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Executive Summary

The Minnesota Department of Commerce (MNDOC) employed the services of -Risk and
Regulatory Consulting, LLC (RRC) to assist in evaluating the appropriateness of the managed
care plans’ expense allocations to public programs, the appropriateness of established Premium
Deficiency Reserves and the Retrospective Review of Reserves established for such public
programs. This evaluation was conducted in accordance with Executive Order 11-06 Creating
Public Disclosure for Minnesota's Managed Care Health Care Programs issued March 21, 2011
(see Appendix 1) and information was also collected as provided in Minn. Statutes Section
256B.69, subd 9c (see Appendix 2). The public programs are provided by various Managed Care
Organizations, including Blue Plus (hereinafier referred to as “the Company”). The public
programs include: Prepaid Medical Assistance Program (PMAP), Minnesota Senior Health
Options (MSHO), Minnesota Senior Care Plus (MSC+), MinnesotaCare (MNCare) and Special
Needs Basic Care (SNBC).

Expense Allocations — According to the NAIC Accounting Practices and Procedures Manual -
Appendix A-440 — Insurance Holding Companies, transactions within a holding company system
shall be fair and reasonable, in conformity with statitory accounting practices and recorded in a
manner as to clearly and accurately disclose the nature and detail of the transactions, SSAP No.
70 “dllocation of Fxpenses”™ states that any basis adopted to apportion expenses shall be that
which yields the most accurate results and may result from speclal studies of employee activities,
salary ratios, premium ratios or similar analyses.

Blue Plus expenses are allocated to the following cost/profit centers:
¢ Individual Portability-Blue Plus

Blue Plus Small Group

Blue Plus Large Group

Closed Select (HCPP) — Medicare Supplement

PMAP Prepaid Medicaid

MSHO-SecureBlue

MNCare ,

Medical Management PPO
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We observed instances where the Company does not appear to be allocating expenses in
accordance with NAIC Accounting Practices and Procedures Manual - Appendix A-440 —
Insurance -Holding Companies (fair and reasonable). See the “Observations and Findings”

- section for specific examples.

Premium Deficiency Reserves — According to SSAP No. 54 “Individual and Group Accident
and Health Contracts”, when the expected claims payments. or incurred costs, claim adjustment
expenses and administration costs exceed the premiums to be collected for the remainder of a
contract period, a premium deficiency reserve shall be recognized by recording an additional
liability for the deficiency, with a corresponding charge to operations. For purposes of
determining if a premium deficiency exists, contracts shall be grouped in a manner consistent
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with how policies are marketed, serviced and measured. A liability shall be recognized for each
grouping where a premium deficiency is indicated. Deficiencies shall not be offset by anticipated
profits in other policy groupings. Such accruals shall be made for any loss contracts, even if the
contract period has not yet started. ' '

As of December 31,.2.01_1 and 2010, Blue Plus had Premium Deficiency Reserves (“PDR™) ‘(.)f
$32,380,000 and $10,586,000, respectively, covering all lines of business.

A review of the PDR Calculation for the Company’s public programs as of December 31, 2011
was petformed. The Company has two lines of business within the public program category -
PMAP and MNCare. The PDR for these lines of business at December 31, 2011 amounted to
$29,780,000. - '

The PDR caleulations appear conservative and appropriate. The methodology used appears
reasonable and appears to adhere to generally accepted actuarial principles. We did not review
or otherwise audit the data included in the information provided, but only reviewed the

- methodology for reasonableness. Based on claims paid data as of May 31, 2012, the Company

re-estimated its 2011 PDR to be approximately $5,140,000 million lower than originally booked.

Reserves — According to SSAP No. 54 “Individual and Group Accident and Health Contracts”,
claim reserves shall be accrued for estimated costs of future health care servicés to be rendered
that the reporting entity is currently obligated to provide or reimburse as a result of premiums
earned fo date that would be payable after the reporting date under the terms of the arrangements,
regulatory requirements or other requirements if the insured’s illness were to continue.

According to the 2011 Annual Statement, the total claims activity related fo prior years was
$128,995,583, compared to $139,055,206 claim reserves accrued at year end 2010. The
favorable development of unpaid claims has principally been experienced on the MNCare,
Medicaid and MSHO blocks of business. Original estimates are modified as additional
information becomes known regarding individual claims.

Annual Statement

Liability Line |. 12/31/11 12/31/10
Ttemn Description balance balance
1 Claims unpaid .| $ 137,189,025 | $§ 139,055,206
Accrued medical incentive pool and .
2 bonus amounts B 739,661 | § 944 403
3 K Unpaid claim adjustment expenses $ 3012394 1§ 2,849,669
4 Agpregate health policy reserves 3 32,380,000 $ 10,586,000

The Company’s reserving methodology involves the use of the Developmental Method, also
referred to as the Lag Factor Method. The Company utilizes an Oracle program which produces
completion factors using 3-0f-3, 6-of-6, and 12-0f-12 averaging techniques. The Company
indicated estimates do not incorporate implicit margins. The method substitutes per-member



per-month methodology for the most recent one, two, or three months. Estimates also
incorporate a “days in a month” adjustment.

Best estimates are determined by the Company, and then an explicit margin for adverse claim
deviation is applied to the best estimates. A 6.0% margin is used for Blue Plus business, The
Company did not have a formal written policy on margin levels as of December 31, 2011. The
-Company has subsequently developed a formal written policy regarding margin levels. The
Company has worked closely over time with their external auditors in selecting margin levels.

The methodology employed appears ‘reasonable and appropriate. It follows generally accