 

2. Total enrollment F 10¾ 2,107,020 2,184,580 2,236,820 2,419,176 150¾ 15% $781,191 
1. Flu immunization rate increase 

Health Improvement 30% over baseline NF 7.5% 12¾ 16¾ 20¾ 300% 150% 11 .25% $585,893 
2. Tobacco cessation (increase In 
total Member participants)* • NF 7.50% 10,000 18,000 26,000 16,613 87.90% 6.59% $343,203 
3. lschemic Heart Disease NF 7.50% 20% 35% 50% 35¾ 100% 7.5% $390,595 
4. Hypertension NF 7.50% 15% 20% 25% 47% 150% 11 .25% $585,893 

TOTAL (36753) 70% F 30% NF 104.09% $5,207,941 

03-0SProjected 
Results (not 

actual) 
2003-2005 
(120935) Risk Based Capital (w/o ·tobacco) 25% 1. Solver.icy Level F 455¾ 473-483 500% 439% 

1. Metro Market Share of Twin 
Market Growth 30% Cities area F 15% 29.2% 30.6% 31.5% 27.10% 

2. Total Enrollment Growth F 15% 375,000 410,000 465,000 165,292 
Health Improvement 30¾ 1. Diabetic Health . NF 10% 77.5 78.28 79.8 75 

2. Heart Attack Reduction NF 10% · 1.006 0.982 0,919 1.197 
3. Member who quit smoking NF 10¾ 4,400 5,400 5,800 3,655 

Customer Loyalty Index 15% NF 0.16 0.220 0,280 0.155 
TOTAL 55¾F 45% NF 

Footnotes: 
+ Opportunity·achleved or performance In th·a 3 year.period Is calculated by mulliplying the metric's weight% by the results achieved to create Iha overall opportunity achieved, which Is used In the award cal;ula/ion to fund ·the plan (36747) 
# BCBSM states that long~arm measures have bean redesigned and·the L Tl Itself has changed (36747) • 
• Tobacco Cessation as a performance measure was to be dropped dua to Implementation .of 'BluaPrlnt for Health care support programs' (36751) 

03/08/06 



cc 

___,, 

EXECUTIVE SUMMARY 

AW ARE INTEGRATED, INC 
LONG~TERM MEASUREMENT 

1998-2000 
The 1998-2000 long-tern~ measures retains the ncl111i11islrnlivc expense rntio nn<l nrnrkct sliurc componcnl l'rom lhc ·<J7-<J<J period. 

---.,,- .. 

• Auministrat.ive Expense Ratio reflects the importance of controlling administrative expenses to ensure the competitive market 
position of BCBSM products and -services. Target is a 12. 8% Administrative Expense Ratio for 199'8, a 12. 7% for 1999 and a 
12.4% for 2000. The 1998--2000 target is the average over the three year period,'or 12.6%. Threshold is I J. I %·and superior is 
12.1%. 

• Totnl Hcnlth Enrollment Market Share is nlignc<l with the long-term slrnlcgic objectives. The 95-97 period i<lcntilied' llw 
service area as all of Minnesota and Western Wisconsin. The 96-98, 97-99 and_ 98-00 periods focus entirely on Minnesota market 
share, The 1998-2000 Target is a 2.1 % market share growth as measured on December 31, 2000, compared with the market share 
on December 31, 1997. Market Share threshold is 1.6% and superior is 2.7%. Total Minnesota only Net Enrollment Growth for the 
98-00 period is forecast at 9.3%. 

• Risk Based Capital has replaced Capital Benchmark as a circuit breaker and must be at least 375%, as determined by BCBSA, 

• Administrative Expense Ratio and Total Health Enrollment Market Share are weighted 50% each. The pro-forma used to_ calculate 
award earned in the 3 ye~r period main_tains thnt threshold or above must be reached at each measure to fund the plan. 

C'") The Human Resources Committee of the Board of Trustee's for Aware Integrated, Inc/ Blue Cross and Blue Shield of Minnesota 
~ retains full and discretionary power and authority to make appropriate adjustments. 
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... AWARE INTEGRATEO:/BCBSM · 
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· .•• ... :: • ·. ,..,·,.· . Long-Ter·m ln6entjve, Cal.ib.ratiori.:l";,: pro Forma · 

1998-2000 

Performance Standard 

Superior 12, 1 % 
Target 12.6% 
Threshold 13.1 % 

Aware Integrated Results 

Percent of Target 

1998-2000 
Performance Standard 

Superior 2.7% 
Target 2.1 % 
Threshold . 1.6% 

OJ • BCBSM Results 
C"') 

~ Percent of Target 
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P.RO-FORMA CALCULATION 
RISK BASED CAPITAL 

PRO-FORMA AWARD PAYOUT 

CIRCUIT BREAKER: 

Awa·re Integrated Administrative Expense Ratio 
Weighted 50% 

9.9%] 

150% I •• . $·1.093;2oi::\/:::-:i::1i )::.:· 

BCBSM Hea.lth MarketShare Growth 
Weighted 50¾ . 

2.6%] 

14'1.7%J : .$1,032,71 1.. 

1 145.a¾I · 
625-650% 

..... I 14s.a¾-I .. $2,12s,~13_},Vl~rd :.;_:: '•:••·· 
' 'i'./. :: ' ' '.:·'::. -.;_-:: ;:··. ,:.:;i.::: ., .,::. , :·' ': '' , 

' ' 
', 

,. :.: • 

I/ l ' ' 

' ,:1 .• 

Janua,, "'"" .' 2001 

RISK BASED CAPITAL, AS DETERMINED BY BCBSA, MUST .BE AT 375% OR HIGHER. NO LONG-TERM INCENTIVE AWARD WILL BE GRANTED IF THE 
CAPIT~L BENCHMARK, AVERAGED OVER THE 12 .QUARTERS OF THE 3 YEAR PERFORMANCE PERIOD, 1$ BELOW 375%. 
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EX·ECtJTIVE SUMMARY · 
LONG-TERM MEASUREMENT 

1999-2001 

The {999-2001 long-term 111eas~~1;es retain the administrative expense ratio and n~arket share component from lhe 97-99 a1id 98-00 
period. 

1999-2001 Long-Term Cor·porate Mensures 

, 

• Aclministrntive Expense Ratio renects the continuing importance of contrnlling ·administrative expenses to ensure the. 
competitive market position ofBCBSM products and services. Target is a 10.7% Administrative Expense Ratio for 1999, a 10.4% 
for 2000 and a l 0.0% for 2001. the 1999-200 l target is the average over the three-year period, or I 0.4%. Threshold is l 0. 9% and 
superior is 9.9%. • 

• Total Henlth Enrollment Market Shore is aligned with the long-terrn strategic objectives. The 95-97 period identified the 
service area -a·s all of Minnesota and Western Wisconsin. The 96-98, 97-99, 98-00 mid 99-01 periods focus entirely on Minnesota 
market share. The 1999-2001 Target is a 1. 9% market share growth as · measured o~ December 3 l, 200 l, coinpared with the market 
shc1re on December 31, 1998. Market Share threshold is 1. 1 % and_ superior is 3.2%. Total Minnesota only Net Enrollment Growlh 
for the 99-0 I p·eriod is forecast at 8.2%. • 

• Risi< Based Capitnl as a circuit breaker replaces Capital Benchmark, Risk Based Capital (RBC) as dete.rrnined by BCBSA, must 
be at 3 75% or higher, at the end of the 3-year performance period. • • 

Administrative Expense Ratio and Total Health Enrollme·r1t Market Share are weighted 50% each. The pro-forma used to calculate 
award earned in the 3 ye~r period n1aintains that threshold or above ·must be reached at each measur·e to fund the plan. • 

The Human Re.somces Committee of the Board of Trnstee's for Aware Integrated, Inc/ Blue Cross and Blue Shield of Minnesota 
retains full and discretionary power.and authority to make appropriate adjustments. 

99 ·0 IL Tl .DOC '\ 
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Performance Standard 

Superior 9.9% 
Target 10.4 % 
Threshold 10.9% 

Aware lnlegrated Results 

·Percent b( Targ'et · ... . SO¾ViE'rc,HT. 

Performance Standard 

Superior 3.2% 
Target 1.9% 
Threshold 1.1 % 

BCBSM Results 

Aware-Tri'i•egrated, Inc. 

:-/:: : .. _-:· .::•:· AWARE INTEGR'ATED).BCBSM • 
. L: .. ::-;::>: :.: .. <··r:: -: i>(.: .. :[ :1·_:.::::::::.i::.:::::::::::t;::(.:;:y)~::c:-i\)l)l}bj{[i(tif\(<:: t .p<·:/// iF .. ·:·: . 
• ... ong- erm nceh 1ve·:· -· .. ? 1 .. r,a 1q_n. ~-- ·_ ro . orma :. 

Aware Integrated Admlnl.stratlve Expense Railo 
1999-2001 

9.0¾J 

... I • .1.so!o.0%.1J:>:f:T3(E.afo~'d-;i,~.a~d:Ji;Z.~13;~s$ 

BCBSM Health MarketShare Growth 
1999-2001 

CJ 
("') 
ex, 
(J) 

Percehl of Target ;· Sbo/o lj/e1·cMt . 

2.1%] 

101.92%J 'eatned AW-a.rd .. s;sa2)22. 

3: 
~ 
O') 
(J1 
~ 
~ 

~ ~ ~-= ~s:~ ~~ ;~ ~ U LAT j ~ N.• ·•••• ·•·.•·••· •. · .. • ·.·. •·•I. 6.~.~~7~?.~j. ::::\1::1:11::1: )ji~il!!!i~'.ji]!t:::::::~i~]\i!!~~i[!j:i::~:~::•••·••;, •• •.••· :':: ·••• .• .• 

PRO-FORMA AW.ARD. PAYOUT : .-_::. '::·•: I 128.96¾I '' ::'·:>?:\fo·t~i ~~:fo~d)~warq $2,1'68,677_:,: 
' • ' ... ' ·: _: ':: ' .-· :: . . • • . . : __ ·>-,:::.::::\: ::;::-:.,:.::\:?,<)/\(/::)\\}?·>·-:\,:,:ct<:: .. :: •.. :·.:·:, ' :, ;. •.. .. 

CIRCUIT BREAKER: 

<J 
Updated January ,24, 2002 

RISK BASED CAPITAL (RBC), AS DETERMINED BY BCBSA, MUST BE AT 375% OR HIGHER. NO LONG· TERM INCENTIVE AWARD WILL BE 
GRANTED IF THE RBC, AT THE END OF THE 3-YEAR PERFORMANCE PERIOD, IS BELOW 375%. 
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EXECUTIVE SUMMARY 
. . 

LONG-TERM MEASVREMENT • 

2000-2002 

Th.e 2000-2002 long-tenn ~easu_res have been completely redesigned, as is the long-tenn incentive plc:m. 

2000-2902 Long-Term Corporate Measures 

' ) ' 

. ' . . 
. . . 

• Risk Based Capital (RBC) is a fomrnla adopted by the National Association of Insurance Commissioners (NAIC) in 1998 and 
adopted by the Blue Cross Blue Shield Association to replace the· Capital Benclunark measure previously used. The purpose of 
RBC as a regulatory solvency tool is to help establish minimum capital requiremeht and measurements that are based on an 
individual company's size and risk profile. Target is 447%, Threshold is 424%, and Superior is 469%. Results 477%. 

• Market Penetration is aligned with the long-term strategic objectives and is composed of two mea·sures: l) Minnesota market 
share and .total enrollment. The 2000-2002 Target is a 2.5% market share growth as measured on December 31, 2002 compared 
with the market share on December 31, 1999. Market Share threshol_d is 1.8% and superio.r is 3.2%. Results .7%. Total · 
Enrollment for the 00-02 period at Target is 2,184,580, threshold is 2,107,020 and Superior is 2,236,820: Results 2,419,176. 

• Hen Ith Improvemenfis a new group of measures and is composed of four measures: 1) Flu Immunization rate increase over 
baseline, 2) Tobacco cessation, 3) Ischemic Heart Disease, and 4) Hypertension. 1he 2000-2002 metdcs are as follows: Flu 
Immunization, Target +16%, Threshold +12%, and Superior +20%, Results 300%; Tobacco Cessation,·Target 18,000 members, 
Threshold I 0,000 members, and Superior 26,000 members, Results 1~,613; Ischemic Heart Disease, Target 35%,Threshold 20%, 
and Superior 50%, Results 35%; Hypertension, Target +20%, Threshold+ 15%, and Superior +25%, Results 47%. 

~ ..... 

Risked Based Capital is weighted at 35%, Market Penetration is weighted at 35% with MN market share at 25% and total enrollment 
at' 10%, and Health Improvement is weighted at 30% with each of the f<JUr metrics at 7.5% each. The opportunity a_chieved or 
performance in the 3-year period is calculated by multiplying the metric's weight(%) by the results achieved to create the overall 
opportunity achieved, which is used in the award calculation to fund the plan. 

The Human.Resources Conunittee of the Board ofTru~tee's for Aware Integrated, Inc/ Blue Cross and Blue Shield of Minnesota 
retains full and discretionary power and authority to make appropriate adj'ustments. • 

00-02 L TI.doc 



Long Term Goals for the Health Improvement Index 
Measured at the end of 2002 

_:_\J~ ·:.,:_);iilli~lt~~~,:/!:;:~:~r;/;11~W::~jl~!'iil;,,m,;~:a(;H~,:t:.;!~f~JYi¥}i:1~'~i;ii!iitiii1~;1~ 
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Flu 
Immunization 

Tobacco 
Cessation and 
Prevention 

CJ 
(j 
CJ 
(J) 

3: 
I 

(.,..) 

~ 
tJ 
(, 

Increase by 12% 
over baseline the 
rate of adult 
·influenza 
vaccination In the 
targeted 
populations of our 
members. 

Implement a 
tobacco cessation
counseling 
program and enroll 
10,000 BCBSM 
members. 

Increase by 16% 
over baseline the 
rate. of adult 
influenza 
vaccination in the 
targeted 
populatiohs of our 
members. 

Implement a 
tobacco cessation
counseling program 
and enroll 18,000 
BCBSM members. 

Increase by 20% 
over baseline the 
rate of adult 
influenza 
vaccination in the 
targeted populations 
of our members. 

Implement a 
tobacco cessation
counseling program 
and enroll 26,000 
BCBSM members. 

During the 2000-01 
flu season, a 
baseline of 7,577 
adults vaccinated at 
employer worksite 
flu clfnics was 
established. At the 
conclusion df the 
2001-02 flu season 
the number· of adults 
vaccinated 
increased to 25,244. 
A total of 16,613 
members were 
enrolled. • 

Level 3 - a 300% 
increase was attained. 

Level 1 



.ia8 l-::S/ ·increase by 20% Increase by 35% 
,Jchemic the number of high the t9tal number of 
He.art Disease severity members • high severity 
(HMS) in active case members in active 

management. case management. 
. ' .. 

Hypertension Show a 15% Show a 20% 
_improvement in improvement in 
11well controlled" "well controlled" 
blood pressures. . blood pressures. 

'. 

Note: lfall 4 of the Health Improvement Initiatives achieve 
Level 3 ratings, it is possible _to earn_ 12 t9tal points. 

CD 
(') 
CD u, 
3: 
I 

w 
O') 
-...I 
(J1 ... 

_,,, 
·rncrease by 50% the The HMS result for With the · 
number of high 2000 and 2001 is implementation of 

. .severity members in • 58.8%. Beginning BluePrint for Health 
active case baseline of 170 with care support 
management. ending result of 270. programs this goal is 

no longer applicable 
and will be dropped . 

Show a 25% HEDIS data from . Level 3 ·-a47% 
improvement in ''well mid-2001 ·show that increase was attained. 
controlled" blood control rates have • 
pressures. increased from 

33.82% in 2000 to 
46.96% in 2001 ... 
an outstanding 
improvement of 47% 

• over the year. 

Scoring Methodology 

Total Points Rating • 
3 Threshold 
9 Target 
12 Superior 



Exe·cu.·l _ 2 .. SUMMARY . 
.LO.NG~TER:M MEASUREM.·ENT . 

. 2ooa-~2oos 
• Long-Term ·corporate Measure$ . 

. •· 'Rlsk ·· Ba~'ed Capltal · (HBC) Is a formula adopted by the National Assa.elation' ()f Insurance Commissioners (NAIC), In · 19,98 and adopted by 
~he: Bh.Je Cross ~lue Shield Association to replace the Capltal Benchmark .measure previously used. The purpose·of RBC as a regulatory 
solvency tool ls to help: establish minimum c'apital requlreme,nt and me·asurements that are base~ on an Individual-company's s.ize and risk 
profil~ .. T$rget Is within ·a range· from 473% ~ 483%-,: threshold is 45'5%, and superior.ls 500%, with all value.s . .to reflect actual December 
31', 2'002 Rsc·. va.lue, which Is used as-the ba.s:ellne·. • . . • • . • · • · • . ·,. . . - ,,, . . . 
.· ' ,, .•••. 01 . . . ' . • . . . '. .• • . . . . . 

• Market ·Grow.th 1$ ali'gned with th.e long.-term strategic objectives .and ls composed _of two measures: 1) Metro rnarket .share an.d 2) To:tal 
enrollment gro~h. The .2003~2'005 Metro:Mark~t'Share Target Is ·a m~rket share of 30.6% as r-Deasured on Oecember31, 2005 , 
comp·ared with the ·mar.ket share on December 31, 2002. ·Market-s~·are.thre$hol.d is 29.2% and superior is 31.5%. Total Enrollment 
Growth 'for· the 2003-2005 .period at target Is: 410,000, thre·shold'.ls ·375,000 and supe'rior is -465,0o'0. • 

' . . . ' . 

• • He:alth Improvement Is· es·sentlal to delivering on our purpose and· 1s composed of four measure·s: 1) Diabetic Health · Is a statistic.ally 
slgrilficant.lmprovenient in the percentage 6f diab·eucs .ln the population ellg_ible for the .program as of January 1, 2003. Targetreprese·nts 

. a·. statlstlcally slgn'lflcarit Improvement In 2005 compared _to the base year at a p value of <0;05, threshold at <0.1 ~rid superior at <0.01, • 
For example, ·the Hemoglobin A 1c tes_t results· ~qual to or les§ than 8.0 )n the base year was 73A%, which transl·ates to. a target of 
78.28%, threshold 77.50%·, and superior 79-.80%. -2) Heart.Health is a st_atistlcally ·slgnlficant reduction in the he·art attack rate in the 
population.eligible for the program as of Janua_ry .1'; 2003. Targefrepresents a statistically 'significant reduction In heart attack rate at a p 
vall:Je of <0_.05, threshold at ·<0.1 and superio( at· <0.01. Fo.r example, the he.art attack rate in the base year was 1.09.3/1,000 members, 
which translate:s to a target of 0.982. thres.hold 1.0'06 and superior 0.9-19. 3) Member$ Qul.tting sm·oklng Is the cumulative number of · 
rflel1'.lbers who· have quit ·smoking, determlri~d ·by-ap.plylr,g the q_uj't rate. to the number ·of persons who have entered the Tobacco· • 
Ce~satlon Pro·gram, with.a.target of 5,400, thresholo.·of4.,400, and supe:rior .. of-:5,800. · • 

. ' ( . . 

• Customer. Lo:yalty Is an Index scale ba:sed on me·mber sati~facJlon with their h.ealth ·pJan, likelihood. ~o r~c.o.mmen.d th~:lr h.ealth p.lan, and 
llkeHhood to r~new with their health' plan. Target is the positive differential of +.22 between Blue Cross and.· its competitor~ with thresho,ld 

• of+ .·1 a a~d sup~rlor of + ;28, • • • •• • • • • 

Ris.ked .·sa~:~d Capilaf I~ weighted at 25%, Market -Penetration ls-welghtedi at 30% with Metro ·marke:t sha:re at-15% ·and total enrollment at 
.1 so/o·, Customer ·.Loyalty· Is weighted. at ·1 ·5% arid HeaHh Improvement Is weighted at 30% wi.th each of the three. metrics at rn.b% ,each. The 

. CD · prc-for'rrfa. used to 9al_culate the aw.a-rd ~a med In the ·3 .. xear peri'od Is calculated b_y multiplying ·the metric's weight(%). by the performance 
. o. · .achl.eved to:create the overall funding pool for the plan. 
. •. ~ • ·::, ··<_~fr- :.:(:\ :''.'. __ :;J, .• ' . . . . . . . . . . . ·' . . . ' . 
_.-3: • • ~ The H_~·r:n~n: ~~~ou_rc~-~ Committee of the Board_ o~ Truste~•~_ f?·r Awar~ .lntegr'ated, ·Inc/ Blue Cross and . Blue. Shi.aid of Minnesota retains full. 
-'- · and dlscretlon·ary PO\Yer and authorl,y to make appropdate adJu$tments.. • • . ·; • 

ji' ·11 ililti. • • • • 
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• ·rusi<:~1i.\.sEn .cAPITAL cw1THouT TOBAcco) 

. 200.3 ~ 2005 
Aware Integ·rated, Jnc. • 
· Long-term Measu~es 

. I 

..... ·.'l_ 

The projh'cted o·eceniber 31, i005 RBC' is expected to equal 445%. This value increases to 473% t~ discount. the impact ofnon
operatfog ·s~rplus enhancement actions. Thus, 4,73% is used as the exp..ec.ted 200S value, 

. ; : '. : '. . . .::. ···; · ~ •. • .:• : . • • ' 

.. • Thr~'~hoicf,of 45~% · Established at 455%, Which is· the re-suit if the stock portfolio' perfom1s a~ 2.5%. per annu.m and all other 

. /(.ff Jf ;ll:,f :< '1;I • operati()ns perform to plan. .• ., • ... • .• • . . . 

Targef o(473~483% Established as a qmge to r~flect the inherent uncertainty in operations . . The lower end of the range is at the 
• • • • • 4 73% expected 2005 value. The upper ~nd of the range is ten percentage points higher. 

' ' ' ' . . .. . 

.,) 
"/ 

S~p~rior of 500¾ Established.by l~loking at.what w_ould happen in 2006-'if both operating·income and stock market performance 
(the two principal drivers of RBC results) were sharply negative, · A 1 % op·erating lo.ss, combinecl"with a· 10% 
portfolio decline· would reduce 2006 RBC by over -100 points ... Setting Superior at 500% represents a level at 

• :which we could sustain such a dedine and still be ··above the Blue Cross Blue Shield Association threshold of · 
• 3 75% without Tobacco. 

°The ab9ve valu,es are preliminary only and will be -adjusted· (most ·likely upward) to reflect actual December 31, 2002 as the starting 
pcifot. · The ·values will be pres·ei1ted to. the Audit Committee for .further review and to request approval on March 11, 2003. . . . • ' . 

. Stock portfolio- returns ·wm be adjusted as needed to assure that r~sults are no less than 2.5% per annum and no greater th~n 12.5% per 
annum--· s_ahi.e as· in the 2000-2002 plan. These adju.stments are to assure that management is ~either unduly rewarded for extremely . 
. fo~orable 'stock ~atket perfonnance,' n9r unduly penalized f6r .extrentely poor perfonnan·ce . 
• . : .'·,::• ~)t}(tJ: :'. :::: J • • • • 

· 'The ·targ~ts .pre;seht~d here assume that t}:lroughotit th~ in.~eritive plan·period Blue Cross and Blue Plus both remait1 below theW. . 
• maximurii reserve ( 4 months and 3 months of dahns and ~dministrative· expense, respectively). A variety of factors could contribute . 

. · j~f~~1tli • . • • · · · · • · • · • · • · • • • 
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2003.:.. 200! .-. jre Integr-ated,. inc. : 
• L.ong~term Measures 

• .Totat~~~~~hrie~t Gairi 

.· Total]3nrollment Gain in the long.;term progr~mwill be based .'on cal~ndar year pe~formance, rather than .the February-January cycle 
tis·ed: fn_. the annual pro grain· . • Historically, our total enrollment gtowth during recent 3-yea·r periods has averaged· 3 82~000 net new 

. memb_er~ /::The r'imge is as follows: . • 
-~ -·:: )) ::,;, :. j 

· , \·) 95~97:.· 348 023 
.. •. •. ·:-:. •. ', , • ' ', , . ,' . . . :. ' 
·:·.· :-:-::.:·:· 9·6~98F 39·0,so9 

'\ ; . ,97 .. 99; . 361,659 
·\:9S~00:'. 339,009 
.i,{99·~0·1 :j6I ,846 
/ ": 00~02:' 4'91,837 
·t···,:: . ·.: .. . t . 

. Thteshhld 'of 37·; :;000 .(Annual measure of-125,000 x 3) Achieved 'in.only 2 of the last 6 three-year cycles . 
• . ... . • ' .. i• ' • ' 

. . ' . . 

Target o;4;o,OOo Net new members .. Since the 2003 forecast ~!ready .projects a gain of 14 7,0.0_0 ·net new me1nbers, it is 
re·commended .that '1Target'~. is set aJ a 6% gain in 2002, and a 5%· gain for the two additional -years, yielding a 

. ·totai' enrollme·rit of 41 o,ooo: Achieved in only 1 of the last 6 three-year cycles. 

• Sup::erioriof 465,'doo (6% annua,l ~rowth each year) Ach.foVed in o'nly 1 of the last 6 three.;year cycles . 
. , 

HEALT.H 'tMPROVEMENT 

o ·iab~tes· and heart disease afford gre~t opportunities for .improving the health of a population,• Our inves.tment in· the B luePrint for 
Health ·care support program represents Blue Cross' commitment to ·helping our memb~rs with chronic disease. 

. \ . . J . . . • 

' . • ' 

' • 3 
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, .. , 2003 - 200' .are· Integra'ted, Inc.· 
• . Lon1:;- .. erm M:~asures I 

.. \ :;' 

... . 

.· This me~su~e. is _to sl~ow··the improvenie:nt in eligible memb~rs, within _the pro·gr~m as. ~f January 1, 2003, with .diabete_s who are . 
considered in c.ontro.1 of their disease as a result -of the Care Support program, .The universally ·accep.ted measure for good control is a 
HgbAlc level equal to or less than 8.0%. We.colle~t~d the .actual level of contrql in our population.t~rough.an .actual chart review of 
HgbAl c values .a$ ·part of <;mr NCQA HEbIS dat_a-collection. Usi~g ·this methodology, we ·surveyed 320 charts to arrive at a 
statistic~lly yalid numb,er of our.members,. NCQA nat~orial data indicates that the average percetitage of members with HgbA 1 c levels· 
less than 9.5 is approximate_ly 63%, and at less than 8 .. 0 is 50%. The base· year level for the population in our measurement group, with 
HgbAl:c ievels less th'an s·.o is 73.4%.' Utili~i'ng 73A% as the base li'ne, traf1slates to.the following increase we would expect to see for. 
thres~1old, Jarget'and superior performance levels using st~tistically s'ignificant 1n1provements at the 90th

' 95 th and ·99th percentile 
confidence le.vels. • • 

• The f<?Uoy.1ir1g is iproposed.as the method.ology to determin·e threshold,.'.target and S\lperior ·with a ·baseline of 73 .4% of the 
measurenient group's HgbAlc'beloW 8.0%: • • • • 

,. --~. 

. : • •.. .· :L , ' ' • .. 

The· following is :·propos·ed ·as the methodology to determine tlireshqld, target and superior. If baseline A le at or below 8 .0% is 3 7%. 
. . ·. :-.. . -r. . • - . . - . • 

Tltresh~ld of/ 7~Hs.O% :(p<O.J, with ·a con:fidence· interval of90%) 

Ta(get o;;~.28~ • • • 
• • :._ ;:· : . , ~-· \~ 

(p-:::0.05, established to realize a statistically significant improvement in 2005 compared.to the base year. With 
a confidenc·e interval of 95%) ,,. • • • 

Sup·~rior :0{79.80% (p<0.,01, with a confiden_ce interval of99%) 
• ' . : . . . . 

• H:eart Health·. •• 

· T~1is me_asure is desigpeq tq show the impact, of the Care Support program on dec,reasip'g the rate of myocardiijf infr~ctions (Ml) in • 
elig~bl'e p6'pulatidn, within· the program.as of Jijnuary l ·, 2003. This was calc1,1_lated from claims data using ICD-9 diagnostic codes ·to 

. identify cardiac events per the methodology described in· the :Care Support coQtract. The baseline n,e-asure were determined in A.u_:gust 
~003-, which encompass a ft:tll year of program operations with tht.ee months of cfaims run-o.ut for: this. population. . • · 

: 1••' /, ,:_ ' • . ..6 • , ' 

' j..# 4, 



·2003\.. 2oof ire Integra·te_d; Inc~. 
• LQrih _ ,rm Measures 

••. rhe t6j1d\1/ing ~ethodology w_as utilized tci detem1ine threshold, target a~d S~perior. A statistically significant im~rovel'ne~t (decrease) 
m ·M~ rate/100.0 shall be what 1s ptopo~ed for thresh~:r\d,. target, and s~penor 1mprovement at the 90th

, 95 th
, and 991 

• percentile 
. . :confid~n.6.~Jey~~~. The Ml rate/1000 eligible niembers 1°s .1.093 MI/1-000 members· and translates to the. following: 

• •• •. :
0
1~~1~li'.~'~l . . . • . · • . · . . 

, Thre·shqld ·b( 1',006 (p<_O. l, with a c_on.£tde.nce interval of 90%) 
J '}.:.:{?'i •:':/ • . . :'._}: 

Targ~t'oio\)82]· 

.. .. • l.;:J: ·'! 
(p<0.05, established to 'realize a statis.Hcally significant improvement i.n 2005 compared to" the base year. With a 

. confidence interval of 95%) • • • • • • • 

Superior :pf 6:919 
i .. •• ,•· , .. ·• , •• :1; 

(p<0.01, with a confidence interval of99%) 

Me~:b~r( Q-~ittl~g_ Smoking 

• The ·cu~~iative number of n1embers who have quit, rather than the quit rate will be used as the ri1easure. The rationale to '-1Se the • 
numbef:o'f members i_s that" we could manip.ulate the. quit rate -thr.9ugh changes to the ptogram (e.g., changi.ng the program to re.fruit 
only thos.~_· smokers who indicate they· are ready t~:quit). The-niore im.portant.result is the number who quit The nurt1ber who quit . 
Will -~e. d~ter1nined by applying ~ quit rate (to be ·measured at least .two_ additional thnes before 20.05)._ to ·the number ot persons who 
·have entered the program through 200-s: This allo"ws us to rec-ognize ·the impact of the program·on all persons who have enro-lled 
. througl{2005.· J . • • • • • • 

• -.· :-·: .. .... -~.;._,- ··-> .·. _:.-·- _ .... _:,:>)l 

Threshbld of 4,4<fo ·· 

Tar~et~is,.400 :: 

16o/~ Quit rate, recru.itment of 3,000 n~embers/year 2003"-2005 
. . . 

18.4% Quh rate_, recruitment of 4,000 members/year :x 10~ growth 

'Superi'tir cifS,806 20% Quit rate,. recn1itm~nt of 4~0o'O rnembers/year X 20% growth • 

· c11itO~t~{by'a1fy Index· • • 

This ~easur~ -_is an index survey measure that generates a composite score based on consumer ( our ine'mbers and _n1embe.rs of the other 
·~ healtl)· plans i'n our ma~ket) responses to three i:tenis: 1) OveraH healt~ p!an _satisfaction, 2) Likelihood to renew· their health plan • 

-~ ··. } 
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:X • 2003 ~ 2oor are hit~gtated, Irie. · ••. •' 
.. •: .. ~ ::-, ,:: .·.; : :J Lonb .~rri1 Men·sutes • 

·, meri1bit;hj'p\ii:!~ n~xt opport~rii,ty, ah~ 3) willingness tolrecommend_their health plan to othets. Histofically, our performance has 
bee~-~:~, '!~llows,:l ··... • ~· ' . . • • • . • • : . . . • • I 

._ :., .. e;;: :-1999: Differential oft.16 
:..:.::it .yi;::<-2000} Differential of+. i 4 
<<·t•t:/ 2001 i' Diff~rential of +.l5 

· •• (?.!·,·. •• 2002f. Different'ial of +.22 
,.- ... (: • . . ·_::~ .·} • 

Thre.shold of + t i'6 

-T~rget· o{+.22··_:. 

• Represents· a point ·where the drop ih ·the differential over the 2002 resuits is statistically s-ignificant, however, 
the result has been achi~ved in only 2 of the 4 years the measure has been us·ed. • 

Represents the sup•erior position of 2002 and designed to hold onto _the high Level or'differential achieved. 

Represents a statistically significant increase· in the differential over the 2002 results: and ·has never been 
achieved in previo~s years. • • • • • 
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··2003 - 200-S 

.· {0tI(:'.J!;,iti)l .. 
HEALT~IMPROVEMENT 

Awa.re l·A·t~grate·d,: .Inc .. 
~cfng-te'rrn ·Measures. •• 

Dia,bete1:,i~d 'h'.e·art 'd_lsease 'afford great b'pportunitie•s for improving ' the hearth ·of~ -pop:u1ation. Our inve.stmenf In the 
. -Blue·f':flnt fofHealth care support program represen~s Blue Cross' commitm,ent to· helpjng our members. wrth chronic 
• dlse:ase /· ::'? • 

. :f 
• ,Ol'abetlc Health 

.• • ,• 

• :This .measure Is to ·show the improyement In-eligible members, within the· program as of January 1, 2003, with diabetes· 
who a.re -c·onsidered In control of their dis·e~s.e .as a result of the ·care Suppqrt program. The universally ,accepted measure . 
for good control l's a HgbA1c level.· equal to or less ·than 8.0%. we: collected the .. actual'-level of control-in our.population 
t~rough an. actual chart revie"'! of HgbA1 c values as -part of our NQOA.HEDIS data· collection. Uslng this ~ethqdology, we 
surveye.d 320 charts to arrive at .a. statistic·a!ly·valid number of.our member$. NCQA national data indicates that the 
c3verage· _pe·roentage of.memb·ers vtith HgbA 1 c level·s _less thah 9.5 ·1s approximately 63%, .and at less than a .. o is 50%. The 

· base yearJevel 'fat the popUlat1on in_ our measurement group, with HgbA1 c leve·1s less than 8.0 is 73.4% . . Utilizing 73.4% 
. as th~ base line, translates to· the following lncreas:e we would. expect to see for threshold, target and superior •. • 
performa·nce· levels usihg statlsticaliy significant improvements atlhe 9.0th

, 95th and 99th percentile confidence levels. 
, , , , . I . . , , 

'rhtifollowing· I~ proposed as the _methodology to determine threshold, target and superior with a basefine-of 73.4% of the .. 
·meast1~-~T;e~t:.9roup's HgbA1c below 8.0%: . • . . . • . • . · . • 

Thr~i~r ,d l 77.50% (p<O.(with a confidence ihtervat of 90%) 
•• . . : :> • 

. Ta-rge.r • .: 7:8.28% (p<O.OS, .e·stablished_to realize a statlstlca-l.ly ·slgnlficanfimpro_vement In 20.05 comp·ared to the 
• 

1 

• • • b~Sf, ye·ar. With ~ confidence lntE3rvai of 95%) 

Superior , • '! 79.aoo/o (p<0.01, with :3 confl.dence interval of 99%) 
• : .· :• .·, •. .. ' ' I • . • • ' • • 
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2003 ~ 200't are lnte·gra'ted, Irie·. 
Long-- .~r.m Meas·ures • 

·• Heart.Heahh ·• 

This measure i~ d e:slgned to show the ll'npact of the Care Support program on decreasing the rate of myocardial 
• l'nfractlons (Ml) In .eHgible popul~tlon,. whhin ·the.program. as of January 1·, 2003. This was .caictila.te,d 'from claims data · 
usl~g ICP.~~ diagnostic codes·t.o ld~ntify ·cardiac ·e;vents per the n1:etho·oology described in the Care Support contract. The. 

. ·b~seHne me.asure Vfe.re.deter~lned In A~gu.st 20Q3, which encompa~s a ·full ye.ar of .prog'ram operations with three months 
of .c1·a1ms run·-·out for.:thls pop.ulatlorL . 

. :,:::. ,: ·· ·: • , •. •:· ..... . ,: ::,: . . 

: • The:foll6Wlrfg fu.ethod.ology. wa~. utilized to .determine thresho.ld·, targ·et and sup.e.rior. A statistically si:gnif:icant impr:ovement . 
(de·creas·e) lri Ml rat~/1000 shall .be what is p.ropo$~d fqr threshol.d, target, and superior lmprov:ement at the 90th

, 95th
, and 

99th P.ercentlle 'confidence levels. The Ml rate/1000 eligible members .is 1.09~ Ml/1'000 me'rnbers and translates to the 

fo~~~f 1ii1l[t',0;f • • • • • • 
: Th·~;:shold/.:'..::J 1.0QS· (p<0.1, •with a confidence interval of 90%') 

rkrdirt. : T 0.982 (p<0.05, es;ablished to reallze a statistically significant Improvement In 2005 compared to the 
·. ·:,:(• • .: · <-.. ·':. J •. ba·se year. ·vy1th a confidence interval of 95%) . 

suPElr10r . • .-, · 0.919 (i:><0.01, wnha confidence Interval of 99%) 
....... 
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• j. · • : .•. • ·2003· .. 2'00:; . ·;re.Integrated, Inc~· ~:. f ) 
:-,}::.-;.,:: , · ~>}t --·. :· . •. ... . . Lo .. ng=tefni Measures • 

·,. t~ ·: ~x~ieclihg thJi c:orridor, from better~tha~-e~pected operating results or investment returns.to decisions to exit lit1es of business to 
delay~d resolution- cl the .tobacco lawsuit (thereby preventing the expected spend-down of Tobacco funds bn the· Investment in 
Prevention) ..... ·. : • • ) . • • 

' ' . . · •,. ·' 

Decisiort:S- r~l~!e·~ to the Tobaqco Proc~eds Plan m~y impact the apptopriate h1anagenwnt actions, which may be counter ·to the Risk 
Based Capi~a,1 obje.ctive.· In such situations n1anagement may approach the Human Resources Committee a1id the Board to adjust the 
tar~et5c.nsisterit with the martagem_ent actions prop.osed.· 

MARk~f ,a'R6WTH • 
. , ... ·.:: 

Metro Market Sh~re 
. • ,.. . . ' . . . ' 

The .proposed·measure is Blue Cross market share improvement within the 11 county Twin Cities are~ over the 3-ye~r program. · . 
Counties include. Anoka,Carver, Chis~go,. Dako.ta, .Hennepfo, Isanti~ Ramsey, Scott, Sherburne, Washington,' and Wright. .A market 
shar~ niea_sure-will include. all lines ofbusfoess '(Blue·Cross, ccs, Blue Plus·, .FEP.*} *Unable -to allocate.Wal-Mart na_tio.nal account members.by 
cou~ty,_ Statewide; our market share grew at an ~verag·e rate ofone percentage point per year from 1995 through 2001 . • However, o.ur 
Min_nesota .market share declined_ .6 of a point iri' 2002, from -33'.S¾ to 32.9%. This i:neasure _attempts to· control for PAR Plan . • . 
membership wit~in Minnesota by eliminating it from t_he dertominator or the population. PAR Plan members are those members who • 
are usipg our ne·twprks, .. but not our metrtbers- who are· choosing a c·ompetitor to the brand and tinder BCBSA regulations,. we have no 
. opportunity to. prospec~ for them, consequently, they are excluded front the inar.ket share· calculation.· Actual annual numbers of PAR . 

• Plan membership in Minnesota will be used to adjust _the Metro area population accordingly dtirin·g the repo~ting period. In the 11-
• county Metro area, our n1arket share declined by .8 qf a point. As of January 1, 2003 we have 756,216 membe·r.s in the Twin Cities 
area, repre·sen'ting a 26_.2% market share. ·. Populatio.n growth alone will add 124,000 to the Twin Cities over the 3~year pedod, at a • 

·.growth·rate of 1 A% a·year.. • 

·Thresh<;>ld of'29.2% • M~tro inarket .• share (\o·point gain) 

. !arge~ 6f'3~.'6% 

·· , , .. : 

Metro ~arket share.(4.4 point gain). Since there is more urgency and opportunity to grow enrollment in the 
Twin Cities area, a 7% ·annual factor was applied to our pre'sent enrollment, yielding a 29-:S'o/o market share by 
the ·ertd of the 3-yea.r period .. This should be consideted as very aggressive, . and impli.es ·a gain 9falmos·t L5 
points per y~ar throughout ·the plan period: "; • • • • • 

Met~o market share' (5 .3 point gain) • 

"2 
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• . _Tota Erifollment Gain 
• . ::"? 

2003·.;. 200' . ;re Inte.gtated,· inc. _· 
• Loni,-"efin Measures 

.Total Erirollmeni Gain ihthe long~terni programw'ill be based 'on calendar yea( pe~formance, rather than the. February-January eye.le 
tis·ed:in,. the antiu~l progtain" . • Historically, our total enrollment growth during recent 3-yea'r periods has averaged 382;000 net new 

. men1bers.<J'he dmge ,is as follows: . 
• • . '. ; _: : ;,,:• ., : . ·:) • 

,, ,i :;:9~~97::· 348;023 
.··· ··_:.: ,_:.9.6i98i '•' 390,809 
,'.,,i/ •:-97';;.9-9· ~: 3'61 65·9 

'·,•.' :• I:•·.';·. •· . ,' t , , ) , , , 

< '\\:98~00:': j39,Q09 
'' 99~o"r: ·: 361 ·s46 

·:. • ' . · ., 
,::.: 00~02:'· 491,837 
lj • : ' '• •• • • { 

. .Threshold ol37S:;ooo .(Annual me·asure of-125,000 X 3) Achieved 'in only 2 of the last 6 three-year cycles . 
. • ··· - . . •. -. . ' ' . 

• •• .Target of 4f o.~ooo· 
.. , . . . . . 

· , · ' , 

Net new members .. Si~ce the 2003-forecast ~!ready .projects .a gain. of 147,0.00 net new me~nbeps, it is 
re·comrnended .that '''Target? is set a_t a 6% gain in 2002·, and a 53/cr gairi for· the two additional -years, yielding a 
totat' enrollme·nt of 410,00o: Achieved in only 1 of the last 6 three-year .cycles. . • • . . . . • 

• Sup:erior of465,000 . (.6%. annua.l .$rbwth each year) Ach.fov~d in o~ly 1 of. the last 6 three~year cyc,les . 
. -: ·': ' ' ' -, . 

HEAL TH IMPROVEMENT 

o ·iabetes· and heart -disease afford gre~t opportunities for -imp.roving the-health of. a populadon .. Our investment irl the B 1-u.ePrint for 
• H:ealth ·care support program represents Blue Cross' commitment to ·helping our-members with chronic disease. 

\ .. ·. ) . ' • . • . , 
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·20031(.. 200~ •• • • '\re Inte-grate.d, Inc~ 
LQr~~ ,.,fo Measu.res 

. !he f6How.ing niethodology w.as utilized to detem1ine thre~hold, target: a~d s~pedor. A stati~tlcally significant;. i111roveme~t(decrease) 
m ·MI rate/1 OQO shall be what 1s propo~ed for thresho·ld,_. target, .and superior 1mpr(?vement at the 90th

, 95 th
, and 99t . percentile 

;confiden6.eJeyels. The Ml rate/1000 eligibl~ members is .1.093 MI/lQOO members and translates :to the. followi:ng:. 

·)tliiil~Ii~tl • . .. 
· Tbreshqld ·of l,-006 (p<,0.1, with a c_onfidence interval of 90%) 

• ' : ~ ,.1:,.: .. ' ... . :: • • • . . :.; : • · -· .. •. ,::; 

Tari;t6i'6'.9~z'i (p<0.05, established to ~eatize a statis.dcally significant improvement i.n 2005 compared to the base year. With a 
. confidet?,ce interval of 95%)_ • • • • • .-. ,:,

•; 

. • .. i . _:~ 

Superio(pf. 0.91 i 
. . . ~-

(p<O.O l, with a con'fidence interval of 99%) 

M~mb~is_.Qui.ttl
1
~g Smoking 

' ' :t•:: , . ' • .:~ ' 

. . . 

The ·c·umulative· tfomber of n1embers who have quit, rather than the quit rate wil.1 be used as the ri1easure. "The rational'e to .\.lse the • 
nu:rnber'.-o°f members i.s that we could manipulate the. quit rate -thr~,ugh changes to the program (e.g., changing th.e prograrn to re.cr·uit • 
only thos.e. smokers who indicate they' are ready to·quit). The.rhore important result is the. number who quit. The nuri1ber who quit 
Will pe_ d~te_r111ined by applying a quit rate (to -be ·nleasured at least two. additional tirn'~-s before 2005). to 'the number or persons who 
·have entered the ptogram through 200s: This aHo'ws us to recognize ·the impact of the program on all persons who have enrolled 
. througl(2oOs'.· • • • 

• • ·, . ' ·., #•· ••. • ' 

. Threshbtd of 4,40'0. •• 16% Quit ra'te, recr~itment of 3,000 h1embers/year2003'-·2005 
.~ 

Target of s·,.400 . 18.4% Qutt rate_, recruitment of 4,000 members/year x 10~ growth 

. Superi'or of 5,800 20% Quit rate,. recruitm~nt of 4~oo·o members/year-x20% growth .· 

· ·.· CµsioJ~fLbya1ty Index 

This_ me~sure._is an index survey measure that generates a composite sco:re based on consumer (qur ine.mbers and n1embe.rs of the other 
healtlrplahs ir1 ou_r market) responses to three items: 1) OveraH healt~ plan _satisfaction, 2)-Likelihood to renew· their health plan • 

s 
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BCBSM PAYMENTS To SPENCER STUART 

YEAR AMOUNT BCBSM SPENT ON SPENCER 

STUART SERVICES 

2000 $ 164,719 {BCBSM ~ 73208) 

2001 $ 96,466 (BCBSM - 59750) 

-
2002 $ 110,000 (BCBSM - 59733 ) 

TOTAL $ • 371,803.42 



Governance Committee 
Page2 
December 13, 2000 

Following discussion, upon motion, seconded and carried, it was, 

RESOLVED, that the 2001 meeting dates for the Governance Committee be, 
and hereby are, approved as presented. 

BLUE CROSS FOUNDATION BOARD MEMBER SELECTION PROCESS 

Mr. Niemiec reported that several potential candidates from diverse backgrounds have 
been identified for the Blue Cross· Foundation board member selection process. An 
external bo<;ird member will _ be appointed by -BCBSM in conjunction with the March 
2001 Blue Cross Foundation Board Meeting. 

BOARD MEMBER RECRUITMENT PROCESS AND BALANCE OF DIVERSITY AND 
STRENGTHS 

Susan Boren, Consultant, SpencerStuart attended the Governance Committee meeting 
to discuss potential board candidates. Ms. Boren asked the committee to review a list of 
board prospects to determine which candidates are of high interest to the committee . 

. The committee reviewed a graph of current board strengt_hs to determine areas which 
need focus. The committee asked that the areas of quality improvement and sales and 
marketing be listed as categories of board strengths for review. • 

The committee discussed and identified a need for board members with experience in 
Information Services and Technology, and Human Resources .. In addition, board 
members from rural Minnesota wo'uld be benefici_al to the board's composition. 

• Ms. Boren will identify lists of the top candidates in these areas to pursue further with 
the cory,mittee. These lists will be provided to Mr. Niemiec the first week of January 
2001. 

EVALUATION OF BOARD MEMBERS, OFFICERS AND COMMITTEE CHAIRS 

-
The committee reviewed the current evaluation process for individual board members at 
the end of their terms. It was noted that it is very important to evaluate the contributions 
of each board member, the board chair, board officer, committee chairs, and each 
individual's personal interest in serving an additional term. It was also noted that the 
Chair of the Governance Committee should consult with the CEO and the Chair of the 
Board to solicit feedback on individual board member contributions and to discuss any 
identified issues. • 

Ms. Boren recommended that the board evaluation target questions that not only are 
specific to evaluation of the board and committee members, but also to get at the 
members' interests, -such as when they want to be on a specific committee. Also, the 
end-of-term evaluation should include review of attendance and contribution level of the 
board member. 

BCBSM- 014863 



BCBSM Annual Incentive Award Measures of Achievement and Results 

Type of .Tot Financial 
Measure Achievement 

F:financial; (avg of financial Tot Non• Tot Corp Target Funding Pool of 

NF=non- Achievement Opportunity opportunity Financial Achievement Money for :Top Execs as Actual Funding Pool 

Year AIA measures financial Weiaht Threshold Taraet Suoerlor Result Level Achieved achieved) Achievement Toward Goals Grouo Earned 

2000 
(36389- HP Net Enrollment 
36390) Gain NF 25% 70,000 99,000 . 120,000 115,975 140.40% 35 .10% $505,882 $710,258 

National 
Management 
Information System 
(NMIS) and Member 
Touchpolnt Measure 
score (MTM) NF 10% 85 90 95 85.7 AO% 4% $202,353 $80,941 

Customer Loyalty 
Index NF 10% 0.05 0.15 0.3 0,55 34% 3% $202,353 $68,800 

All Ooeratlng Income F 25% 10,000,000 24,000,000 38,000,000 22,521,000 92.80% 23.20% $505,882 $469,458 

All Insured Health 
Plan Loss Ratio F 10% 86.60% • 85.10% 84 .. 10% 85.40% 86.00% 8.60% $202,353 $174,024 

HP Administrative 
Expense Ratio F ' 20% 9.60% • 9.36% 9.00% 9.20% 116.50% 23% $404,7.06 $471,482 

TOTAL SS¼F 45%NF 98% 71% 97.6% $2,023,529 $1 ,974,963 

2001 
(3654(). HP Net Enrollment ... 
36541) Gain NF 25% 55,000 79,000 105,000 143,000 150% 38% $553,100 $829,650 

MTM score NF 10% 85 90 95 89.2 88.80% 8.90% $221,240 $196,461 

HP Customer loyalty 
Index NF 10% 0.09 0.17 0.22 0.155 86.90% 8.70% $221;240 $192,258 

All Ooeratlno Income F 25% 10,000,000 30,000,000 50,000,000 58,531,000 150% 37.50% $553,100 $829,650 
HP Fully-Insured 
Loss Ratio F 10% 87.30% 85.80% 64.80% 85.30% 125% 12.50% $221,240 $276,550 
HP Admlnlstrativ~ 
Expense PMPM . F 20% 13.90 13.36 12.9 13.21 116.30% 23.30% • $442.479 $514,603 
TOTAL 55%F 45%NF 130.4% 108.So/o 128.4% $2 212 399 $2,839 172 

c... 

01/09/06 



BCBSM Annual Incentive Award Measures of Achievement and Results 
Type of Tot" Financial 
Measure Achievement 

F=financlal; (avg of financial Tot Non• -Tot Corp Target Funding Pool of 

NF=non• Achievement Opportunity opportunity Financial Achievement _Money for Top Execs as Actual Funding Pool 

Year AIA measures financial Weight Threshold Target" Superior Result Level Achieved achieved) Achievement Toward Goals Group Earned 

2002 
(36743• HP Net Enrollment 
36744) Gain NF 20% 184,000 222,000 264,000 232,554 112."56% 22.50% $481 ,233 $541 ,676 

MTM score NF 15% 85 90 95 90.81 108% 16% $360,924 $390,159 

HP Customer loyalty 
Index NF 10% 0.09 0,17 0.22 0.22 150% 15% $240,616 $360,924 

All Operating Income F 25% 28,000,000 49,000,000 79,000,000 78,762,000 149.60% 37.40% $601,541 $899,484.00 
HP Fully Insured 
Loss Ratio F 10% 88% 86.50% 85.50% 85.10% 150.00% _ 15.00% $240,616 $360,924 
HP Administrative 
Expense PMPM F 20% 13.71 13.18 12.72 13.3 84.15% 16.80.% $4.'31,233 $404,958 
TOTAL 55%F 45%NF 128¾ 124¾ 122.9% $2,406,163 $2,958,125 

2003 HP Net Enrollment _ 
..- (36906) Gain NF 30% 85,000 125,000 150,000 45,154 0.00% 0,00% $778,752 $0 

MTM score (note 
NMIS replaced by . 
MTM, 36904) NF 20% 87 92 96 ee:51 51.14% 10.20% '$519;168 $265,503 

All Operating Margin F 30% 0.72% 0.87% 0.87% 2.17% 100% 30% .. $778,752 778,752 
HP Administrative 
Expense PMPM F 20% 13.71 ' 13.18 12,72 12.73 148.91% 29.80% $519,168 $773,109 
TOTAL 50%F 50%NF 127.89% 25.5% 70% $2,595,840 • $1,817,364 

2004 . 

~ (120941) All Operating Margin F 30% 0.17% 0.52% 0.52% 0.60% 100% 30% 
HP Admln PMPM F 20% 13,71 . 13.18 12.72 12.63 171.40% • 34.28% 
HP Net ·Enrollment 
Gain NF 36% ·- 90 000 130,000 155,000 70,120 0.00% 0% 
Health Plan MTM NF 20% --- 80 85 89 85.92 116.40% 23.28% 
TOTAL 50%F 50%NF 64.28% 23.28% 87.6% n/a n/a 

01/09/06 



EXECUTIVE SUMMARY • 
A WARE INTEGRATED, INC & BLUE CROSS BLUE SHIELD OF MINNESOTA 

OFFICER INCENTIVE rROGRAM 
2000 RES UL TS 

The Officer Incentive Program had a targeted incentive opportunity of $2,023,529: The incentive pool funding is as follows: 

Objective Weighted Target • Actual Actual 
Target Funding Results Funding. 

Aware Integrated Operating 25% $505·,882 92.6% $469,458 
Income 

Aware Integrated Insured Loss 10% $202,353 86,0% \ $174,024 
Ratio 

Aware Integrated Administrative 20% $404,706 . 116.5% $471,482 
Expense Ratio 

OJ IHealth Plan Net Enrollment Gain 25% $505,882 140.4% $710,258 
C1 
OJ !Health Plan NMIS/MTM 10% $202,353 39.5% $80,941 en 
3: 

I 

!
Health Plan Customer Loyally $202,353 $68,800 w 10% 33 .5% 

a, Index w 
<.0 
0 I Total 100% $2,023,529 . $1,974,963 

Risk Based Capital at 12/3 I /00 are in a range of 625-650%, which excee_ds the minimum level of 3 7 5%, 

The weighting between the corporate objectives and tl1e individual objectives detem1ines how much of the pool is available for individual results, 
The corporate objectives account for 76% of funded awards.and individual objectives account for 24%. The Corporate Opportunity is $1,540,877 
and given a 97.6% result, it would fund $1,503,896 for distribution. The Individual Opportunity* is $378,971 with 97,6% available for 
distribution, based on individual results. The individual pool does nol have enough funds to cover the actual earned results ($432,329) of 
individual measures, therefore, each officers individual earned incentive is pro-rated by 85.6%. The total individual payout is $370,073. 
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EXECUTIVE SUMMARY 
· AWARE INTEGRATED, INC & BLUE CROSS BLUE SHIELD OF MINNESOTA 

OFFICER INCENTIVE PROGRAM 
2001 RES UL TS 

The Officer Incentive Program had a target'ed incentive opportunity of $2,212,399, The incentive pool funding is as follows: 
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a, 
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~ 
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Objective 

Aware Integrated Opera.ting 
Income 

Health Plan Insured Loss Ratio 

Health Plan Administrative 
Expense PMPM 

Health Plan Net Enrollment Gain 

Health Plan MTM 

Health Plan Customerloyalty 
Index 

Total 

Weighted Target 

Target Funding 

25% $553,100 

10% $221,240 

20% '$442,479 

25% $553,100 

10% $221,240 

10% $221,240 

100% $2,212,399 

Risk B.1sed Capital at 12/3 1/0 I is in a range of 625-650%, which exceeds the minimum level of 3 7 5%, 

Actual Actual 

Results Funding 

150.0% • $829,650 

125.0% $276,550 

116.3% $514,603 

150.0% $829,650 

88.8% $196,461 

86.9% $192,258 

$2,839,172 

The weighting between the corporate objective·s and the individual objectives determines how much of the pool is available for individm)l results, 
The corporate objectives account for 75% of funded awards and individual objectives account for 25%. The Corporate Opportunity is $1,664,859 
c1nd given a 128.4 % result, it would fund $2, 137;679 for distribution. The Individual Opportunity* is $388,300 with $498,577 available for 
distribution, based on individlw l resu I ts. If the individual pool does not have enough fu11ds to cover the actual earned results ·of individual 
measures, each officers individual earned incentive is pro-rated. The final results from individual officers totaled $439,345, therefore no pro-ration 
is required. 

• All bonuses are contingent 011 fonding from the corporate measmements identified above, except for the fom subsidiary omcers, who~e individlrnl incentive awards($ l 59,240 at target 
opportunity) are detennined by the perfom1ance of their individual company. Actual results for the four subsidiary officers was 5206,SS I. 
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EXE,CUTIVE s'UMMARY 
A'\VAR.E INTEGRATED, INC & BLUE CROSS BLUE SHIELD OF MINNESOTA 

OFFICER INCENTIVE PRQGRAM 
2002 RESULTS 

The Officer Incentive Program had a targete? incentive opportunity of $f;~.06, 163. The incentive pool ~nding is as . follows: 

Objective Weighted Target .' Actual Actual 

Target Fund~ng Results Funding 

Aware Integrated Operating 25% $601,541 149.53% $899.484 
Income 

. I I 

Health Plan Insured Loss Ratio 10% $240,616 150.0% $360,924 

Health Plan Administrative 20% $481,233 84.15% $404,958 
Expense PMPM 

Ol • 1Health Plan Net Enrollment Gain 25% $481,23~ 112.56% $54,1,676 , . C"') 
Ol 
CJ) !Health Plan MTM 10% $360,924 108.10% · $390,159 ; 

I 

~ 

!
Health Plan Customer Loyalty 10% $240,616 150.0% . $360,924 

~ Index 
'-

.;:. 
.;:. 

Total . 100% $2.406, 16'3 122.94 $2,958,125, 

Risk Gosed Capital (AII consolidated with tobacco reserves) at 12/31 /02 is in a range of 640-650%, whichexceeds the minimum I eve.I of 3 7 5%. 
' ' ' 

~ -::'. 

The weighting between the corporate objectives and the individual objectives detennines ·how much of the pool is available for individual results; 
The corporate objectives account for 76.4% ·of funded awards and individual objectives account for 23.6%. Of the $2,406,163 targeted incentive 
opportunity the corporate objectives represent an opportunity of $1,837,672 and given a 122.94%.result, it would f1.md $2,259,234 for distribution. 
The individual objectives represent an opportunity* of $568,491 and given a 122.94% result, it would fund $698,903, which is a~ailable for award 
distribution, based on individual results. If the individual pool does p'ot have enough funds to cover the actual earned results of individual 
mec1sures, each officers individual earned incentive is pro-rated .. 

• All bon11ses are contingent on funding from the corporate measuremen~s identified above; except for the fo~r subsidiary officers, .whose individual incentive awards ($157,880 at target· 
opportunity). are detennined by t~e perfom,ance of their individual company. • • • 
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January 31, 2001 

Susan Boren and Dick Niemiec will make revisions to the questionnaire and forward the 
• questionnaire to Rob Johnson, Chair, for distribution. The questionnaire results will be . 
reported by Rob Johnson at the March meeting. -

Upon motion, seconded and carried, it was 

RESOLVED, that the questionnaire be, and hereby is, approved as revised. 

BOARD MEMBER RECRUITMENT PROCESS: 

Susan Boren, Consultant, SpencerStuart, provided the committee with a revised list of 
candidates based • on the previous discussion with · the committee on December 13, 
2000. The areas of Human Resources, Information Services and Technology, and 
geographic location were used to place candidates in categories to pursue further • 
review with the committee. 

The committee reviewed . the candidates in eac_h category, determining a list of 
candidates and ranking them in an "A" list order. 

Ms. Boren will contact the candidates in the Human Resources category, then the 
Information Services and Technology category, in that order, to determine interest and 
availability. Dick Niemiec will keep the board apprised of any progress made in the 
review process. 

RENOMINATION: 

Mr. Johnson has spoken with all individuals who are at the end 'of a 3-year term. These 
individuals include: Andy Czajkowski, Joel Haugen, Rob Johnson, Jonathon Killmer, 
John Lettmann, John Murphy and Ellen Perl. It was noted that all candidates are 
interested in continuing their service for another 3-year term. At the March meeting, the 
Governance Committee will formally nominate board candidates for .the annual meeting 
in May 2001. 

CHAIRMAN RECRUITMENT PROCESS: 

Joel Haugen reported that the subcommittee met to provide recommendations to the 
Governance Committee for the positions of Chair and Vice Chair of the Aware 
Integrated, Inc. Board of Directors and Blue Cross Blue Shield of Minnesota Board of 
Trustees. 

The slate of candidates reviewed by the subcommittee for the • position of Chair 
included: Johri Murphy, Jonathon Killmer, John Lettmann and Rob Johnson. Ellen Perl 
was also considered for the position of Vice Chair. It was noted that Ms. Perl declined 
the opportunity to run as Chair, but did agree to be considered for the position of Vice 
Chair. 

BCBSM- 014876 



EXEC:UTIV.E SUMMARY 

,AWARE INTEGRATED, .INC & BLUE CROSS BLUE SH.IELD OF MINNESOTA 
OFFICER INCENTIVE PROGRAM 

·200·3 .RES UL TS 

• The Officer Incentive Program .· had a targeted incentive ·opportu.nHy of . $2,595,840. The incentive pool funding is as 
follows: . • • 

Objective. Weighted. Target Actual Actual 

Target Fund.Ing Results Funding 

Aware Integrated Operating 30% $778,752 100.0% $778,752 
Income 

Health Plan Admlnlsirallve 20% $519,168 148.9% . $773,109
1

' 

Expense PMPM 

Health Plan Net Enrollment Gain .30% $778,752 0% $0, 

Health Plan MTM 20% $519,168 51 .1% $265,503 

Total . 100% $2,595,840 • 70.0% $1,817,363 

Risk Based Capital (All consolidated with tobacco reserves) at 12/31/03 is in a range of 650·3/o +/. 10%, which exceeds 
the minimum level ·of 375% . 

' ' 

For 2003, all office.rs are weighted at 100% on the corporate obj~ctives , except the three sub.sidiary officers who have a 
20% corporate weight and an 80% weight on the results of their own subsidiaries~ All bonuses are contingent on funding 
from the corporate measurements identified above, except for the three subsidiary officers, whose individual incentive 
a.wards ($154,56_0 at target opportunity) are det'erniined by the performance of their individual company 
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Aware Integrated, Inc. 
Human Resources Committee · 

Minutes 

• 5th Floor Conference Room 
Eagan, Minn~sota 

Present: • 

Absent: · 

Others Present: 

Shirley Hughes, Chair 
Ben Field 
John · Lettmann 
Peter McNerney 

Joel Haugen, M.D. 
-John Kleinman, M.D~ 
Ellen Perl 

Mark Banks, M.D. 
Roger Kleppe 
Richard Neuner 
Sandy Shapiro _ 
William Gold, M.D. 
Stephen Griffiths; Ph.D., M.S .. 

. . 
. . . 

January 20, 2004 
3:30 p.m. 

The Human Resources Committee :was called to order by Shirley Hughes, Chair 
at 3:30 p.m. 

Approval of Minutes 

Ms. Hughes accepted a motion for approval of the minutes of the November 18, 
2003, Blue Cross Bh,.1e Shield of Minnesota Human Resources Commihee. -Upon 
motion, seconded and carried, it was: 

. RESOLVED, that the minutes of the Blue Cross Blue Shield of Minnesota 
Human Resources Committee meeting held. on November 18, 2003, be, 
arid hereby are, approved-. . 

Review and Approve the 2003 Annual Incentive Plan Results 

Mr. · Kleppe reviewed the preliminary results for the 2003 -annual incentive 
program -indicating the corporation achieved 67 .0% of its targets, substantially 

_ less than last year's achievement of 122.9%. Historical results as follows: 2001 
(128.4%), 2000 (97.6%), 1'999 (80.2%), 1998 (114.6%), 1997 (105.5%), 1996 

CONFIDENTIAL 
TRADE-SECRET 
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All HR Minutes 
January 20, 2004 
Page 5 

Trustees approves the 2003 audited financial statements -of Aware 
Integrated, Inc., and the Chair of the Human Resources Committee gives 
final approval of the year-end results, be and hereby are_ approved. 

Review and Approve the 2004 Annual Corporate Goals 

Mr. Kleppe · reviewed with the Committee th_e 2004 annual corporate measure~ . 
(financial and non-financial performance measures). Each measure was 
discussed for inclusion as a corporate mea·sure and the specific metrics for , 
.threshold, target· and superior were presented arid discussed. The annual 
corporate measures form the basis for funding the annual incentive program for 
officers, individuals in the corporate _ incentive plan (all employees) and the 
supplemental matching contributions in the 401 (k) plan. Mr. Kleppe reported t_hat 

• the proposed 2004 Annual Corporate Measures provipe continued alignment to 
the_ strategic plan. Mr. Kleppe stated that • the proposed we.ighting on all 
measures would remain the same, ·· with -financial measures weighted at 50% of 
the total and non-financial measures 'A(.eighted at 50%. Discussion centered on 
the threshold, target and superior metrics, with Committee members questioning • 
the amount of chall~nge needed to reach target performance levels. Mr. Kleppe 
reported_ that _ management recommended keeping the Operating Margin 
measure limited to target . achievement only with no provision for superior . -
performance or awards, · and in doing so~_ will also recommend increasing the 
superior calculation for the other-three measures .from 150% to 171.4 % , so that 
the total opportunity · at superior is 150%. The total opportunity would then be 
consistent with market practices and align with the executive compensation 
philosophy. Mr . . Kleppe reported that under the probability. percentages and the 
award factors established, the range of performance could realistically be 
expected to be within 92% to 117% on an annoaJ basis. The Committee 
discussed this reiative to their industry and experience and · referenced ttle 
Watson Wyatt findings from last year regarding · targeting total ca.sh 
compensation to median levels. Upon motion, seconded and carried, it was: 

RESOLVED, th.at the 2004 an_nual corporate goals • and measures, as 
recommended by the Chief Executive Officer and as presented, be and 
hereby are approved for recommendation to the Board of Trustees for 
approval, and that such measures form the . basis for funding the annual 
incentive program for officers, participants in _ the Corporate Incentive 
Program and the 401 (k) Supplemental Match, and that such measures 
form the annual incentive program for the Chief · Executive Officer with 
. recommendation to the Board of Trustees . . 

CONFIDENTIAL 
TRADE-SECRET 

BCBSM-.017676 



AWARE INTEGRATED, INC. 
GOVERNANCE COMMITTEE MINUTES 

BCBSM 6th Fl. 
Eagan, Minnesota · • 

PRESENT: 

ABSENT: 

Rob Johnson, Chair 
Emmett Carson, Ph.D. 
Joel Haugen, M.D. 
Ellen Perl 

None 

ALSO PRESENT: . Mark Banks, M.D. 

CALL: 

Robert Milis 
Richard Niemiec 
Marsha Shotley 

May 23, 2001 
7:30 a.m. 

Rob Johnson, Chair, called the meeting of the Aware Integrated, Inc. Governance 
Committee to order at 7:30 a.m. 

·MINUTES: 

The minutes of the Aware ·integrated, Inc. Governance Committee meeting held March 
28, 2001, were distributed in advance of the meeting. Mr. Johnson called for 
corrections. 

Following discussion, upon motion, seconded and carried, it was 

. RESOLVED, that the minutes of the Aware Integrated, Inc; Governance . 
Committee meeting held March 28, 2001, be, and hereby are, approved as 
corrected. 

BOARD MEMBER RECRUITMENT PROCESS: 

R.ob Johnson and Emmett Carson met with Shirley Hughes, Senior Vice · President, 
Ceridian Corporation, an identified "A" category candidate based on previous · 
discussions with the Governance Committee. Mark Banks met with Ms. Hughes as well 
on a separate occasion. Both meetings were positive. 

BCBSM-014910 
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May23,2001 

Mr~ Johnson and Ellen Perl met with Wayne Fortun, President and -CEO, Hutchinson 
Technologies, Inc., an identified "A" category candidate, as well. Dr. Banks met with Mr. 
Fortun on a separate occasion. Both meetings were positive. However, Mr. Fortun may 
have conflicts of interest at this time. 

Following discussion, upon motion, seconded and carried, it was 

RESOLVED, that Shirley Hughes, be, and hereby is, nominated for election as a 
DirE?ctor of Aware Integrated, Inc. to serve for a three-year term expiring at the annual 
meeting in 2004. 

SELF-EVALUATION: 
. . 

Mr. Johnson asked the Governance Committee at its prior meeting to review the self
evaluation responses for discussion on.this date. After its review, the committee noted 
that they felt the self~evaluation was positive. 

Some items to work on for 2001-2002 are having the. _board members bring forth topics 
for discussion at the board meetings, and to keep the full board apprised of committee 
meeting discussions on very important topics such as the tobacco proceeds plan of 
action. 

· The committee also.asked that the full board receive the self-evaluation comments for 
their information. 

BOARD COMPENSATION: 

Dick Niemiec, Senior Vice President, Corporate Affairs and Subsidiary Operations, . 
reported that according to the Korn/Ferry International Annual Board of Directors Study 
2000, there has been less than a 1 % change in compensation for the year 2000. It is 
recommended that the board compensation not be changed at this time. 

Following discussion, upon motion, seconded and carried, it was 

RESOLVED, RESOLVED, that the Governance Committee recommends 
continuation of current board member compensation as set forth below and directs that 
said compensation be maintained until modified by the board. 

Board Member Annual Retainer: 

Board Chair Annual Retainer: 

Board Committee Chair Retainer: 
\ 

Current 

$20,000 

$20,000 + $10,000 

$20,000 + $2,500 

BCBSM-_014911 
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May 23. 2001 

*Committee Meeting Fee: 
Chair: 
Member: 

Board Meeting Fee: 
Chair: 
Member: 

Telephone Conference Fee: 

Out-of-Pocket Expenses: 

$1,000 
$800 

$1,200 
$1,000 

$500 

As incurred. 

*Including Aware Integrated, Inc., Business Development Committee 

BOARD OFFICERS: 

The Governance Committee reviewed the following slate of officers. 

Following discussion, upon motion, seconded and carried, it was· 

Aware Integrated, Inc. 

RESOLVED, that _the following individuals be, and hereby are, nominated as 
Board Officers and Operating Officers of Aware Integrated, Inc., each to serve a one
year term expiring at the "Annual Meeting in 2002, or at the pleasure of the Aware 
Integrated, Inc., Board: 

Board Officers 

John M. Murphy, Chair 
Robbin S. Johnson, Vice Chair, Secretary . 
Jonathon Killmer, Treasurer 
Mark W. Banks, M.D., President and Chief Executive Officer 

Operating Officers 

Richard M. Niemiec, Senior Vice President, Corporate Affairs 
and Subsidiary Operations 

John N. Ounjian, Senior Vice President and Chief Information Officer 
Colleen F. Reitan, Senior Vice President, Network Management 

and Government Business 
Marsha A. Shotley, Assistant Secretary 

BCBSM- 014912 
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CONFLICT OF INTEREST QUESTIONNAIRES:· 

Mr. Niemiec and Robert Milis, Vice President and General Counsel, BCBSM, reviewed 
the Conflict of Interest Questionnaires with the committee and recommended three 
revisions. 

Following discussion, upon motion, seconded and carried, it was 

RESOLVED, that the revised Conflict of Interest Questionnaire for board 
members, be and hereby is, approved. 

NEW BOARD MEMBER ORIENTATION: 

Mr. Niemiec reviewed with the committee the new board member orientation process. 
Based on if the board elects Ms. Hughes at today's meeting, a new board member 
orientation meeting would be scheduled as soon as possible based on Ms. Hughes' 
calendar. All other board members would be invited-to attend, as well. Mr. Niemiec will 
schedule a date and notify the board in the near future. 

ADJOURNMENT: 

). There being no further business to come before the Governance Committee, the 
meeting was adjourned at 8:05 a.~. 

Respectfully submitted, 

R~hn~ 

Next Meeting: Wednesday, September 26, at 7:30 a~m. in the 6th Floor Dining Room at 
BCBSM. • • 
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BCBSM 6th Fl. 
Eagan, Minnesota 

PRESENT: 

ABSENT: 

AWARE INTEGRATED, INC. 
GOVERNANCE COMMITTEE MINUTES 

• Rob Johnson, Chair 
Emmett Carson, Ph.D. 
Joel Haugen, M.D. 
Ellen Perl 

None 

December 5, 2001 
7:30 a.m. 

ALSO PRESENT: Mark Banks, M.D. 

CALL: 

Robert Milis 
Richard Niemiec • 
Marsha Shotley 

l · Rob Johnson, .Chair, called the meeting of the Aware Integrated, Inc. Governance 
Committee to order at 7:30 a.m. 

MINUTES: 

• The minutes of the . Aware Integrated, ·inc. Governance Committee meeting held 
September 26, 2001, were distributed in advance of the meeting. Mr. Johnson called 
for corrections. 

Following discussion, upon motion, seconded and carried, it was 

RESOLVED, that the minutes of the Aware Integrated, Inc. Governance 
Committee meeting held September 26, 2001, be, and hereby are, a·pproved as . 
presented. 

BOARD MEMBER RECRUITMENT PROCESS: 

Currently, the Aware Integrated, Inc. Board of Directors is at its minimum number of 
members. It was decided that two new board members would be recruited for ·the 2002' 
annual meeting in one or more of the identified areas of finance, public relations, 
marketing and public policy. Susan Boren, Consultant with SpencerStuart, will continue 
to provide assistance in the recruitment of one new board member in the area(s) of 
finance, marketing and public relations. The Governance Committee members will look 
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to recruit one new board member in the area of public policy. Mark Banks and Dick 
Niemiec will provide a list of people to consider for this position and asked that if the 
committee members knew -of possible candidates that they provide names to Dick 
Niemiec to add to the list. 

RENOMINATION OF BOARD MEMBERS AT END-OF-TERM: 

There are two board members who are eligible for renomination: Andy Czajkowski and 
John Kleinman. Mr. Czajkowski is electe_d yearly, and Mr. Kleinman is at the end of a 3-
year term. The committee decided that both members are contributing to the board's 
success and they should be asked for their interest in continuing to serve. Dr. Banks will 
have a conversation with Mr. Czajkowski on his interest in continuing for orie more year. 
Mr. Johnson will have a conversation with Mr. Kleinman on his interest in continuing for _ 

. another 3-year term. Both will report at the next committee meeting on February 6, 
2002. 

The committee amended the Individual Board Member End-of-Term Evaluation. The 
first bullet, first sentence . was amended as follows: The Chair of the Governance 
Committee should consult with the CEO, the Chair of the Board, and the Chair(s) of the 
committees they serve on to solicit any feedback they may have about the individual 
Board members' contributions, as well as any concerns they may have about asking the 
Board member to serve for another term. 

BOARD CHAIR, COMMITTEE CHAIRS AN(? BOARD OFFICER EVALUATIONS: 

In the year 2000, the committee adopted an evaluation process in conjunction with the 
Board Self-Evaluation Process. This evaluation process document was amended by the 
committee adding a bullet under the Committee Chairs heading to read as follows: 

. Access: As a Board member, would you be comfortable going to the Board Chair or the 
Committee Chair outside of the meeting if you have a concern? • 

Mr.· Niemiec will incorporate questions into the questionnaire used in 2001, based on 
the adopted evaluation process, to be reviewed at the · next meeting on February 6, 
2002. -

BOARD MEMBER EXPENSE AND EDUCATION POLICIES: 

At the last meeting, the committee approved the proposed Board Member Expense and 
Education policies with proposed changes incorporated. Staff made the changes and 
asked the committee for its review -of the policies. The committee approved of the 
changes presented. These policies will be included as part of the orientation process for 
new board members and distributed to current board members for their information. 
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It was noted that board members may bring forth proposed conferences to attend in 
board governance or other board-related topics, as well as areas of expertise, i.e. 
marketing, public policy, etc. 

BLUE PLUS GOVERNANCE STUDY: 

Colleen Reitan, Senior Vice President, Network Management and Government 
Business, BCBSM, provided a summary of a governance study that Blue Plus staff has 
undertaken to clarify roles of Blue Plus Board members and to review a variety of Blue 
Plus governance issues, particularly those related to Blue Plus' . relationship with 
BCBSM. 

Ms. Reitan provided an overview of the findings of the Blue Plus Governance Study,. 
including the areas of oversight that the BCBSM Board has with respect to Blue Plus. In 
addition, recommendations were discussed including: Board role definition, a Board • 
chair position description, a more formal nomination process for enrollee directors, and 
to provide clarity of oversight and committee structure to enhance the Board's 
performance. 

Ms. Reitan asked for the Governance Committee's consideration on formalizing the 
relationship the Blue Plus Board has with the BCBSM Audit Committee, due to the fact 
that Blue Plus purchases all administrative services from Blue Cross and relies on the 
deliberations of the BCBSM Audit Committee for a number of oversight functions. 

The Blue Plus Board will review final resolutions, position description and charters in 
January 2002. The process will then be presented to the BCBSM Audit Committee in 
March 2002 for review and approval. After the Blue Plus Governance Study is finalized • 
and changes implemented, this process will be repeated with other controlled 
subsidiaries to review their governance practices, as well, to determine if position 
descriptions and role clarification is needed. 

ADJOURNMENT: 

There being no.-further. business to come before the Governance Committee, the 
meeting was adjourned at 8:40 a.m. 

Respectfully submitted, 

~-()~ 
Rob Johnso{ Chair 

Next Meeting: Wednesday, February 6, 2002, at 7:30 a.m. in the 5th Floor Meeting 
Room at BCBSM. 
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l 

RENOMINATION OF BOARD MEMBERS AT END-OF-TERM: 

There are two board members who are eligible for renomination: Andy Czajkowski and 
John Kleinman. Both members were asked of their interest to continue serving on the 
board. Mr. Czajkowski is interested in serving one more year. Mr. Kleinman is interested 
in serving another 3-year term. They will be formally nominated at the April committee 
meeting. · 

BOARD MEMBER NOMINATION: 

Vance Opperman, Esq., President and CEO, · Key Investment, Inc., has . been 
. interviewed by John Murphy, Mark Banks and Rob Johnson to determine his interest in -
serving on the Board of Directors. Mr. Opperman brings general management, legal 
and public policy expertise to the board. Mr. Opperman is interested in a board 
appointment. 

Nomination of New Director of Aware Integrated, Inc. 

The Governance Committee discussed the nomination of Vance Opperman for election 
as a director of Aware Integrated, Inc., to. serve for a three-year term expiring at the 
Annual Meeting in 2005 and at the pleasure of the members of Aware Integrated, Inc. 

Following discussion, upon motion, seconded and carried, _it was 

RESOLVED, that Vance Opperman be, and hereby is, nominated for election as 
a director of Aware Integrated, Inc., to serve for a three-year term expiring -at the Annual 
Meeting in 2005. 

BOARD SELF-EVALUATION PROCESS: 

Dick Niemiec worked with internal staff to review the current self-evaluation 
questionnaire. The questionnaire will be changed based on the internal and 
committee's review of the questionnaire. A section on "Board Materials" was added, as 
well as two questions at the end of the questionnaire relating to how well the vision of 
the board members is being achieved and describing the one thing they would like to 
see done differently. 

Rob Johnson, Chair, will distribute the self-evaluation questionnaire and will report the 
results at the April meeting of the committee. 

Following disctJssion, upon motion, seconded and carried, it was 

RESOLVED, that the questionnaire be, and hereby is, approved as revised. 
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AWARE INTEGRATED, INC. 
GOVERNANCE COMMITTEE MINUTES 

BCBSM 6th Fl. June 6, 2002 
Eagan, Minnesota 7:30 a.m. 

PRESENT: Rob Johnson, Chair 
Emmett Carson, Ph.D. 
Joel Haugen, M.D. 
Ellen Perl 

ABSENT: None 

ALSO PRESENT: • Mark Banks, M.D. 

CALL: 

Robert Milis 
Richard Niemiec 
Marsha Shotley 

Rob Johnson, Chair, called the meeting of the Aware Integrated, Inc. Governance 
Committee to order at 7:30 a.m. 

MINUTES: 

The minutes of the Aware Integrated, Inc. Governance Committee meeting held April . 
17, 2002, were distributed in advance of the meeting. Mr. Johnson called for 
corrections. 

Following discussion, upon motion, seconded and carried, it was 

RESOLVED, that the minutes of the Aware Integrated, Inc. Governance 
Committee meeting held April 17, 2002, be, and hereby are, approved as 
presented-.: 

BOARD MEMBER RECRUITMENT PROCESS: 

Mr. Johnson reported that he and Dr. Banks have met with Pete McNemey. Both felt 
that Mr. McNemey would be an asset as a board member and noted that he showed a 
high level of interest in serving on the board. Staff will proceed with having Mr. 
McNemey complete a Conflict of Interest Questionnaire and will bring his nomination . . 

forth at the Annual Meeting. Dr. Hanks will continue to attempt to contact . 
- to determine his interest in a board position. Dr. Banks will report to the . 
committee afte·r a contact is made. 
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BCBSM, INC. 
GOVERNANCE COMMITTEE MINUTES 

BCBSM 5th Fl. April 8, 2003 · 
Eagan, Minnesota 3:30 p.m. 

PRESENT: Rob Johnson, Chair 
Joel Haugen, M.D. 
Shirley Hughes 
Vance Opperman, Esq. 

ABSENT: Emmett Carson, Ph.D. 

ALSO PRESENT: Mark Banks, M.D. 

CALL: 

Susan Boren (portion only) 
Robert Milis 
Richard Niemiec 
Marsha Shotley 

Rob Johnson, Chair, called the meeting of the BCBSM, Inc. Governance Committee to 
order at 3:30 p.m. 

MINUTES: 

The minutes of the BCBSM, Inc. Governance Committee meeting held February 5, 
2003, were distributed in advance of the meeting. Mr. Johnson called for corrections 
and hearing none approved the minu\es as presented. 

Following discussion, upon motion, seconded and carried, it was 

RESOLVED, that the minutes of the BCBSM, Inc. Governance Committee 
meeting held February 5, 2003, be, and hereby are, approved as presented. 

BOARD MEMBER RECRUITMENT: 

Susan Boren of SpencerStuart provided an update on board member recruitment. Ms. 
Boren discussed the BCBSM Board Trustee opportunity with the candidates identified 
by the committee at the February 2003 meeting. The results of Ms. Boren's discussions 
with the candidates were reviewed with the committee. Ms~ Boren met personally with 
Ben Field and Pam Wheelock who both expressed their interest in the board member 
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• opportunity. Ms. Boren provided more information on both Mr. Field and Ms. Wheelock. 
The committee agreed to move ahead with the process by setting up interviews with 
both candidates prior to the June committee meeting. The interviewers will .consist of 
Mark Banks, John Murphy, Rob Johnson and other Governance Committee members 
interested in participating in the process. • 

_ Following discussion, upon motion, seconded and carried, it was 

_ RESOLVED, that Ben Field and Pam Wheelock be interviewed as candid.ates for 
the BCBSM, Inc. Board Trustee positions. 

SELF-EVALUATION PROCESS: 

Mr. Johnson noted that all of the self-evaluation questionnaires had been sent out and 
12 of the 14 were returned. Mr. Johnson reviewed the total evaluation scores and 
comments with the committee. He noted that the evaluation scores as a whole were 
very favorable and committee members concurred. The committee discussed revised 
times for committee meetings and other possible alternatives for assuring that board 
members be kept fully informed about issues raised at committee meetings. Mr. 
Johnson proceeded to present results regarding individual effectiveness and general 
• board effectiveness. 

Following discussion, upon motion, seconded and carried, it was 

RESOLVED, that the board self-evaluation review is hereby accepted as 
presented. 

BOARD POLICY MANUAL: 

Dick Niemiec, Senior Vice President, BCBSM, provided an updated copy of the board 
policy manual to the committee for review and comment. The committee reviewed 
several policies making revisions as recommended by the committee members. The 
revised board policy manual will be sent to the full board for their review and approval at 
the June 2003 meeting. 

Following discussion, upon motion, seconded and carried, _ it was 

RESOLVED, that the following resolution be approved and recommended for 
adoption by the Board of BCBSM, Inc.: 

RESOLVED, that the board policies be approved as amended. 
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CHARTERS AND MATRICES: 

On an annual basis, the Governance Committee reviews the charters and matrices of 
• all board committees. At this time, all committees have reviewed and approved their 
own charters and matrices for review by the Governance Committee and adoption by 
the board of BCBSM, Inc. • • 

Following discussion, upon motion, seconded and carried, it was 

RESOLVED, .that the Governance Committee approves the following resolutions 
and recommends adoption of said resolutions by the BCBSM Board of Trustees: 

RESOLVED, that the BCBSM, lnc.-Audit, Governance, Human Resources, and 
Investment Committees Charters and Matrices be and hereby are, approved as 
presented. 

ADJOURNMENT: 

There being no further business to come before the Governance Committee, the 
meeting was adjourned at 5:1 O p.m. 

Respectfully submitted, 

R~so~:~ 
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BCBSM, INC . 
. GOVERNANCE COMMITTEE MINUTES 

BCBSM 5th Fl. November 18, 2003 
Eagan, Minnesota 1 :30 p.m. 

PRESENT: Rob Johnson, Chair 
Emmett Carson, Ph.D. 
Joel Haugen, M.D. 
Vance Opperman, Esq. 
Pam Wheelock 

ABSENT: None 

ALSO PRESENT: Mark Banks, M.D. 

CALL: 

Robert Milis, Esq. 
Richard Niemiec 
Colleen Reitan 
Marsha Shotl£3y 

Rob Johnson, Chair, called the meeting of the BCBSM, Inc. Governance Committee to 
order at 1 :30 p.m. 

MINUTES: 

The minutes of the BCBSM, Inc. Governance Committee meeting held October 1, 
2003, were distributed in advance of the meeting .. 

Following discussion, upon motion, seconded and carried, it was 

RESOLVED, that the minutes of the BCBSM, Inc. Governance Committee 
meeting held October 1, 2003, be, and hereby are, approved as presented. 

BOARD MEMBER RECRUITMENT PROCESS: 
. . 

Dick Niemiec, Senior Vice President, Corporate Affairs, BCBSM, reported that he spoke 
with Susan Boren, SpencerStuart, regarding board recruitment fees for 2004 - 2007. 
Ms. Boren ·provided a schedule proposing the cost of recruitment at $55,000 for 2004 -
2005, and $60,000 in 2007. 
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It was discussed that although Susan Boren has added value to the recruitment 
process, the board has identified many of the same candidates as· potential board 
members. It was determined that staff will work with Mr. Johnson to develop a process 
for board member recruitment asking the fult board for names of potential board 
members. To stimulate the submission of new board member names, the board will 
receive a listing of Ms. Boren's current list of potential candidates from the 2003 
recruitment process, the listing of board strengths of the current board members, and a 
listing of term limits. It was determined that there is not a pressing need_ to recruit a 
new board member to replace Ellen Perl in 2004, as the board now is at 15 members 
(the range is 12-15). Staff will compile a list of potential candida_tes for review in January 
2004. 

RENOMINATION PROCESS AT END-OF-TERM: 

Mr. Johnson brought forth the names of five board members eligible for renomination: 
Shirley Hughes is completing her first ttiree-year term; Joel Haugen, M.D., Rob 
Johnson, Jonathon Killmer an_d John Lettmann are completing their second three-year 
terms. 

Mr. Johnson reviewed the process of the end-of-term evaluation to determine 
contributions of the board member and interest in continuing service. A copy_ of the 
Board Individual Job Description, which is part of the board policy manual, was 
provided. _Since Rob Johnson · is also completing a term and will . be a part of the 
renomination process, staff will work with Joel Haugen . to, conduct · the end-of-term 
evaluation for Mr. Johnson. Nominations will take place at the April Governance 
Committee meeting. 

• INDEPENDENCE: 

At the October meeting, Mr. Milis pres·ented independence models for discussion with 
the committee to define the term "independent" board member and to determine which 
board committees need to be composed of only independent board members. New 
laws and rules have been adopted in a variety of settings during the past year to 
enhance corporate governance. Foremost of these is the Sarbanes-Oxley Act of 2002. 
Sarbanes-Oxley applies only to publicly held corporations, but it sets new standards for 
best practices in corporate governance. The boards of Aware Integrated, Inc. and 
BCBSM, Inc. have expressed their intent to comply with the standards set forth in 
Sarbanes-Oxley to the extent practical. 

, The committee reviewed a draft definition of independent board member and discusseq 
the elements of the definition. Discussion took place regarding the difference between 
independence (relationship) and conflicts of interest (transaction), to avoid the use of a 
position as a board member to influence the decisions of the company. Currently, board 
members excuse themselves from board discussions when there are transactions that 
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• may constitute a conflict of interest. The an·nual conflict of interest policy . discloses 
potential conflicts of interest. It is aJso the responsibility of board members to recognize • 
potential conflicts of interest. It was determined that an Independence Policy be 
developed for board approval and to tie .the conflict of interest disclosure process to the 
definition of independence. 

Staff will propose a final definition of independence and how the definition is applied, 
along with the .conflict -of interest process for review at the next Governance Committee· ., 
meeting in January 2004. 

ADJOURNMENT: 

There being no further business ·to come before the Governance Committee, the . 
meeting was adjbumed at 3:00 p.m. 

Respectfully submitted, 

• (1A fM~ 
Rob JohnUon, Chair 
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LC.A.§ 514.1 

C 
Iowa Code.Annotated _Currentness 
. Title XIII. Commerce 
~ Subtitle 1. Insurance and Related Regulation (Refs & Annos) 
~ Chapter 514. Nonprofit Health Service Corporations (Refs & Annos) 

➔ 514.1. Applicability-definitions 

<Pursuant to Acts 2004 (80 G:A.) ch.1049, § 191, references to chapter 504A 
are directed to be deleted throughout this section after July 1, 2005.> 

Pagel 

A corporation organized under chapter 504, Code 1989, or current chapter 504 or 504A for the purpose of 
establishing, maintaining, and operating a nonprofit hospital service plan, whereby hospital service may be 
provided by the corporation or by a hospital with which it has a contract for service, to the public who become 
subscribers to this plan under a contract which entitles each subscriber to hospital service; or a· corporation 
organized for the purpose of establishing, maintaining, and operating a plan whereby health care service may be 
provided at the expense of this corporation, by licensed physicians and surgeons, dentists, podiatric _ physicians, 
osteopathic - physicians, oste_opathic . physicians and surgeons or chiropractors, to • subscribers under contract, 
entitling . each subscriber to health care service, as provided in the contract; or a corporation organized for the 
purpose of establishing, maintaining, and operating a nonprofit pharmaceutical service plan or optometric service 
plan, whereby pharmaceutical or optometric service may be provided by this corporation or ,by a licensed 
pharmacy with which it has a contract for service, to the public who become subscribers to this plan · under a 
contract .which entitles each subscriber to pharmaceutical or optometric service; shall be governed by this chapter 
and is exempt from all other provisions of the insurance laws of this. state, unless specifically designated in this 
chapter., not only in governmental relations with the state but for every other purpose, and additions enacted after 
July 1, 1939, shall not apply to these corporations unless they are expressly designated in the additions . 

. For the · purposes of this chapter, "subscriber" means · an individual who enters into a contract for health care 
s_ervices with a corporation subject to this chap~er and includes a person eligible for medical assistance or 
additional medical assistance as defined under chapter 249A, with respect to whom the department of human 
services has entered into a contract with a finn operating under chapter 514. For purposes · of this chapter, 
"provider" means a person as defined in sectio_n 4 .1, subsection 20, which is licensed or authorized in this state to 
furnish health care services. "Health care"_ means that care necessary for the purpose of preventing, alleviating, 

• curing, or healing human physical or mental illness, injury, or disability. • 

• -_ CREDIT(S) 

Amended by Acts 1955 (56 G.A.) ch. 244, § l; Acts 1965 (61 G.A.) ch. 397, § l; Acts 1967 (62 G.A.) ch. 369, § 
• 1, eff. June 30, 1967; Acts 1969 {63 G.A.) ch. 271, §§ 1, 2; Acts 1970 (63 G.A.) ch. 1102, § 6; Acts 1983 (70 
• G.A.) ch: 27, § 11; Acts 1983 (70 G.A.) ch. 96, § 157, eff. July I, 1983; Acts 1984 (70 G:A.) ch. 1122, § 3; Acts 

1986 (71 G.A.) ch. 1180, § 3; Acts 1996 (76 G.A.) ch. -1034, § 68; Acts 2003 (80 G.A.) ch.108, § 96; Acts 2004 
(80 G.A.) ch,~ 175, § 394. - • 

HISTOR1CAL AND STA TIITORY NOTES 

2005 Electronic Pocket Part Update 
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2003 Legislation 

Page2 

The 2003 amendment in unnum. par. 1 substituted "chapter 504, Code 1989," for "former chapter 504" and "July 
1, 1939," for "the effective date of this chapter". -

2004 Legislation 

The 2004 amendment, by ch. 1175, in unnum. par. I, substituted "current chapter 504 or 504A" for "chapter 504A". 

Acts 2004 (80 G.A.) ch. 1049, § 191 provides: 

"Sec. 191. Code editor directive. After July 1, 2005, the Code editor is directed to remove Code references to 
chapter 504A as required due to the July 1, 2005, repeal of sections 504A.I through 504A.I 02 by this Act.'' 

1998 Main Volume 

Derivation: 
Acts 1945 (51 G.A.)ch. 209, § 1. 
Code 1939, § 8895.01. 
Acts 1939 (48 G.A.) ch. 222, § 1. 

The 1970 amendment added definition of "subscriber". 

Acts 1983 (70 G.A.) ch. 27 ~ revised definition of "subscriber" and added definition of "provider". 

Acts 1983 (70 G.A.) ch. 96, substituted "human services" for "social services". 

The 1984 amendment revised the definition of "subscriber'' as an individual who enters into a contract for health 
care services, by • striking "hospital services, medical or surgical services, dental services, or pharmaceutical or 
optometric services"; and revised the definition of "provider' by striking "is as defined in section 514b. l" and 
added "shall mean a person as defined in section 4.1, subsection 13, which is licensed or otherwise authorized in 
this state to furnish health care services. 'Health care' shall mean that care necessary fQr the purpose of preventing, 
aileviating, curing, or healing human physical or mental illness, injury,_ or disability". 

The 1986 amendment added1chiropractors to list of services provided at expense of corporation. 

The 1996 amendment, in unnum. P~- _ l, substituted ''podiatric physicians'' for "podiatrists". -

I. C. A.§ 514.1, IA ST§ 51_4.l 

Current through Acts of2005 1st Reg.Sess. 

© 2005 Thomson/West 
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I.C.A. § 514.4 

C 
Iowa Code Annotated Currentness 

Title XIII. Commerce 
~ ·subtitle 1. Insurance and Related Regulation (Refs & Annos) 

,.;Ii Chapter 514. Nonprofit Health Service Corporations (Refs & Annos) 

➔514.4. Directors 

Page 1 

At -least two-thirds -of the directors of a hospital &ervice corporation, medical service corporation, dental service 
_ corporation, or pharmaceutical or optometric service corporation subject ·to this chapter shall be at all times 
subscribers and not more than one-third of the directors shall be providers as provided in this section. The board 
of directors of each corporation shall consist of at least nine members. 

A subscriber director is a director of the board of a corporation who is a subscriber and who -is not a provider of 
health care pursuant to section 5 l 4B. l, subsection 7, a person who has material financial or fiduciary interest in the 
delivery _ of health care services or a related industry, an employee of an institution which provides health care 
services, or a spouse or a member of the immediate family of such a person. A subscriber director of a hospital or 
medical service corporation shall be a subscriber of the services of that corporation. 

• A provider director of a corporation subject to this chapter shall be at all times a person who has a material 
-financial intere$t in or is a fiduciary to or an employee of or is a spouse ·o~ member of the immediate familY. of a 
provider having a contract with such corporation to render to its subscribers the services of such corporation or 
who is a hospital trustee. 

• A director may serve on a board of only one corporation at a time subject to this chapter. 

The commissioner of insurance shall adopt rules pursuant to chapter -17 A to imple~ent the process of the election 
of subscriber directors of the board of directors -of a -corporation·to ensure the representation of a broad spectruin 

•• of subscriber interest ·On. each board and establish criteria for the selection of nominees. The rules shall provide. for 
an independent subscriber nominating committee to serve until the composition of the board of directors meets 
the percentage requirements of · thi~ section. Once the composition requirements of this section are met, the 
nominations for subscriber directors shall be made by the subscriber directors of the board under procedures the 
board establishes which shall also perinit nomination by a petition of at least fifty subscribers. The board shall also 
establish procedures to permit nomination of provider directors by petition of at least fifty participating_providers. 
A member .of the board of directors of a corporation .subject to this chapter shall not serve on the independent 
subscriber nominating committee. The nominating committee shall consist of subscribers as defined in this section. 
The rnles of the commissioner of insurance shall also permit nomination of subscriber di.rectors by a petition of at • 
least fifty subscribers, and nomination of provider directors by a petition of at least fifty participating providers. 
These petitions shall be considered only by the independent nominating ~ommittee during the duration. of the 
committee. Following the discontinuance of the committee, the petition process shall be continued and the board 
of directors of the corporation shall consider the petitions. The independent subscriber nominating committee is 
not subject to chapter 17 A. The nominating committee shall not receive per diem or expenses for the performance • 
of their duties. 

Population factors, representation of different geographic regions, and the demography of the service area of the 
corporation subject to this chapter shall be considered when making nominations for the board of directors of a 
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)\ I.C.A. § 514.4 

) 

corporation subject to this chapter. 

A corporation serving states in addition to Iowa shall· be required to implement this section only for directors who 
are residents of Iowa and elected as board members from Iowa. 

CREDIT{S) 

Amended by Acts 1955 (56 G.A.) ch. 244, § 2; Acts 1965 (61 G.A.) ch. 397, § 2; Acts 1983 (70 G.A.) ch. 27, §§ 
- 12, 15; Acts 1984 (70 G.A.) ch. 1282, § 1, eff. June ·3, 1984; Acts 1991 (7A G.A.) ch. 258, § 58; Acts 2000 (78 
"G.A.) ch. 1023, § 23. 

HISTORICAL AND ST A TUTORY NOTES 

2005 Electronic Pocket Part Update 

2000 Legislation 

The 2000 amendment struck unnum. par .. 7 which prior thereto read: 

"A corporation shall not reimburse or compensate a provider director or· a subscriber director more than the· per 
diem specified in section 7E.6 plus necessary and actual expenses for attendance at a meeting of the board of 
directors." 

1998 Main Volume 

Acts. 1991 (74 G.A.) ch. 258, § 73 provides .that the amendments to this section by this Act are retroactively 
applicable to January 1, 1991. 

Derivation: 
Acts 1945 (51 G.A.) ch. 209, § 3. 
Code 1939, § 8895.04 . 
.Acts 1939 (48 GA) ch. 222, § 4. 

Acts· 1983 (70 G.A.) ch, 27, § 15 provides: 

The 1983 amendment struck the section an_d inserted a new one in liell thereof. It previously provided: 

• "At least a majority of the directors of a hospital service corporation must be at all times administrators, or 
. directors, or trustees, or members of the clinical staff of hospitals which have contracted or may cop tract with such 
corporation to render to its subscribers hospital service. The board of directors of such corporation shall consist 
of at least nine members and not more than one shall be from any one .hospital. · 

"At least a majority of th~ directors of a medical service corporation must b_e at all times physicians or surgeons, 
dentists, podiatrists, osteopathic physicians, or osteopathic physicians and surgeons, who have contracted · or may 
contract with such corporation to render to its subscnbers medical . or surgical · service. The board of directors of • 
such corporation shall consist of at least nine members/_ 

The· 1984 amendment revised the unnm~bered fifth paragraph relating to the selection process of subscriber and 
provider directors of a board of a hospital service corporation, medical service corporation, dental service 
corporation, or pharn:i.aceutical or optometric corporation by requiring the commissioner of insurance to adopt rules 
to establish criteria for the selection of nominees and to permit the nomination process by petition, by requiring the 
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I.C.A. § 514.4 

· board of such corporations to establish procedures to permit nomination by petition, to exempt the independent . 
• subscriber nominating committee from ch. 17 A, and to prohibit the members of such committee from receiving per 
diem and expenses. 

. . 

The 1991 amendment,· in unnum. par. 7, substituted "the per diem specified in section 7E,6" • for "forty dollars per 
diem". 

I. C. A. § 514.4, IA ST§ 514.4 

Current through Acts of 2005 I st Reg.Sess. 

© 2005 Thomson/West 
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ND ST 2 6 . -1-17 -0 4 Page 1 

NDCC, 26 . 1--:-17-04 

A subsciiber qirector is a director who is a subscriber ·and who is not a provider 
of health care, a person who has a material financial or fiduciary interest in the 
delivery of health care services or a related industry, an employee of an 
institution that provides health care services, or a spouse or a member of the 
immediate family of such a person . Nominations for arid electi-on of the subscriber 
directors must be made by the existing directors . 

A director · may serve· on the board _ of only one corporation subject to this chapter 
at a time. 

A health . service corporation -may not reimburse or compensate a _director for more 
than .necessary and actual expenses for service as a member of the board of 
directors . 

Source: - S.L. 1983, ch. 332, § • 17; 1987, ch. 348, § 1; 1991, ch ~ 307, § 1; 1993, 
ch . - 297, § 1. 

NOCC 26 . 1-17-04, ND ST 26.1-17-04 
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C 
West's Annotated Code ofJifa;cyla:rid Currentness : 

Insurance (Refs & Annos) • • 
Title 14. Entities That Act as Health Insurers 

•r. ~;::::~1~:i;tr~:~1;11;~1ftrl;~~& Annos) 

➔ § t 4-tJS~'.B~'.~ftt .. oftfirectoii · · • 

(a){l) In this section the following words have the meanings indicated . . 

(2)·,1~R-6~td~': m:e,~Il$..\ti6·:~ij#id •:Qt~ir.ec:trt~/9'.t:f f9!~f: q,\~f ~l9=t[1·e~#:<~l~~:r •• ;··.. : • .. • 

(3) "Imme~iate family member" means a spouse, child, child's spouse, parent, spouse's parent, sibling, or 
sibling's spo~se. 

(b) This section applies to a nonprofit health service plan that is: 

(1) issued a certificate of authority in the State; and 

(2) organized under the laws of the State. 

(c){l) The business and affairs of a nonprofit health service plan shall be managed under the direction of a board 
of directors. 

(2)(i) The board .and its individual members a:re fiduciaries and shall act: 

1. in good faith; 

2. in a manner that is reasonably believed to ·be in• the best interests of the corporation and its controlled 
affiliates or subsidiaries that offer health benefit plans; 

3. in a :manner that is reasonably believed to be in . furtherance of the mission of the corporation as a 
nonprofit health service plan as required under § J 4.:.102( c) of this subtitle; and 

4. with the care that an ordinarily prudent person in a like position would use under similar circumstances . 

. (ii) The board and .its individual meinbers may not use board_membership for personal or financial enrichment 
to the detriment of the nonprofit health service plan or the mission of the nonprofit health service plan. 

(3) The principal functions of the board shall include: 

(i) ensuring that the . corporatio~ effectively carries out the nonprofit mission established under § 14-102( c) of 
this subtitle; • 

(ii) selecting corporate management and evaluating its performance; 
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(iii) ensuring to the extent practicable that human resources and other resources are sufficient to meet 
corporate objectives; 

(iv) subject to the provisions of subsection (d) of this section, nominating and selecting suitable candidates for 
the board; • -

• (v) establishing a system of governance at the board level, including an annual evaluation of b~ard 
performance; and 

(vi) before considering any bicf or offer to acquire the nonprofi.t heal~ service plan and to convert to a 
for-profit entity under Title 6.5 of the State Government Article, ensuring that adequate consideration is given 
to an independent valuation of the nonprofit health service plan. 

( 4) Each member of the board shall demonstrate a commitment to the mission of the nonprofit health service 
plan as required by§ 14-102(c) of this subtitle. 

(5} An officer or employee of a nonprofit health service plan or any of its .affiliates or subsidiaries may not be 
appointed or elected to the board. 

·(6) A nonprofit health service plan is subject to the provisions of§ 2-419 of the Corporations and Associations 
Article. • • 

( d)(l) This subsection applies to a corporation that is: 

(i) issued a certificate of authority as a nonprofit health service plan; and 

(ii) the sole member of a corporation issued a certificate of authority .as a nonprofit health service plan. 

<
2~t!~1:~m~»~i~~!.i ··• ... ,,,, ,, .. ~. •.·-···~~~;,.:,·••··-•,·· .,-,'.~~l.».j~~~{J-i~,y 

.. ,~■i ·s~:~;k,#:¥,r~~~~i~~~tr.~i~,#t~Ml~~Mt5.~~;~i~l,3/i~¥-. :· •• 

(5) Except for nonvoting members under paragraph (i)(i) and (ii) nf this subsection, the board shall be 
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self-perpetuating. 

(6) The board shall have the following standing committees whose duties shall include: 

(i) an audit committe_e responsible for ensuring financial accountability; 

Page3 

(ii) a finance committee responsible for reviewing and making recommendations on the annual budget ·and for 
developing and recommending long-range financial objectives; · 

(iii) a _ c6mpensation committee responsible for developing proposed compensation guidelines in accordance 
with§ 14-l39(d).of this subtitle; 

.(iv) a nominating committee responsible for identifying, evaluatmg, and recommending ·to the board 
. . 

individuals qualified to become board members, including individuals who represent a corporation for which 
the nonprofit health ser0ce plan is the solemember; 

(v) a service and quality oversight committee responsible for ensuring that policies and processes are in eff~ct 
to assess and improve the ·quality of health insurance products provided to subscribers and certificate holders; 

(vi) a rni~sion oversight committee responsible for ensuring that the officers of . the ·corporation act in 
accordance with the mission of the nonprofit health service plan; 

(vii) a strategic planning committee responsible for examining long- range planning objectives, assessing 
strategies that may be used · to implement the planning objectives, and analyzing the nonprofit health service • 
plan's role in the insurance marketplace; and 

(viii) any other committee that the. board determines is necessary to carry out its duties. 

(7) Each standing committee shall have representation from: 

. (i) the voting members under paragraph (2) of this subsection; an:d 

• (ii) each corporation for which the nonprofit health service plan is the sole member . • 

(8) The compensation committee and the nominating committee shall each include either the appointee of the 
President of the Senate or the appointee of the Speaker of the House of Delegates. 

(9). Each board member shall serve on at le~t one standing c~tnmhtee. 

(I 0) The chainilan of the board shall select a chairman for each board committee. 

(11 )(i) The board shall approve in advance any · action_ by . the nonprofit health service plan; a corporation for 
• which the plan is the sole member, or any affiliate or subsidiary of the nonprofit health service plan to: 

l. materially modify options available in benefit plans market~d in the State; 

2. materially modify Marylan_d provider networks or Maryland provider reimbursement levels; 

3. materially modify underwriting guidelines for products marketed in the State; 
. . 

4. materially.modify rates or rating plans that are required to be approved by the Commissioner; 
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5. add a product to or withdraw a product from the Maryland market, withdraw from a line_ or type of 
business in the State, or withdraw from a geographic region in the State; 

6. materially modify marketing goals and objectives in the State; or 

7. materially impact the availability or affordabil_ity of health care in the State. 

(ii) The Commissioner shall adopt regulations that define "material" for purposes of subparagraph (i) of this 
. paragraph. 

(iii) A decision by .the board to convert fo a for profit entity under Title 6.5 of _the State Government Article 
may be rejected by any three members of the board. 

(iv) The board may delegate approyal for the actions listed in subparagraph (i) o(this paragraph to a standing 
committee of the board. • - -

(12) The board shall take and retain complete minutes of all board and committee meetings. 

'· • •• ,.:':"{~ ' ~~~,';h!',~a:~~if'ii~h'."f ~,~fti1~(lfifM<t,~i!:aW•ilYt~~;~f,Uii>;,. 

-CG1~t:~;;;~1l?:~~~~ff~~~~~~,~~F~~J~~;,~~~~:z·:; _-, 
(i) ·sJ~J~~~~;;~JlfiR!{~\tt~i{I~Hif.iiif:p,iirt~~}}-: 
c1~ ·~~rr1.e~~~5~~&.~l~~~~~~~~a~fnii.G;~~~Pi~¥j:e~~)~~i:~tt.(i~iioi#it'Pim¥i.~§;~~~;.;;'.--:· 
(iiit~1.~~--, -~~~?~?'~~'., • • •~-~,~!~~~#.~;t~iiisitj}}f~ifg~;:.-· -·_·_::~~~t~;:· ~ifJ.itii~iih~i~~~1k::c\/. 

(e)(l) This subsection does not apply to a board that has fewer than three authorized members. 

(2) The term of a member is 3 years. 
. . 

(3) The terms of the members of a board shall be staggered over a 3~year period as required by the terms 
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provided for members of the b_oard in the bylaws filed . and approved by the Commissioner on or after June 1, 
2003. 

(4) At the end of a .tenn, a member continues to serve until a successor is appointed and qualifies. 

(5) A member who is appointed after a term has begun serves only for the rest of the term and until a .successor is 
appointed and qualifies. 

(6) A member may not serve for more than: 

(i) two full terms; or 

(ii) a total of more than 6 years. _ 

(7) A person may.not be a member of the board if the person: 

(i) .has defaulted on the payment of a monetary obligation to the nonprofit health service plan; 

{ii) has been convicted of a criminal offense involving dishonesty or breach of trust or a felony; 

(iii) habitually has neglected to pay debts; or 

(iv) has been prohibited under any _federal securities law from acting as a director or officer of any corporation. 

(8) A member shall meet any other qualifications _set forth in the bylaws of the nonprofit health service plan. 

(9) A member may not be an immediate family member of another board member or an officer or employee of 
the nonprofit health service plan. 

(I 0) The board shall elect a chainnan from among its members. 

( 11 )(i) The composition of the board shall represent the racial and ge_nder diversity of the_ State. 

(ii) The board shall include representation from each geographic region of the State. 

• (f) The board shall notify the Commissioner of any member who attends less than 65% of the meetings of the board 
during a period of 12 consecutive montbi • 

(g)(l) Excluding reimbursement for ordinary and ne~essary expenses; a board member, in any calendar year, ~ay 
receive compensation riot to exceed: • • 

. . 

(i) $15,000 for the chainnan of the bo·ard or a board member who is the chainnan of a comm1ttee; or 

(ii) $12,000 for a board member who is not the chairman of the board or~ board committee. 

(2) A board member may not receive inore than the amount specified in paragraph (I) of this subsection for 
serving on more than one board of a corporation subject to this section. • 

(3)(i) This paragraph applies to a corporation that is: 

I. issued a certificate of authority as a nonprofit health service plan; and 
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2. the sole member of a corporation issued a certificate of authority as a nonprofit health service plan. 

(ii) ·on or before March 1, 2004, and annually thereafter, a corporation subject to this paragraph shall report tq 
the Commissioner on the amount of the ordinary and necessary expenses paid to each board member in the 
preceding calendar year. 

CREDIT{S) 

Added by Acts 1997, c. 35, § 2, eft Oct. 1, 1997. Amended by Acts 2003, c. 356, § _I, eff. May 22, 2003; Acts 
2003, c. 357, § 1, eff."May 22, 2003; Acts 2004, c. 25, § I, eff. April 13, 2004; Acts 2004, c. 257, § 1, eff. June I, 
2004. 

PRIOR COMP ILA TIO NS 

Formerly Art. 48A, §§ 360A, 361G. 

LEGISLATIVE NOTES 

-Revisor's Note {Acts 1997, c. 35): 

This section is new language derived without substantive change from former Art. 48A, • §§ 360A and 
_361G(a) through (d). · 

Fonner Art. 48A, § 360A(a)(4), which defined "nonprofit health . service plan", is revised as a scope 
provision in subsection (b) of this section. • 

In subsection (c)(4) of this section, the former phrase "incorporated in this State under this subtitle" is 
• deleted as unnecessary in iight of subsection (b) of this section. 

In -subsection ( d)( 1 )(i) of this section, the reference to "podiatric" services is substituted for the former 
_obsolete reference to " [ c ]hiropodial" services." 

The Insurance Article Review Committee notes, for the consideration of the General Asseµibly, that 
subsection (d)(4)(ii) of this section, which states that "each consu~er member of the board ... may not be 
considered an agent ot employee of the State for any purpose", may- be unnecessary. Consumer members 
of the board of directors of a nonprofit health service corporation are appointed. by the board and not by 
the Governor. • 

Fonner Art. 48A, § 361G(a), which defined "health care provider", is revised as a substantive provision in 
subsection (g)(2) of this section. 

In subsection (g)(3) of this section, the former reference to "rules" of the Commissioner is deleted in light • 
of the reference to "regulations". See the General Revisor's Note to this article. , 

Fonner Art. 48A, § 361G(e), which delayed the application of the section to existing foreign nonprofit 
_health service plans until July I, 1989, is deleted as obsolete. 

Defined terms: "Certificate of authority" § 1-10 l 

"Commissioner"§ 1-101 
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"Person" § 1-10 l 

HISTORICAL AND STA TIJTORY NOTES 

2003 Legislation 

Acts 2003, c. 356, § 4, and Acts 2003, c. 357, § 4, provide: 

"SECTION 4. AND BE IT FURTIIER ENACTED, That: 

"(a) Notwithstanding the provisions of§ 14-l 15(d)(2) and (4) of the Insurance Article, as enacted by Section l of • 
this Act, ten board members representing a corporation that is organized under the laws of the State and that is 
subject to the provisions of § 14-115(d) of the Insurance Article, as enacted by Section l of this Act, shall be 
removed from the board of directors and replaced as early as practicable~ but no later than December 1, 2003, as • 
provided in subsection (b) of this section. • • • 

"(b)(l) The ten members removed under subsection (a) of this section shall be replaced by a no~inating committee 
appointed by the Governor, President of the Senate of Maryland, and Speaker of the House of Delegates. 

"(2) The nominating col1llJlittee shall be appointed on or before June 1, 2003, and shall consist of nine members, of 
whom: 

• "(i) three, including one consumer member and no more than one health care provider, are appointed by the 
Governor; • 

"(ii) three, including one · consumer member · and no more than one health care provider, are appointed by the 
President of the Senate; and 

"(iii) three, including one consumer member and no more than one health care provider, are appointed by the 
Speaker of the House. 

"(3) An individual shall be appointed to the board under paragraph (I) of this subsection with the approval of a 
simple majority of the nominating committee. 

"(4) The individuals appointed under paragraph (3) of this subsection: 

"(i) shall include two consumer members; 
. . . 

"(ii) to the extent practicable, shall meet the requirements of § 14-115 ( e )( 11) of the Insurance Article, as enacted 
by Section 1 of this Act; and 

"(iii}. to the extent practicable, shall have experience in accounting, information technology, finance, law, large and 
small businesses, nonprofit businesses, and organized labor. • 

"(5) The nominating committee shall determine the order of replacement of members removed from the board of 
directors under subsection (a) of this section. 

"(c) A member of the nominating committee-may not be a candidate for membership on the board. 

"(d) This section does not apply to those members who serve on the board of directors of a corporation that is 
. subject to the provisions of§ 14-115( d) of the Insurance Article, as enacted by Section 1 of this Act, who represent 
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a corporation that is not organized under the Jaws of the State." 

Acts 2003, c. 356, § 5, and Acts 2003, c. 357, § 5, provide: 

"SECTION 5. AND BE IT FURTHER ENACTED, That: 

• "(a) Two board members representing a corporation that is organized under the laws of the State ami that is subject 
to the provisions of § 14-115( d) of the Insurance Article, as enacted by Secticin 1 of this Act, shall be removed 
from the board of directors and replaced, on or before June 1, 2004, by a nominating committee established under 
§ 14-l 15(d)(6)(iv) of the Insurance Article, as enacted by Section 1 of this Act 

ll(b) The board members who serve on the board of a corporation .subject to the provisions of§ 14-l 15(d) of the 
Insurance Article, as enacted by Section 1 of this Act, and who represent a corporation that is not organized under 
the laws of the State shall be removed and replaced on or before March 31, 2006." 

Acts 2003, c. 356, § 6, and Acts 2003, c. 357, § 6, provide: 

'.'SECTION 6. AND BE IT FURTI-IER ENACTED~ That, subject to the approval of the Maryland Insurance 
Commissioner, a nominating committee established under § 14-115(d)(6)(iv) of the Insurance Article, as enacted 
by Section I of this Act, shall develop a plan to stagger ,the terms of the voting members of a board of a 
corporation subject to§ 14-l 15(d) of the Insurance Article, as en~cted by this Act." 

Acts 2003, c. 356, § 7, and Acts 2003,c. 357, § 7, provide: 

"SECTION 7. AND BE IT FURTHER ENACTED, That, for a period of 5 years after the effective date of this Act: 

"(I) a person may not file an application for the acquisition of a nonprofit health service plan subject to the 
provisions of§ 14-l 15(d) of the Insurance Article, as enacted by Section J. of this Act, and a nonprofit health 
service plan subject to the provisions of § 14-115( d) of the Insurance Article, as enacted by Section I of this Ac( 

· may not be acquired, under Title 6.5 of the State Government Article; and 

11(2) the Maryl~d Insurance Commissioner may not approve an application for the acquisition of a nonprofit health · 
service plan subject to the provisions of§ 14-115( d) of the Insurance Article, as enacted by Section 1 of this Act." 

Acts 2003, c. 356, § 9, and Acts 2003, c. 357, § 9, provide: 

"SECTION 9: AND BE IT FURTHER ENACTED, That a member of the board of directors of <1 corporation 
organized under the laws of this State and subject to § 14- ll 5(d) of the Insurance Article, as enacted by Section 1 
of this Act, who is a member of the board of. directors on the effective date of this Actis prohibited from serving 
oil_ the board of directors of the corporation after removal from the board under the provisions of Sections 4 and 5 
of this Act." • 

Acts 2003, c. 356, § 10, and Acts 2003, c. 357, § 10;.provide: 

"SECTION 10. AND BE IT FURTHER ENACTED,. That it is the intent of the General Assembly to encourage a 
nonprofit health service 'plan that is subject to § i 4-11.5( d) of the Insurance Artic1e, as enacted by Section l of this 
Act, . to participate in public programs, such as Medicaid and Medicare, when participation is consistent with the 

• mission of the nonprofit health service plan and does not inipair the financial condition of the nonprofit health 
service plan." 

Acts 2003, c. 356, §1 I, and Acts 2003, c. 357, § 11, provide: 
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. "SECTION 11. AND BE IT FURTHER ENACTED, That a nonprofit health service plan that is subject to § 
14-115( d) of the Insurance Article, as enacted by Section 1 of this Act: 

•
11(1) shall work with the Maryland Insurance Administration, the Department of Aging, and other app!opriate 

• entities to study, and if feasible and desirable develop, a State arrangement to offer health insurance coverage to 
individuals who are eligible for the federal tax credit under § 35 of the Internal Revenue Code; and 

"(2) on or before August I, 2003, .in accordance with§ 2-1246 of the State Government Article~ shall report to the 
Senate Finance Committee and • the House Health and Government Operations Committee on the results of .its 
study." • 

Acts 2003, c. 356, § 13, and Acts 2003, c. 357, § 13, provide: 

"SECTION 13. AND BE IT flJRTHER ENACTED, That, if any provision of this Act or the application thereof to 
. any. person or circumstance is held invalid for any reason in a court of competent jurisdiction, the invalidity does 
not affect other provisions or any other application of this Act which can be given effect without the invalid • 
provision or application, and for .this purpose the provisions of this Act are declared severable." 

On May 23, 2003, the United States District Court for the District of Maryland issued the following Order: 

"For a period of eleven (11) days, up to and including June 3, 2003, the Blue Cross and Blue Shield Association 
("BCBSA "), CareFirst, . Inc., and the Attorney General on behalf of the State of Maryland and the State Defendants 
(hereinafter "the Parties"} have agreed to stay all pending litigation between them in the State of Maryland and the 
• State of Illinois, and without prejudice to any claims and defenses that have been raised or that may be raised 
therein;the Parties agree to discuss prospective long-term solutions to the claims presented. During the eleven (ll) 
day period: 

"I. All CareFirst cardholders continue to have the same Blue Cross Blue Shield benefits they had prior to May 22, 
2003, in accordance with existing contracts. • • ' • • • 

".2~ BCBSA will not grant any license to the Blue Marks to a third party in the CareFirst region or negotiate the 
terms of any license agreement with a third· party in the CareFirst region. BCBSA • also will not remove CareFirst 
from its role in the Fed<tr'al Employee Program or reassign any.national accounts in the CareFirst region. 

"3. The State of Maryland will not implement the provisions of HB 1179 [Acts 2003, c. 357) and SB 772 [Acts 
2003, C. 356)." 

On June 6, 2003; the United States District Court for the District of Maryland signed . an Order and Consent 
Judgment in CareFirst, Inc. ·v. The Honorable Robert L. Ehrlich, k, ·et al., Civil Action No. JFM 03-1521, and 
State of Maryland v. Blue Cros_s & Blue Shield Association and CareFirst, Inc., 9vil Action No. JFM 03-1510, 

• . which provides, in part: • 

"1. The . current Class II Directors (the 'Outgoing Direc.tors') shall serve out the remainder of their current terms, . 
which end on Decemher 31 ~ 2003, and shall continue in office until replaced as. provided herein. The replacements 
• for the Outgoing Directors shall be selected as provided in paragraphs 2 and 3· of this .Order and Consent Judgment. 
To the extent practicable, the directors selected to. replace the Outgoing D.irectors shall represent the racial and 

. gender diversity of the S.tate and the· geographic regions of the State and shall have experience in accounting, 
• information technology, fm.ance, law, large and s.rµall ·businesses, and organized labor. The directors shall include 

two consumer members; one of whom shall be a subscriber and one of whom shall be a certificate bolder of · 
• CareFirst. 
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"2. _The Nominating Committee authorized under Section 4(b)of the Act [Acts 2003, c. 356, and Acts 2003, c. 
357] shall select five persons who meet the qualifications for "certified applicants," as described below, for 
election to the CareFirst Board as new Class II Directors for terms commencing January 1, 2004, to replace those 
five Outgoing Directors designated by the current Class II Directors. The Class II _Directors shall elect the five 
persons so selected by the Nominating Committee. 

~ . . 

"3. The Class II Directors as constituted after the election of the five persons selected in Paragraph 2 shall elect 
seven new Class II Directors to replace the seven remaining Outgoing Directors to serve corriinencing July 1, 2004. 
Those diredors shall be elected according to -CareFirst's current Bylaws from a ·pool of applicants certified by the 
Nominating Committee (the "Certified Applicants"). 

"4. The Nominating Committee shall solicit applications for the position of Class II Director, and shall review the 
application of each candidate for election to the position of Class IIDirector, including candidates submitted by the 
CareFirst Board, and conduct such inquiry as it deems necessary to determine whether the· candidate satisfies tlie 
criteria set forth herein for the pool of Certified·Applicants subject to the following provisions:" 

. "(a) the Nominating Committee shall determine whether any candidate has experience in accounting, information 
technology, finance, law, large and. small businesses, nonprofit businesses, and organized labor, and provide tli.at 
information to the Board;" • • • 

• "(b) the Nominating Committee shall certify each applicant for Class TI Director who satisfies each of the following 
criteria: 

ni. The applicant has not (1) defaulted on the payment of a monetary obligation to CareFirst; (2) been convicted of 
a criminal offense involving dishonesty or breach of trust or a felony; (3) habitually neglected to pay debts; or (4) 
been prohibited under any federal securities law from acting as a director or officer of any corporation; 

"ii. The applicant does not hold an elective or appointive ·governme-0:tal office and is not an employee of any 
governmental body and has not held s·uch office or po~ition for twelve months prior to election to the Board; 

"iii. The applicant has acknowledged in writing that upon .election he or she will owe a fiduciary duty to CareFirst, 
as set forth in Section 14.a 115( c )(2) of the Insurance Article, as amended; _ 

''iv. The applicant has not . previously served as a director of a nonprofit health service plan subject to the 
provisions of Section 14-115 cif_the Insurance Article, as amended by the Act [Acts 2003, c. 356, and Acts 2003, c. 
357]; 
. . . . I . . . . :. • • . . . 

• "v. If a consumer representative, an applicant: (I) is a member of the general public; (2) may not be considered an 
agent or employee of the State of Maryland for any purpose; (3) is not a licensee of or otherwise be subject to 
regulation by the Insurance Commissioner of the State of Maryland; · ( 4) is not_ employed by. or does not have a 
financial interest in a nonprofit health service plan· or its affiliates or subsidiaries or a person regulated under either 
the Insurance Article, as amended by the Act [Acts 2003, c. 356, and Acts 2003, c. 357], or the Health General 
Article of the Annotated Code of Maryland; (5) has not, within three years lx!fore appointment, been empioyed by, 
had a financial interest in, or received compensation from a nonprofit health service plan or its affiliates or from a . 
person regulated under either the Insurance Article, as amended by the Act (Acts 2003, c. 356, and Acts 2003, c. 
357], or 'the Health General Article of the Annotated Code of Maryland; and, 

. . . . • 

"vi. The applicant: (l) is not an officer or employee ~f CareFirst or any of its affiliates or subsidiaries and is not an 
immediate family member of another board :QJeml)er ◊r' an officer or employee of CateFirst; (2) .fots not in . the 
current year or any of the past three years received in excess of $60,000 ( excluding payments for health care 

. services) in compensation for services from f=areFirst or any of its affiliates; and (3) • is not a partner or controlling 

© 2006 Thomson/West. No Claim to Orig. U.S. Govt. Works. 
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MD Code, Insurance, § 14-115 

shareholder or executive officer of any organization to which or from which CareFirst or any affiliate made or 
received payments (excluding payments for health care services or premiums) that exceed 5% of the recipient's 
consolidated gross revenues or $200,000, . whichever is more, in the current -fiscal year or any of the past three 
fiscal years. 

"(c) The Nominating Committee shall ·not certify any applicant who fails to satisfy the criteria specified in 
Paragraph 4(b) above, and shall certify any applicant who does satisfy the criteria. 

115. After discharging its duties as provided in Paragraphs 2 through 4 above, the Nominating Committee shall be 
. dissolved. 

-"6. No provisions. of the Act [Acts 2003, c. 356, and Acts 2003, c. 357] shall be affected by this Order and Consent 
Judgment, except that the following provisions shall not be implemented or enforced: those provisions of Section I _ 
codified in the Insurance Article at Sections 14-139(d)(2) through 14- 139(d)(4) and Section 14-139(d)(5) in so far • 
as it implements Sections 14-139(d)(2) - (d)(4); Section 4(a), Section 4(b)(l), except insofar as it governs creation 

. of the Nominating Committee, and Section 5; and other provisions, if any, of the Act [Acts 2003, c. 356, and Acts 
2003, c. 357] to the extent that they are inconsistent with this Order ·and Consent Judgment. The two non-voting 
directors to be appointed under Section 14~115(d)(2)(i) and (ii) of the Insurance Article shall ·meet the · 
qualifications for Certified Applicants as described in paragraph 4 of this Order and Consent Judgment." 

2004 Legislation 

Acts 2004, c. 257, § 2, provides: _ 

. "SECTION 2. AND BE IT FURTIIER ENACTED, That: 

"(a) notwithstanding the term limitations established under § 14-l 15(e)(6) of the Insurance Article, an individual 
who is a Class I director of a board of a domestic nonprofit health service plan that is subject to § • 14-115 of the 

' Insurance Article and who_ was appointed to the board prior to December 31, 2003 and subsequently reappointed to 
the board for a I-year term on Janu_ary 1, 2004 as the representative of a foreign nonprofit health service plan of 
which the domestic nonprofit health service plan-is the sole member, may serve on the board of the domestic 
nonprofit health service plan for an additional I-year term until December 31, 2005; 

-"(b) any replacement ofa Class I director descnbed in subsection (a) of this section, and any other individual who 
is elected to the board of a domestic nonprofit health service plan that is subject to § • 14-115 of the Insurance 

, Article, shall be subject to the term limitations established under § 14- 115( e )( 6) of the lnsu~ce Article; and 

• "(c) the provisions of subsection (a) of this section shall be limited to and affect no more than two of the Class I 
· directors described ·in subsection ( ~) of this section." 

• MD Code, Insurance, § 14~ I 1'5, MD INSURANCE § 14-115 

. Current through end of 2005 Regular Session 

© Thomson/West 2006 
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w. Va. Code, § 16-5B~6a 

C 
West. s Annotated Code o l :\w~~~ . v;i t~ffni a Currentness 

Chapter 16 . Public Heaithtke'ts · & Annos) 
~ Article 5B. :11e".SpUt:aits · and Similar IhS.titutiohs (Refs & Annos) .. { ·,:·: : : ~ ~- • . - • • . • . • . . .. 

➔ § i6-5B-6a. Consumer majorities on hospital boards of directors 

Page I of I 

Page 1 

(a) The legislature declares that a crisis in health care costs exists, that one 
important approach to deal with this crisis is to have widespread citizen 
participation in hospital decision · making and that many hospitals in West Virginia 
exclude from their boards important categories of consumers, including small 
businesses , organized · labor, elderly persons and lower-income consumers. The 

legislature further decla~:~~r;;~itl~lf if'1~ro 
(b) As used in this section, 
and all hospitals own.ed by a 
.State of West Virginia. 

"applicable hospitaisn means all nonprofit hospitals 
county, city or other political subdivision of the 

(d) The provisions of · this section may be enforced :by • the dir~ctor of health, or 
by any citizen of the county wherein any of fending hospital" is located, by the 
filing · of an action at law ·in the circuit .court of such county. 

Acts 1983; c. 99. 

• W. Va. Code, § 16-5B-6a, WV ST § 16-5B-6a 

' Current through End of 2005 Fifth Ex. Sess. 

Copr . . © 2005 West, a Thomson business 

END OF DOCUMENT 
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VT STT. 8 § 4513 

8 V.S.A. § 4513 

f> . 
iVERM©m isiFA TUTES ANNOTATED • 
frriJilfacti-IT. Banking and Insurance 

~fi~~!~!bittrAt1lf!fi~itfl~i~:rations 

.rage; 1 01 L.. 

Page 1 

:1ral~l~■;.s;\~l:~~·:!]~~t~!l\i~lrt!itl~!~J:~f.f~~~~!; 
for the · election of its board of directors at .a publicly announced meeting; For the purposes of this section, 
"provider" means any person who is a provider of hospital or medical services, or who is an employee, director, 
trustee or representative of a provider of such services. 

(b) A hospital service corporation shall not enter into a contract with a .subscriber until it has obtained from the 
commissioner of banking, insurance, securities, and health care 'administration a ·permit so to do. · A permit may be 
issued by the commissioner upon the receipt of an application in form to be prescribed · by him. Such application 
shall include a statement of the territory in which such corporation proposes to seek subscribers, the service to be 
rendered by it and the rates to be charged therefor. Such application shall also include a statement of the :number 
of subscribers for hospital service. · Before issuing such permit, the commissioner .may make such examination or . 
investigation as he deems necessary. The commissioner may refuse such permit if he finds that the rates submitted 
are excessive, inadequate or unfairly discriminatory. A hospital service corporation organized under the laws of 
another state or country shall not be licensed to do business in this state except as provided by section 4520 of this 
title. 

( c) In connection with a rate decision, the commissioner may also make reasonable supplemental orders to the 
corporation and may attach reasonable • conditions and limitations to such orders as he finds, on the basis of 
competent and substantial evidence, necessary to insure that benefits and services are provjded at minimum cost 
under efficient and economical management . of the corporation. The commissioner shall not set the rate of 
payment or reimbursement made by the corporation to any physician, hospital or other health care provider. 

. . 

( d) The commissioner shall permit rates for a hospital service corporation designed to enable the .corporation. to 
accumulate and maintain a reserve fund which shall from time to time during- the calendar year be increased in an 

• amount equal to ·at least two percent of .. the annual •premium income of th.e corporation ·until the reserve fund is 
. equal to at least eight peicent of the annual premiwn. income of the corporation. However, if the liabilities of the 
corporation exceed its assets, the commissioner shall permit the corporation to charge rates that enable the 
corporation to accumulate a reserve fund at the rate of at least five percent of annual premiwn income of the 
corporation until the corporation's assets equal its liabilities. Nothing herein shall require the commissioner to 

• permit a corporation to accumulate a reserve fund until the law of the state of incorporation of that corporation is 
substantially similar to this subsection with respect to the reserve fund. • • • • 

- Amended 1975, No. 69, § 2, eff. April 18, 1975; 1983, No. 166 (Adj. Sess:); 1989, No. 225 (Ajd. Sess.), § 
25(b); 1995, No. 180 (Adj. Sess.), § 38(a). -, 

8 V.S.A. § 4513, VT STT. 8 § 4513 
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VTSTT.8§4512 

8 V.S.A. § 4512 

• p> 

VERMONT STATUTES ANNOTATED 
TITLE EIGHT. Banking and Insurance 
PART3. INSURANCE • 
CHAPTER 123. Nonprofit Hospital Service Corporations 

·§ 4512 Powers . 

Page 1 

(a) Such hospital service corporation shall be a nonprofit sharing corporation without capital stock. Jt shall be 
. maintained and operated solely for the benefit ~f the subscribers thereof and shaU not be authorized to pay mo·ney 
in lieu of hospital service. A person, partnersh_ip, association or corporation shall not contract to furnish hospital 
service unless authorized so to do pursuant to · the provisions of this chapter. Corporations formed undei' the 
provisions of this chapter _shall have the privileges and be subject to the provisions of Title l_lB as well as the 
applicable provisions of this chapter. In the event of a conflict between the provisions of Title 11 B and the 
provisions of this chapter, the latter shall control~ 

(b) Subject to the approval of the commissioner, a hospital s·ervice corporation may establish, maintain and operate 
. a medical service plan · as defined in section 4583 of this title. The commissioner may refuse approval if the 
• commissioner finds that the rates submitted are excessive, inadequate or unfairly discriminatory. The contracts of a 
hospital service corporation which operates a medical service plan under this subsection shall be governed by 
chapter 125 of this title to the extent that they provide for medical service benefits, and by this chapter to the extent 
that the contracts provide for hospital service benefits. 

• ( c) Subj~ct to the approval of the commissioner; a hospital or medi_cal service corporation may establish, maintain 
and operate, or participate in the establishment, maintenance and operation of, health care services contracts or 
arrangements, including, but not limited to, health maintenance organizations authorized pursuant to chapter 139 of 
this title, all of which are intended to insure that subscriber benefits are provided .at minimum cost under efficient 

• and economical management. A health maintenance organization established, .maintained or operated under the 
autho(ity of this subsection shall be organized so that its business and affairs will be managed by a governihg .board 

• or committee of which a majority are members who are not provjders, as thos·e terms ate defined in section 5101 of 
· this title. Notwithstanding the foregoing, .subject to the approval of the commissioner, a hospital or medical service 
corporation may establish, maintain, and operate or participate in the establishment, maintenance, and operation of 
administrative· claims processing_ services ancl related services. • 

-- Amended 1975, No. 69, § 1, eff. April 18, 1975; 1985, No. 44; 1997, No. 54, §§ 2, 3_, eff. June 26, 1997; 2005, 
No. 36, § 20, eff. June 1, 2005. 

8 V.S.A. § 4512, VT ST T. 8 §4512 

Current through the First Session of the 68th Biennial Session (2005) 
Current through decisions of the VT Supreme Court through February 4, 2005 
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© 2006 Thomson/West. No Clallll to Orig. U.S. Govt. Works. 

https://print.westlaw.com/delivery.html?des~atp&format-=HTMLE&dataid=B0055... 2/13/2006 



VT ST.T. 8 § 4512 

8 V.S.A. § 4512 

Copyright 2005 by Legislative Council of the State of Vermont and Matthew 

Ben_der & Company, Inc., a member of the LexisNe~is Group 

END OF DOCUMENT 

©.2006 Thomson/West. ·No Claim to Orig. U.S. Govt. Worlcs . . 

Page2 

-https://print.westlaw.com/delivery.html?dest=atp&format=HTMLE&dataid=B0055 ... 2/13/2006 



VTSTT. 8 § 4511 

8 V.S.A. § 4511 

Pellding Legislation 

I 2005 VT S.B. 113 (NS) (Feb 22, 2005), PROPOSED ACTION: Amended. 

➔ § 4511 Purposes and definition 

NOTES, REFERENCES, AND ANNOTATIONS 

. History 

Source. V.S. 1947, § 5888. 1939, No. 174, § l. 

Copyright 2005 by Legislative Council of the State of Vermont and Matthew 

Bender & Company, Inc., a member of the LexisNexis Group 
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Aware Integrated, Inc. Governance Committee 
Page 3 
June 2, 2004 

<:OI\JFIDENTIAL 
"r"J;'I ,~ DE SECRET· :' .'t,"<;,. _~J , -

Following discussion, upon motion, seconded and carried, it was 

RESOLVED, that the following individuals be nominated as board officers and 
operating officers for Aware Integrated, Inc. each to serve a one-year term 
expiring at the Annual Meeting in 2005: 

Board Officers 

Rob Johnson, Vice Chair, Secretary . 
Jon Killmer, Treasurer 
Mark Banks, M.D. Pfesident and Chief Executive Officer 

Operating Officers 

Richard Niemiec, Senior Vice President, Corporate Affairs 
Colleen Reitan, Executive Vice President, Operations 
Marsha Shotley, Assistant Secretary 

BOARD MEMBER RECRUITMENT PROCESS: 

The Governance Committee continued the process of identifying candidates for board 
seats. _Discussion took place related to the skill sets and industry attributes needed to 

" complement the current board. The committee developed a list of their top prospects 
from the areas of information technology, human resources, medical experience and • 
general management. Seven candidates were identified_ as the top prospects: -

, 8 _ § IC M.D., ................. M.D., -
, , and Mark Banks, M.D., President and CEO, 

BCBSM, will make the first calls to prospective board members. if they are interested, a 
statement of disclosure will be sent to them for completion. The candidate would then 
meet with the Chair of the Governance Committee and other committee members. if 
available. 

Dr. Banks raised the topic of chairman of the board succession planning, as John 
Murphy will be retiring from the board in 2005. This topic will be discussed further at the 
September committee meeting. • 

ADJOURNMENT: 

There being no further business to come before the Governance Committee, the 
meeting was adjourned at 3:00 p.m. 

Respectfully submitted, 

~)t_~~ 
Rob Johns~h, Chair 

CONFIDENTIAL 
TRADE-SECRET 

BCBSM- 017768 



SpencerStuart 

November 11 , 2002 

PRIVATE & CONFIDENTIAL 

Richard M. Niemiec 
Senior Vice President, Corporate Affairs 
Blue Cross Blue Shield of Minnesota 

• 1800 Yankee Doodle Rd. 
Riverpark 11 Bldg. 
E=agan. MN 55164 

Dear Dick: 

225 South Sixth Stn::et. Suite 4 : 4 1 

Minneapolis, Minnc:sota 5S40:? 

T 612.313.~ooo F 612.313 .2001 

www.sp~ncer~ tua rt .com 

We are pleased to be working with the Governance Committee of f.31ue Cross Blue Shield 
of Minnesota on two additional Director searches. The purpose of this letter is to conf!rm 
our working arrangements with you for conducting these assignments. and to get your 
written authorization to proceed with this assignment in support of your verbal 
. authorization to do so_ • 

OUR UNDERSTANDING OF THE NEED 

We understand that Spencer Stuart is being exclusively engaged for two board search 
assignments to assist Blue Cross Blue Shield of Minnesota in recruiting two individuals to 
fill the position of Board Director. This position, including the specific title for this position, 
will be further described in a detailed Position and Candidate Specification to be 
developed shortly. We understand that one Director's position will be focused on a 

• financial executive. You and I have agreed that the second profile will be discussed with 
the Governance Committee at its December meeting. 

TIMING ,AND STAFFING 

In conducting this search, I will be the lead Spencer Stuart consultant responsible for 
ensuring the success of the .assignment. However, we operate under a best team 
approach. including utilization of a research staff. 

OUR APPROACH 

We normally approach each assignment with a search strategy which includes the 
development of a Position and Candidate Specification describing your requirements. 
This is coupled with a thorough, disciplined approach toward identifying and attracting the 
best qualified candidates for the position. 

• ' n · . . - . 

; . ., ... _ 

BCBSM 868~i , 
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Page 2 

Our efforts are generally divided into a number of interrelated steps as follows: 

1) Preliminary Assignment Study - Development of Search Specifications and Strategy 

Prior to undertaking the search itself, we work with you and the Governance 
Committee to gain as much knowledge and understanding of the Board's current 
needs. We believe it is essential to develop a broad understanding of your activities 
and board culture. and an in-depth awareness of your plans, objectives. and 
expectations in order to attract suitable candidates. 

When this preliminary work is completed, we prepare and reach final agreement with 
you on a Position and Candidate Specification consisting of a position description and 
specifications for the ideal candidate. At the same time. we develop and review with 
you a basic search strategy, including where the primary thrust-of our search is 
expected to be focused. 

2) Research - Source Contacts ~ Prospective Candidate Screening and Evaluation 

Utilizing the resources of our research team, our consulting staff, and our research 
retrieval system. which is available throughout the Spencer Stuart worldwide 
organization, candidate prospects and sources are identified and discreetly contacted 
and screened. The most suitable prospects are carefully interviewed and evaluated 
against the ideal candidate specifications. Reference information is developed on 
prospective candidates, if possible, before introducing them to you. 

3) Candidate Reports - Introductory Meetings 

Board candi~ate reports are submitted to you in anticipation of introductory meetings 
with the most qualified and attractable individuals . These reports include the following: 

(a) Data and a detdiled career history. 
(b) An appraisal prepared by us. 
(c) If available. preliminary pre.:qualified data compiled from third party qualitative 

comments in our database or provided byour consultants . 

Candidate meetings are then scheduled with Mark Banks and members of your 
Governance Committee . 

. 4) Candidate Selection -- Negotiations - Reference Checking - Closure 

·when the appropriate candidate is selected and the search enters the final negotiation 
and reference checking stages, we participate as a facilitator in both of these sensitive 
steps. Our past experience has shown that our participation often ensures a 
successful conclusion to the search. 

BCBSM 8689~ 
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The information in our reports is generally gathered from the candidate, the public 
domain, and third party sources (when available). If you prefer a more detailed 
background check, including criminal, credit, employment history, professional license. 
or SEC violation checks, we can refer you to third"'"party investigative firms. We • 
welcome you to get acquainted with the background of the candidates and encourage 
you to conduct two or three reference checks on your own at an agreed point in the 
process as you decide on a candidate. After the selected candidate has joined your 
board, we continue to monitor his or her progress as a new director on a regular basis . 

5) Satisfaction Survey Program 

Spencer Stuart is very interested in your view on the quality of our work. At the 
conclusion of each search, we conduct a Client .Satisfaction Survey using an outside 
organization called D&L Consulting. This firm will ask you for your assessment of our 
work when the assignment is conduded so that we can be responsive to any 
suggestions regarding our professional service. 

THE CLIENT - SPENCER STUART RELATIONSHIP 

Our experience in the search field has prompted us to formulate some guidelines to 
ensure a successful relationship between you and our firm. The understanding and 
acceptance of these guidelines will enable us to work together efficiently and 
professionally. 

You commit to the following: 

• You agree that Spencer Stuart, once authorized to conduct this search assignment, 
will be the only consulting firm used on the assignment until ei.ther the assignment is 
completed or Spencer Stuart's involvement is terminated. If you have used other 
consulting firms (on a contingency or retained fee basis) to assist in recruiting an 
individual. for the same position for which Spencer Stuart is being authorized to 
con.duct this assignment, you will, on a best efforts basis, provide to Spencer Stuart 
both the names of all prospective candidates surfaced by the other consulting firm(s). 
as well as any notes or information pertaining to why any particular prospective 
candidate was not hired for the position_ 

• To enable Spencer Stuart to offer a professional opinion with regard to the most 
suitable candidates, it is essential that all candidates - including those whom you 
identify and want to be considered for the position (internal or external) - be subjected 
to the same interviewing and screening process by our consultants. 

BCBSM 8689: 
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. Spencer Stuart commits to the following: 

• • 111 und.ertaking this assignment, Spencer Stuart will be developing a professional 
relationship with your organization. This means w,e will always aim to further your best 
interests, protect the confidentiality of information gathered during the assignment and 
deepen our understanding of your business so that we can operate together 
effectively. 

• We will plan to touch base with you, or others you specify, as frequently as necessary 
to ensure adequate communications~ , 

CONTACT INFORMATION 

Susan S. Boren 
Consultant 

Kerry Canfield 
Research 

Charlain Berg 
Administration 

Office Telephone: 
Office Fax: 
Email Adqress: 
Home Telephone: 
Cellular Telephone: 

Office Telephone: 
Emaii Address: • 

Office Telephone: 
Email Address: 

ADMINISTRATION, FEES 1 AND EXPENSES 

612-313-2030 
612-313-2001 
sboren@spencerstuart.com • 
612-332-3636 
612-817-1537 

612-313-2015 
. kcanfield@spencerstuart.com 

612-313-2033 
cberg@spencerstuart.com 

We charge a retainer fee and expenses for our seNices. We will conduct these 
assignments for a fi.xed fee . Our professional fee is compensation for performing the 
board searches and is not contingent on the placement of a candidate_ 

Given our long relationship with you and the multiple search assignments that we have 
done. we have agreed to honor ·our previous retainer of $50,000 per Director_ For the two 
searches you have asked us to do,, we will establish a minimum retainer of $100.000. 
Under all circumstances our fees are earned and due as billed and are not contingent 
upon your hiring a candidate presented by us. 

Per your request, the above minimum retainer fee will be billed to your attention according 
to the following schedule: 

December 15. 2002 $100,000 

BCBSM B68~·· 
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Spencer Stuart shall be deemed to _have completed the search assignment regardless of 
whether the candidate was introduced by another source. Should we complete the 
assignment prior to the end of the retainer period, our full fee is due at that time. If. for 
any reason~ you decide to cancel the assignment after the first month, our fees are 
considered earned to the date of cancellation on a 90 day prorated basis from the date 
you authorized us to proceed on this project However, the first month 1s fee plus 
-associated overhead and expenses · are considered earned in its entirety at the 
commencement of the assignment regardless of the date of canceUation. 

We also charge an amount equal to ten percent (10%) of the retainer fee noted above, 
which approximates our average expenses for office telephone, postage, computer 
communication, reprographics a:nd contracted research associated with a typical 
assignment. In jurisdictions where required·, applicable state and city service taxes will be 
added. • 

In addition to our professional fees. we bill you directly for the actual out-of-pocket cost of 
both consultants' and candidates' interview and travel-related expenses, including 
videoconferencing_ costs, airfare, car rental/taxi fares, parking, meals and l~dging; costs of 
any special report generated and expedited delivery costs. 

Should there be no placement after six months from the commencement of this search, 
the assignment will be· reviewed in detail with you and, if necessary. changes will be made 
in the specification or search approach. Depending on the scope of the proposed 
redirection, Spencer Stuart will either submit a supplementary proposal letter. possibly 
incorporating additional fees. or terminate the assignment 

For your convenience and internal confidentiality, invoices for this project Will be identified 
by an assignment numbers 15993-005 & 15993-006. For your records, Spencer Stuart's 
Tax Identification Number is 36-3538416. Invoices for professional services and 
e·xpenses are due and payable upon receipt. 

REPLACEMENTSEARCHES 

Spencer Stuart agrees to make every effort to present you with the best candidates. 
However, we can not guarantee the performance of a candidate ultimately selected by 
you. 

Spencer Stu-art agrees that if a person is hired for the position of Board Director, but within 
one year of joining your board is asked to step down as a director for reasons that should 
have been identified by Spencer Stuart during the search assignment; we will commence 
a replacement search_ The fees-already collected from the initial retainer will be applied 
toward this search. However. exp.enses associated with the replacement search will be 
invoi_ced to you.· The foregoing is the extent of Spencer Stuart's liability, it being agreed 

• that Spencer Stuart is not liable for any consequential or other damages resulting from -
termination of employment 

acasM sGas :: 
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Spencer Stuart is an equal dpp·ortunity employer committed to the principles of non
discrimination ih the workplace. Spencer Stuart does not discriminate in ~rnployment on 
the basis of age, race, creed, color, religion, sex, sexual orientation. national origin, 
disability, marital status or any other basis that is prohibited by federalt state. or local law_ 
Spencer Stuart represents that; in providing the services described in this agreement, it 
has not and will not discriminate on any such basis. It is our policy to source and present 
candidates in a non-discriminatory manner. Proactively, we make every good faith effort 
to include a diverse pool of candidates in our search assignments. 

AGREEMENT 

By having the appropriate authorized agent(s) of Blue Cross Blue Shield of Minnesota 
sign in the spaces provided below, Blue Cross Blue Shield of Minnesota agrees to the 
terms and conditions of this search assignment as outlined above. • 

Dick. I certainly appreciate the opportunity to work with you again on these board search 
assignments, and appreciate your confidence in our abilities to assist you on this major 
recruiting need. We feel confident that we can move fol"\Nard quickly to identify a group of 
excellent candidates. 

Sincerely yours. 

Susan $_ Boren 

/suz 

AGREED AND CONFIRMED 

Richard M. Niemiec 

Date 

Authorized Agent for Blue Cross Blue Shield of Minnesota 
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Susan S. Boren 

Kerry Canfield 

Charlain Berg 

FOR YOUR CONVENIENCE 
CONTACT INFORMATION NTEAR OFF" SHEET 

• Office Telephone: 
Office Fax: 
Email Address: 
Home Telephone: 
Cellular Telephone: 

Office Telephone: 
Ernafl Address: 

Office Telephone: 
Email Address: 

612-313-2030 
612-313-2001 
sboren@spencerstuart.com 
612-332_:3636 
612-817-1537 

612-313-201 S 
kcanfield@spencerstuart.com 

612-313-2033 
cberg@spencerstuart.com 



Human Resources Committee 

EXECUTIVE SUM°MARY 

OFFICER TOTAL COMPENSATION . 
2001 

TheExecutiveTotal Comp~nsation study -conducted in I 999 by HealthCare Comp·ensation Strategies, 
(HCS) has provided the framework fo~ executive total compensation (salary, inc~ntives and benefits) and 
has guided the administration of the Executive Total Compensation Program in alignment with the 
Executive Compensation Policy and Guiding Principles. 

The 1999 HCS report found that salaries and benefits were 15% below market median, total variable 
compensation was 15% below median, total cash compensation was _ 13 % below median, total direct 
compensation was 18% below median and total remuneration was 19% below median. HCS 
recommended and the Human Resources Committee approved changes to the Executive Compensation 
Policy with additional funding, spread over a two-year period, to bring average salaries for the group to a 
94-95% compensation-ratio and additional Executive Flexible Benefits valued at 5.5% of salaries in 
2000. 

The 2000 Sibsoti & Company "Executive Compensation Survey" which includes Blue Cross plans and 
Managed Care plans provide competitive market data for salaries and variable compensation. Initially, 
revenue scope of $3.3 billion (Aware Integrated Inc. revenue for 2000) was used to determine market 7 
midpoints, with alternate scopes used as appropriate ( e.g., Information Systems budget for CJO, 
Government Program revenue for Top Government Exec, etc). However, the resulting market midpoints 
indicated a 12.2% aggregate midpoint increase. This was dueto the 2_1 % increase in revenues over 1999 
and market conditions for talent. In discussions with David Bjork, Ph.D., and partner at HCS, Blue Cross 
recommended a 3% increase across most positions. Some position midpoints are appropriately 
determined by regression analysis, using corporate revenue scope or alternative area sc·ope. Competitive 
Total Cash Compensation (TCC) is determined using the salary midpoint data plus .the annual incentive 
opportunity at the 50th percentile. 

The Executive Merit Pool for 200 I, excluding the CEO, is recommended to be funded at 4.3% with an 
• additional 5.1 % for market based adjustments for a total pool of 9.4%. Adjustments are necessary to 
bring salaries closer to the market median in alignment with the Executive Compensation Philosophy and 
to account for promotions, advancements in the range and internal equity considerations. Annual and, 
where appropriate, long-term incentive opportunities will be targeted at the 50th percentile for each 
position relative to the survey data. Executive Flexible Benefits are recommended to remain at 5.5% of 
the 2000 ending salary level for each officer. 

Blue Cross consulted with David Bjork in matching executive positions to the 2000 survey data. At .the 
• end of 2000, Blue Cross' base salaries for officers had a compensation-ratio of 89 .0% or 11 % below 
median. This measure compares the actual base salaries against the Blue Cross targeted survey 
midpoints. When managing base salaries and . incentive opportunities, our goal is to be at competitive 
levels with Total Direct Compensation (TDC). The TDC comp-ratio is 91 % as of 12/31/00. With 
implementation of recommended increases for the annual salary pool and selected annual and long-term 
incentive opportunities, the TDC compensation-ratio will be 93%. HCS recommended and the 
Committee approved a 97-98% compensation.:.ratio target or 2-3% below median. 

BCBSM- 36378 
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HUMAN RESOURCES COMMITTEE 
EXECUTIVE SUMMARY 

OFFICER TOTAL COMPENSATION 
2002 

The Executive Total Compensation study conducted in 1999 by Clarke/Bardes' Healthcare 
Group (form.erly known as Healthcare Compensation Strategies) and presented by David Bjork, 
Ph.D., and partner at Clarke/Bardes, has provided the framework. for executive total 
compensation (salary, incentives and benefits) and has guided the administration of the 
Executive Total Compe!)Sation Program in alignment with the Executive Compensation Policy 
and Guiding Principles. 

The 1999 HCS report found that salary, total cash compensation, total direct compensation, 
and benefits were below median. HCS recommended and the Human Resources Committee 
approved changes to the Executive Compensation Policy with additional funding, spread over a 
two-year period, to bring average salaries for the group to a 94-95% compensation-ratio. An 
Executive Flexible Benefit of 5.5% of 2000 salaries was also approved. 

The 2001 Watson Wyatt "Executive Compensation Survey" which includes Blue Cross plans 
and Managed Care plans (see Exhibit A) provipes competitive market data for salaries and 
variable compensation. Revenue scope of $4 billion (Aware Integrated, Inc. rev~nue for"2001) 
was used to determine competitive market midpoints, with alternate scopes used as appropriate 
(e.g., Subsidiary revenue for Presidents of subsidiaries, Government Program revenue for Top · 
Government Exec, etc). The resulting market midpoints, from the Wyatt survey data, indicated 
a 5.1 % aggregate midpoint increase over the 2000 survey midpoints for benchmark jobs 
identified, as those having the same scope as the previous year. 

The 2001 Mercer IHN Survey was compared to 12 positions where matches in job descriptions 
provided comparability~ The Mercer survey results were almost identical to the Wyatt ·survey 
with total salaries .1 % higher in Mercer and total cash compensation and total direct 
compensation . 7% and 1. 7% higher respectively. 

Overall. the 2002 Market Base Salary Midpoint average increased only 2.8% over 2001 
midpoints. The reasons for this decrease from the 5.1 % aggregate increase mentioned above, 
is that many positions had new responsibiliti~s and this resulted in new survey data 
comparisons. Revenues for Aware Integrated, Inc., were up 17% in 2001 over the prior year 
and enrollment will be up 6.6%. Some position midpoints are appropriately determined by 
regression analysis, using corporate revenue scope or alternative area scope. Competitive 
Total Cash Compensation (TCC) is determined using the salary midpoint data plus the-annual 
incentive opportunity at the 50th percentile. Long-term incentive opportunity is determined using 
Blue Plan data only and excludes high outliers, presumably caused from stock options in for
profit Blue Plans. 

Blue Cross consulted with David Bjork in matching executive positions to the 2001 survey data. 
The Executive Merit Pool for 2002, excluding the CEO, is recommended to be funded at 4.6%. 
Annual and, where appropriate, long-term incentive opportunities will be targeted at the 50th 

percentile for each position relative to the survey data. Executive Flexible Benefits are . 
recommended at 5.5% of the beginning salary level for each officer for that year, beginning in .,. 

2002. i BC M-36492 

Decemb 4, 2001 

I 
j 

I 



KS ST§ 40-19c03 

K..S.A. § 40-l 9c03 

KANSASSTAWfESANNOTATED 
CHAPTER 40.-JNSURANCE 
ARTICLE 19C.--NONPROFITMEDICALAND HOSPITAL SERVICE CORPORATIONS 

40-19c03. Organization; purposes; board of dir~ctors. 

't!:.J VV'-'/ • •.• •. fl• 

Page 1 of I 

Page-1 

Nonprofit corporations inay he organized under the nonprofit medical and hospital service corporation act for the 
purpose of entering into contracts with participating health care providers and participating hospitals. to pTovide · 
professional and hospital services for subscribers as may be designated in subscription agreements. Such 
corporations shall also indemnify subscribers as designated in subscription agreements for services which may be 
received from nonparticipating health care providers or nonparticipating hospitals. Such corporations may also 
provide service or indemnity for other health services or facilities but not to exceed reasonable and custorhary 
chnrges that a subscriber .may incur for these services. The affairs of any ~ch c2._ oration shal1 be mE111a ed .b)'.._&. ___________ _ 

- ---- n an - mern ers a.s spcc1 1e y e art1c cs o incorporation composed of: Persons 
licensed under the Kansas healing arts act and trustees or administrators of ltospitals who panicipate in providing 
profession~! and institutional seivice to subscribers BJ1d m¢mbers of the public exclusive of persons licensed under 
the Kansas healing a.rts act and hospital trusteos or administrators who, at the time of their election, are 
subscr1oers. Beginning with the election of directors immediately following the effective date of this act, the board 
of directors at all times shall include at least one person licensed under the Kansas healing arts act to practice 
aJlopathic medicine and surgery, osteopathic medicine and surgery and chiropractic. Two members of the publis: * 
who. are subscnbers .shall be _a ointed to the board of directors b the oA,,,,. ... ,..."'.. e state of Kansas, 1l1e 
members of the public, exclusive of p ys1c1ans a:n hospital trustees or administrators, shaJl -at a times comprise a 
majority of the membership of the board of directors. The directors .shall take the oath of office as in other 
corporations and duplicates of such subscribed oaths shall be forwarded at the time of election to the commissioner 
of insurance for filing. The bylaws shall specify the number of directors necessary to constirute a quorum which 
shall not be less tlum IO members. 

History: L. 1980, ch. 137, § 21; L. 1990, ch. 168, § 1; July l. 

K_ S- A . ~ 40-19c03, KS ST§ 40-l 9c03 

Current through the 2004 Regular S~ssion 

COPR. © 2004 By Revisor of Statutes of Kansas 

END OF DOCUMENT 
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C 
Michigan Compiled Laws Annotate.d Currentness 

Chapter 550. Generai lruurance Laws 
"bl Nonprofit Health Care Corporation Refortn Act (R.efs & Annos) 

<-ii Pan 3 . 

.. ss~.1301. ~oard of directors 

Page 1 of 4 

Page 1 

Sec. 301. ( 1) The propeny and . lawful -business of a health care corpor"ation existing and authorized to do business 
under this act shall be held and managed by a board of directors to consist of not more than 35 members. The 
boa.rd shall exercise the powers and authority necessary to carry out the lawful purposes of the ccirporntion7 as 
limited by this act and the articles of incorporation and the bylaws of th~ _corporation. 

(2) Four.YQting members of lhe board shall be.representatives of the public appointed by the governor bv and with 
che advice and consent of the senate. Two of thoso members shall be retired individuals 62 years of age or older. 
nie term of office of each representative of the public shall be: 2 years, and until 11 successor is appointed and . 
qualified . . If a vacancy occurs before the conclusion of a 2~year tem1, the appointment of a representative to 
complete chc: Lenn shall be made in the same manner as the orig1nal appointment. 

(3) The board of directors shall consist . of· not more than 25% provider directors. In addition to physician and 
hospital -provider directors, not less than l provider diitctor shall ~ -11 registered professional nurse who shall be 
representative of licensees under part 172 of the public health code, Act No. 368 of the Public Acts of 1978, as 
amended, being sections 333.17201 to 333.17242 of ihe Michigan Compiled Laws, and not less than l provider 
director shall be representative of the provider whose services, in the 19 84 calendar year in the case of an . existing 
health care corporation, or, in the calendar year immediately following incmporntion in the case of a newly-formed 
health care corporation, generated the largest number of benefit claims received by the corporation from its 
subscribers. Other provider direclors shall be as broadly representative of provider classes as possible. 

· (4) The bylaws of a health care corporation may authorize not more than l officer or crnployee of the corporation 
to serve as a voting or nonvoting director. 

(5) The remaining me:mbers of the board of directors shall include representatives of large subscnber. groups, _ 
medium ~ubscriber groups, small subscriber groups, and nongroup subscribers. in proportions which fairly 
represent the total subscriber population of the health care corporation. However, at least 3 directors shall represent 
nongroup subscribers, at least 1 of whom shalt be a retired individual 62 years of age or older, and at least 3 
direclO:rs shall represent small subscriber groups. Large and medium subscriber groups shall be represented, to the 
greatest extem possible, by an equal number of labor and management represemacives and shall be categorized as 
labor subscriber representatives or management subscriber representatives. 

(6) The method of selection of the directors, other than the directors who arc representatives of the public, and 
additiona) provisions and requirements for further refinement or specification regarding lhe numbei: of directors 
comprising each component shaJl be specified in the bylaws. The tenns of office of directors~ other man the 
directors Who are representatives of the publio, and the method for filling vacanci~ in those offices :;.hall be 
provided in the bylaws. However. if a term of office of more thari I year is prescribed by the bylaws. at least l/3 of 
the members of the board shall be selected each year. 

<l:J 2006 Thomson/West. No Claim to Orig. U.S. Govt. Works. 
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M.C.L.A. 550.1301 

(7) The method of selection of each category of subscribers entitled to representation on the board unqer 
subsection (5) shall . maximize subscriber participation to the_ extent roasonably practicable. This subsection shall 
peimit, but nor require, the statewide election of a director or member of the corporate body. The method of 
selection shall neither permit nor require nomination, endorsemen~ approval, · or confinnation of a candidate or 
direcror by the corporate body, the board of direcwrs, or lhe management of the health care corporation, or any 
member or members of any of these. This subsection shall not apply to the selection of an · officer or employee as a 
dkector pursuant to subsection (4). This subsection shall not limit the _ rights of any director, member of the 
corporate body, or employee or officer of the health care corporation to panicipate in the selection process in his or 
her capacity as a _subscriber, to the same extenl as any othor subscriber may participate. 

(8) For the purposes of this section: 

(a) ''Health carr:: provider" or "provider" includes: 

(i) A person defined as a health care provider or provider in section I°05(4); [FNl] a person employed by a health 
care facility; as defined in section 105(3); (FN2] or a director, officer, or trustee of a health care provider, as 

efined-in sectioo-d -05{4~, --uules:S=--the -person==Servea---=iw=t:h=at=uapa~it) =as=r(q')tCSCTitafive -se1ecteil by · the same -
subscriber group · or collective bargaining representative which the person represents on the board of a health care 
corporation. 

(ii) Except as provided in subdivision (b), a spouse, child, or parent of a health care provider who resides in the 
same household_ 

· (iii) A pcrimn who receives more than 25% of his or her annual income tJ1rough . the provision of good~ or services 
to health care providers, or who is an employee, officer, trustee, or director of a firm or organization which 
receives more than 25¾ of its annual income through the provision of goods w services to health care providers. 

(b) For purposes of determining whether a director is a provider director, "health care· provider" or "provider" 
does not include a spouse, child, or parent of a health care provider who resides in the same household if all of the 
following criteria. ·a.re met: 

(i) Not more than 1/3 of the total annual household income is earned by that health care provider_ 

(ii) The tenn of office of the director commences in the 1988 calendar year. 

(iii) Not more than 2 directors qualify for the exemption under this subdivision'. 

(9) A director shall not be an employee, agent, officer, or director of an insurance company writing disability 
insurance inside or outside this state. 

CREDIT(S) 

P.A.1980, No. 350, § 301. Amended by P_A. l 988, No_ 45, § l, Jmd_ Eff. March 11, 1988. 

[FNl] M.C.L.A.§.550_1105(4)_ 

• [FN2] M.C.Lk § 550_1105(3)_ 

HISTORICAL AND STATUTORY NOTES 

2002 Majn Volume 
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Gen.L&ws 1956, § 27-19_2-5 

p-
GENERAL LAWS OF RHODE ISLAND .A:NNOTA TED, 1956 
TITLE 2-7. INSURANCE _ 
CHAPTER 19.2. NONPROFIT HOSPITAL AND MEDICAL SERVICE CORPORATIONS 

27-19.l~S. Composldon of the· boaJ'd of directors. -

(~)(1) Notwithstanding ·. any public law. rule or regulation to the contrary, six (6) pooitions on th board of 
directors of a_ nonpr~flt hospital and/or m~i~al. servi~. C?Orporation,_ shaU. be filled ~y p~bl1c appoin ent for a 
.maxmiliin of three {3) three (3) year terms.: Publi a oinun • t of two • 2 of the directo1'8 sha11 be. m de b diG -k
Goyemot, ~o .(2) shall. be made by the S~et of the House, and ~o {2) shaJI __ be_.made, y_ res . ent_of e. 
Senat~~. ~~~~~ gove~eijt employees ii.or e1ected officials shall_ se_rv~ as public members of the boa.-d of 
directors. Eacli appointing authority shall makt one such .appointment on or after July 1, 2004, and the remaining 
will b" • ' ,. • • • m vc in accor cc w1 

the bylaws of the nonprofit hospital_ and/or medical service corporation. When sufficient public ap ointments 
have been made, vacancies shall thereafter be filled for a maximum of three (3) three (3) year tenns as e board 
of directors may determine. and oonsistent with subsection (2) hereof, except that seats filled f y public 
appointment pumuailt to this subsection shall always remain subject to such public appointment, \upon the 
resig~ation, re~o~al, incapacity or retirement of the incumbent public appointee. Public appointees shall not 
consntute a maJOnty of the board. , . 

(2) Future vacancies not,.fi.lkd .by public ,.appointmenLpursuant- to .-subsection: (._I) her.eof,shall be filled. bl. _an open 
and public process of recruitment and appoinunent, to be determined by . the board and within its discreti~n, but to 
include public solicitation of candidates. 

(3) At the end of their term, directors shall continue to serve until their successors are appointed and :qualified. 
Nothing herein prevents the reappointment of a board member presently serving. ' 

( 4) Public appointees may not: 

(i) Be a licensee of or oth.orwise be subject to regulation by the department of health; 

(ii) Bo employed by or have a financial interest :in; 

(A) A nonprofit hospital and/or medical scIVice plan. or its affiliates or subsidiaries; 

(B) A po~on regulated under this article; or 

(iii) Within three ·(3) years before appointment, have been employed by, bad a financial interest in or have received 
comporisation from: 

(A). A nonprofit hospital and/or medical service plan or its affiliates or subsidiaries; or 

(B) A p0rson regulated under this article. 

(b) An officer or employee of a nonprofit hospital and/or medical .8ervice plan or any of its affiliates or 
subsidiaries may not be appointed or elected to the board_ 

© 2006 Thomson/West. No Claim to Orig. U_S_ Govt. Works. 
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N.J.S.A. 17;48E-7 

Effective! [See Text Amendments) 

New Jersey statutes Annotated CwTeJimess 
Title 17. Corporations and Institutions for Finance and Insurance (Refs & Annos) 

Subtitle 3. lns1ll11Il·ce 

"'II Pan 9. Hospital and Medical Service Corporations, Etc. 
"'i Chapter 48E. Health Service CorporatiollB (Refs & Annos) 

➔ 17:48E-7. Health service corporation not formed by merger; board membership 

Page 1 

The board of directors of a health service corporation which is established in · accordance with paragraph ( 1) of 
subsection _u. of section 2 of P.L.1985, c. 236 (C.17:48E-2) shall have f9ur pyblic members appointed by the ·:::d5 _. 
Go.y...ernor with the-a<ly:jG&and--rnM_Mt~f::thc--S·~ate and=etevcn=111embers=electeo as p1 o v 1ffooltfffi2bylaws. 

CREDIT(S) L.1985, c. 236, § 7, eff. July 15, 1985. Amended by L.1991, c. 208, § 21, eff. July 15, 1991. 

HISTORJCAL AND ST A TUTORY NOTES 

1996 Main Volume 

1991 Legislation 

L 1991, c. 208, § 21, provided that board of directora of a health service corporation would consist of four public 
members appointed by the governor with the advice aod consent of the senate and eleven members elected in 
accordance with the bylaws; previously, board consisted of eight public members appointed by the governor and 
2,4 members elected as pro,;ided in bylaws. 

N_ J. S. A. 17:48E-7, NJ ST 17:48E-7 

Current with legislation that is now effective through Chapter 249 

(b) 2005 Thomson/West 

END OF DOCUMENT 
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SPONSORED BY . . . 

April 10, 2006 

Advice on Boss's Pay May Not Be So Independent 

By GRETCHEN MORGE~SON . 

For Ivan G. Seidenberg, chief executive of Verizon Communications, 2005 was a very good year. As head of the 

telecommunications giant, Mr. Seidenberg received $19.4 million in salary, bonus, restricted stock and other 

compensation, 48 percent more than in the previous year. 

Others with a stake in Verizon did not fare so well. Shareholders watched their stock fall 26 percent, .bondholders 

lost value as credit agencies downgraded the company's debt and pensions for 50,000 managers were frozen at 

year-end. When Verizon closed the books last year, it reported an earnings decline of 5.5 percent. 

And yet, according to the committee ofVerizon's board that determines his compensation, Mr. Seidenberg earned 

. his pay last year as the company exceeded "challenging" performance benchmarks. Mr. Seidenberg's package was . 

competitive with that of other companies in Verizon's industry, shareholders were told, and was devised with the 

help of an "outside consultant" who reports to the committee. 

The independence of this "outside consultant" is open to question. Although neither Verizon officials nor its 

directors identify its compensation consultant, people briefed on the relationship say it is Hewitt Associates of 

Lincolnshire, Ill., a provi~er of employee benefits management and consulting services with $2.8 billion in 

revenue last year. 

• Hewitt does much more for Verizon than advise it on compensation matters. Verizon is one of Hewitt's biggest 

customers in the far more profitable businesses of running the company's employee benefit plans, providing 

actuarial services to its pension plans an:d advising it on human resources management. According to a former 

executive of the firm who declined to be identified out of concern about affecting his business, Hewitt has received 

more than half a billion dollars in revenue from Verizon and its predecessor companies since 1997. 

In other words, the very firm that helps Verizon's directors decide what to pay its executives has a long and 

lucrative relation~hip with the company, maintained at the behest of the executives whose pay it recommends. 

This is the secretive, prosperous and often conflicted world of compensation consultants, who are charged with 

h'elping corporate boards determine executive ·pay that is appropriate and fair, and who are often cited as the 

• unbiased advisers whenever shareholders criticize a company's pay as excessive. 

http://www.nytimes.com/2006/04/l 0/business/l 0pay.html? _r=l &oref=slogin&pagewanted... 4/12/2006 
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It is a world where consulting fees can reach $950 an hour, rivaling those of the nation's top lawyers. And it has 

grown into a substantial industry where there is little disclosure about how executive pay is determined. 

Marc C. Reed, executive vice president for human resources at Verizon, declined to identify the company's 

compensation consultant, noting that the Securities and Exchange Commission did not require it. "We underst~nd 

the potential perception issue," he said in an e-mail message, "but we think it's important to honor the 

confidentiality of our advisers, and we have always ensured there have been no conflicts of interest." 

Suzanne Zagata-Meraz, a spokeswoman for Hewitt, said in a statement: "Hewitt Associates has strict policies in 

place to ensure the independence and objectivity of all our consultants, including executive compensation 

consultants. In addition, Hewitt adheres to strict confidentiality requirements and a strong Hewitt code of 

conduct." 

Because much of what goes on in compensation consulting stays in the hushed confines of corporate boardrooms, 

the roles of these advisers in determining executive pay have been hidden from investors' view. Nevertheless, 

corporate governance experts say, the conflicts bedeviling some of the large consulting firms help explain why in 

good times or bad, executive pay in America reaches dizzying heights each year. 

Warren E. Buffett, the chief executive of Berkshire Hathaway and an accomplished investor, has noted the 

troubling contributions that compensation consultants have made to executive pay in recent years. 

''Too often, executive compensation in the U.S. is ridiculously out ofline with performance," he wrote in his most 

recent annual report. _"The upshot is that a mediocre-or-worse C.E.O. - aided by his handpicked V.P. of human 

relations and a consultant from the ever-accommodating firm of Ratchet, Ratchet & Bingo - all too often receives 

gobs of money from an ill-designed compensation arrangement." 

How Much Is Too Much? 

Executive pay has been a subject of criticism for decades. Even though last year's pay figures showed slower 

growth than in previous years, the fact that executive compensation often has little relationship to the 

performance of the company has contributed to a growing sense among investors that pay is diminishing 

shareholder returns. "Everybody should have an interest in controlling this explosion in executive pay," said 

Frederick E. Rowe Jr., chairman of the Texas Pension Review Board who is also chairman of Greenbrier Partners, 

a money management firm in Dallas. "The wealth of America has been built through the returns of our public 

corporations, and if those returns are being redirected to company managements, then the people who get the 

short end of the stick are the people who hope to retire someday." 

The median compensation for chief executives at roughly 200 large companies rose modestly to $8-4 million last 

year, from $8.2 million in 2004, according to Equilar Inc., a compensation analysis firm in San Mateo, Calif. The 

http://www.nytimes.com/2006/04/10/business/1 Opay.html? _r=l &oref-=slogin&pagewanted... 4/12/2006 
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median was $7.2 million in 2003. 

J : There are those who defend the current levels of executive pay, saying that the packages are set by the market and 

reflect the rising value of executives in an increasingly complex and competitive arena. 

In an interview with The Wall Street Journal on March 20, John W. Snow, secretary of the Treasury, characterized 

executive pay this way: llfa an aggregate sense, it reflects the marginal productivity of C.E.O.'s.u Mr. Snow added 

that he trusted the marketplace to reward executives. Mr. Snow was a member ofthe Verizon board from 2000 to 

. 2002 and on its compensation committee in 2001. 

But defenders of executive pay are increasingly being drowned out by investors and workers who see some 

· packages not only as an unjustified cost but also as a potentially divisive social issue. 

Any discussion of executive pay quickly leads to compensation consultants, because they are the experts relied 

upon by company directors trying to balance their fiduciary duties to shareholders and their desire to keep 

management happy. Directors look to consultants for their knowledge about prevailing pay practices as well as the 

tax and legal implications of different types of compensation. Yet the consultants' practices have received little 

scrutiny. 

Consultants help select the companies to be used in peer groups for comparison purposes in judging an 

, executive's performance. Picking a group of companies that will be easy to outperform is one way to ensure that 

executives can clear performance hurdles. Another is to structure an executive's pay so that it is always at or near 

the top of those in his industry regardless of his company's performance. This pushes up pay simply when others 

in the industry do well. 

Consultant creativity is behind some of the pay practices that have generated huge windfalls for executives in 

recent years. Some of the most costly practices involving stock options, like mega-grants and automatic reloads of 

options when others are cashed in, have vanished under pressure as accounting rules have changed. But 

innovative pra.ctices continue to crop up and spread quickly because comparisons with what other executives 

receive is a central factor driving executive pay. 

An increasingly common practice of consultants is to use the same performance benchmark to generate both 

short-term and long-term pay. This arrangement rewards executives twice for a single achievement, noted Paul 

Hodgson, senior research associate at the Corporate Library, a corporate governance research firm in Portland, 

Me. 

A recent study by the Corporate Library, "Pay for Failure: The Compensation Committees Responsible, 11 identified 

11 major companies whose shareholder returns had been negative for five years, but whose chief executives' pay 

had exceeded $15 million during the last two years combined. "The disconnect between pay and performance is 

http://www.nytimes.com/2006/04/10/business/10pay.html?_r=l&oref=slogin&pagewanted ... 4/12/2006 
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particulady stark" at these companies, the study noted. They include AT&T, BellSouth, Hewlett-Packard, Home 

Depot, Lucent Technologies, Merck, Pfizer, Safeway, Time Warner and Wal.:.Mart. 

Directors Help Each Other 

Verizon is the other company on the list. Mr. Seidenberg's $75 million total pay for five years looked especially 

. high against a total shareholder loss of more than 26 percent in the period, the study said. Verizon's board 

received a grade of Din effectiveness from the Corporate Library. 

Robert A. Varettoni, a Verizon spokesman, pointed out that Mr. Seidenberg had received the first increase in base 

salary lastyear since the company was formed in 2000. ;'During this particularly tumultuous time in the telecom 

industry," Mr. Varettoni said in an e-mail message, ''Verizon has maintained its financial health and infrastructure 

investments, increased its dividends, lowered its deb~, transformed its revenue growth profile, and provided 

customers with a steady stream of product innova.tions, such as wireless broadband services and fiber-optic-based 

· 'JV SefVlCeS. II 

Doreen A:· Tohen, chief financial officer of Verizon, sits on the board of The New York Times Company and on its 

audit committee. Hewitt Associates is the compensation consultant for The New York Times, said Catherine 

Mathis, a spokeswoman for the Times, but does not handle other business for the company. 

Consultants are not alone in driving executive pay. Corporate boards are often composed of other chief executives 

with an interest in keeping executive pay high. Even though stock exchange regulations require compensation 

committee members to be independent of the executives whose remuneration they oversee, their connections with 

those people can run deep. 

Verizon's compensation committee, for example, consists entirely of chief executives or former chief executives. 

Three of the fout members sit on other boards with Mr. Seidenberg. When he was on Wyeth's board, Mr. 

Seidenberg helped set the pay of one member ofVerizon's compensation committee, John L. Stafford, previously 

the chairman and chief executive of Wyeth. 

Human resources officials often work closely with the compensation consultants and report directly to the chief 

executives. Then there are the executives themselves, who have been known to make quiet suggestions to their 

directors about their pay, according to board members and compensation experts who spoke about their 

experiences but said they feared retribution if they were identified; 

Mutual fund and pension fund managers, too, regularly vote their shares in favor oflarge grants of stock options 

or restricted stock. 

The potential for conflicts in consulting arrangements can be difficult for outsiders to spot. Even if the consultant 

http://www.nytimes.com/2006/04/1 0/business/1 0pay .html? _r= 1 &oref=slogin&pagewanted... 4/12/2006 



Advice on Boss's Pay May Not Be So Independent - New York Times . Page 5 of9 

is identified, the other work that a consultant's company performs for the compensation client is hard to plumb. 

"I wish we could figure out how to flesh out the conflicts that pay consultants have in the same way we were 

successful in fleshing out the conflicts in Wall Street research," said Richard H. Moore, who as treasurer of North 

Carolina oversees $70 billion. ''This is one of the last pieces that are pure unadulterated conflicts that neither the 

board nor the shareholder is well served by." 

Room for Potential Conflicts 

The only reference to Hewitt Associates in any Verizon filing, for instance, is a letter sent by the company to 

institutional shareholders and attached to a 2004 proxy filing. The letter, written by a Hewitt official, details the 

supplemental executive retirement plan in response to a shareholder proposal that would have required 

stockholder approval of any "extraordinary benefits for senior executives" at Verizon. 

Last year, Verizon's directors described the compensation adviser as an "independent, outside consultant." In this 

year's proxy, the word "independent" is missing. 

The Securities and Exchange Commission has proposed rules on compensation disclosure that would require 

compensation consultants to be identified. But the rules would not force companies to disclose details of other 

services provided by the consulting firm or its affiliates. 

The potential for conflict is reminiscent of that among auditing firms that were performing lucrative consulting 

services related to information technology and tax issues for the same companies whose financial results they 

were certifying. When the S.E.C. required companies to disclose how much they were paying in consulting as well 

as audit fees, the industry was compelled to separate these businesses. 

"Auditors' giving companies tax advice while acting as their independent auditors was clearly crossing the line 

into bad corporate governance in the cases of Enron and Hollinger," said Mr. Hodgson of the Corporat~ Library. 

Referring to pay consultants, he added: "The perception has been growing that it is better that there be a clear line 

of distinction between the people the board hires and the people hired by the corporation:" 

The Conference Board, a nonprofit organization that conducts research and conferences for business leaders, 

issued a report in January suggesting, among other practices, that boards hire their own compensation 

consultants, who have not done work for the company or its current management. The report quoted a former 

chief justice of Delaware, E. Norman Veasey: "Compensation committees should have their own advisers and 

lawyers. Directors who are supposed to be independent should have the guts to be a pain in the neck." 

But according to consultants and directors, compensation committees typically employ a consultant who also . 

works with a human resources executive, the company's chief executive and the chief financial officer. In many 
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. cases, a company's chief executive is present at meetings where the compensation consultant and the human 

resources executive hash out the terms of a package. 

Some compensation committees have started hiring their own pay consultants who do no other work for their 

companies. James F. Reda &Associates, a small pay consultant in New York, founded in 2004, works with some 

of the nation's largest companies on executive compensation issues. But such independence is uncommon. 

In a comment letter to the S.E.C. on its proposed disclosure rules, Mr. Reda noted that all but one of the nation's 

large compensation consultants offered other services. "Most diversified H.R. consulting firms earn more on 

selling other services than on performing compensation consulting services," he wrote. 

Hewitt; Watson Wyatt; Towers Perrin; Pearl Meyer & Partners, a unit of Clark Consulting; and Mercer Human 

Resources Consulting, a unit of Marsh & McLennan, all provide a vast array of services to corporate clients. 

Hewitt, for example, conducted mostly actuarial work when it was founded in 1940. Now, it is much more. 

diversified, operating in 31 countries and providing things like investment services. Of the $2.8 billion in revenues 

at Hewitt in 2005, 71 percent came from its outsourcing business; 29 percent came from its human resources 

consulting unit. 

Typically, only a fraction of a firm's sales come from compensation consulting. Mr. Reda estimates that 

compensation consulting generates less than 2 percent of a diversified firm's revenues. 

Verizon is not the only Hewitt compensation client that uses the firm for actuarial, administrative, investment 

advice or other services. According to filings with the Labor Department, Hewitt has worn two hats in its work for 

Boeing. Maytag. Genuine Parts, Procter & Gamble, Toro, Morgan Stanley and Nortel Networks. 

Because few companies identify their compensation consultant, this list is by no means comprehensive. 

At Verizon, Hewitt is ubiquitous. The company operates Verizon's employee benefits Web sites, where its workers 

get information about their pay, health and retirement benefits, college savings plans and the like. Labor 

Department filings show that Hewitt is actuary for three ofVerizon's pension plans. Hewitt also performed 

extensive work for the two companies - Bell Atlantic and GTE - that merged to become Verizon in 2000. • 

Immediately after the merger, Verizon employed Hewitt to help it assess overall human resources costs. Over the 

years, Hewitt's Web site has offered testimonials from Verizon officials about its services. 

These multiple relationships are no accident. Hewitt calls its offerings "total human resources solutions" that help 

clients manage the costs of their work force efficiently. 

Towers Perrin, Watson Wyatt and Mercer Human Resources make the same pitch. They contend, as Wall Street 

firms once did about stock analysts and investment bankers, that potential conflicts can be managed properly. In a 
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working group report written by corporations and consultants last year for the Conference Board, they argued that 

companies and boards are best served by using a single compensation consultant - less adversarial and lower cost 

- and that the consultant should work closely with the company's management in devising executive pay. This 

argument was rejected in the Conference Board's subsequent report. 

A 'One-Two Punch' 

Brian Foley, an executive compensation expert who operates his own independent consulting firm in White Plains 

and who does not work for Verizon, analyzed Mr. Seiden berg's pay for this article. "If you were a shareholder 

looking at how Ivan did financially, in terms of new stuff, if you didn't know the facts, you would have swon~ they 

had a really good year," Mr. Foley_said. "Bonus up 23 percent and a 40 percent salary increase - that's a one-two 

punch in a year when stockholders are down." 

According to Verizon's proxy, Mr. Seidenberg received his raises last year in part because the company expanded 

"its customer base through innovative products in wireless, broadband, data, video and long-distance services," 

according to the company's proxy statement. In addition, Verizon made significant investments in its network and 

-enlarged its market share. Verizon's annual consolidated operating revenue increased 6 percent, driven by 16.8 

percent revenue growth at Verizon Wireless and 10.5 percent revenue growth in wireline data revenues. 

_ Mr. Reed noted that last year Verizon's board canceled 209,660 restricted shares Mr. Seidenberg was to receive. 

"Ivan and the board have made a series of strategic business choices that are designed to create sustainable long

term shareholder value," he said in an e-mail message. "In 2006, these plans have begun to take root, and our 

shareholders have begun to benefit accordingly:" 

But Mr. Foley pointed to several aspects of Mr. Seiden berg's pay that seem out of sync. One is the low level of 

performance - beginning at the 21st percentile of other companies ~ that generates an incentive stock payout. "If 

you have 100 companies in the sample,as long as you beat 20 of them you start making money," Mr. Foley said. 

"That hurdle is so low it's almost _embedded in the ground." 

Another surprise, Mr. Foley said, was Verizon's contributions to Mr. Seidenberg's retirement plan in recent years. 

"They've put in almost $6 million in four years in new contributions - that goes beyond holy cow," he said. "I look 

at this in the context of all the retrenchment Verizon has made in retiree benefits and medical for the rank-and

file guys." Verizon has frozen future benefits to be paid under Mr. Seidenberg's retirement plan, which had grown 

to $15.2 million by the end oflast year. 

Each year that Mr. Seidenberg has been Verizon's chief executive, a shareholder proposal has appeared on the 

company's proxy that is critical of its executive pay. At this year's meeting, scheduled for May 4, shareholders will 

vote on a proposal that would require that at lea_st three-quarters of stock option and restricted share grants to 

executives be "truly performance-based, with the performance criteria disclosed to shareholders." 
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The company's directors say its incentive pay plans already "provide aggressive and competitive performance 

objectives that serve both to motivate and retain executives and to align their interests with those of the 

companfs shareholders." 

But the Corporate Library study concurred-with Mr. Foley in questioning Verizon's practice of paying bonuses 

even when the company's performance lags well behind that of most companies in its comparison groups. "This is 

not even logical," the study asserted. 

Mr. Reed of Verizon noted that the consultant used by the compensation committee did not certify board actions, 

"but its perspective - which board members may or may not agree with - is one of many inputs considered 

before the board reaches its independent decision." 

On the matter of disclosing the consultant's identity, "We11 continue to look at this issue," he said, "evenif the 

S.E.C. does not adopt new guidelines." 

Gary Lutin, an investment banker at Lutin & Company in New York and an adviser in corporate control c_ontests, 

said: "Paying some friendly consultant $100 million to help you justify the diversion of shareholder wealth to 

managers is just adding another $100 million to the diversion. If you're really trying to be a responsible director, 

you'd never rely on an expert who can't be considered objective." 

Shareholders Speak Up 

Verizon's compensation committee is led by Walter V. Shipley, former chief executive of the Chase Manhattan 

Corporation, and is made up of Richard L. Carrion, chief executive of Banco Popular de Puerto _Rico; Robert W. 

Lane, chief executive of Deere & Company: and Mr. Stafford, formerly of Wyeth. 

None ofVerizon's directors agreed to be interviewed for this article. 

Many of the Verizon directors who are on its compensation committee have also met Mr. Seiden berg at board 

meetings of other public companies. At Wyeth meetings, Mr. Seidenberg encounters Mr. Shipley, who is the 

chairman ofVerizon's compensation committee and who is a member of Wyeth's committee, sitting with Mr. 

Carrion, at least until 2006. 

Mr. Seidenberg sees Mr. Stafford when the board of H'oneywell International meets. Mr. Stafford is chairma~ of 

• Honeywell's compensation committee, which includes Mr. Seidenberg. 

C. William Jones, the president and executive director of BellTel Retirees, a group of 111,500 people, has had 

many meetings with Verizon executives to discuss pay. 

BellTel Retirees have placed four shareholder proposals relating to executive compensation on Verizon proxies in 
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recent years; the organization has won significant concessions from the company after the proposals attracted 

shareholder support. 

Mr. Jones said Verizon executives had always treated him with respect. But the dialogue stops on the subject of 

Verizon's consultant. "I spoke to a senior vice president of human resources and said, 'Who is it?'" recalled Mr. 

Jones, who retired in 1990 with 30 years' service. "He said, 'We have a policy that we do not disclose that 

information.' I don't know what the secret is." 
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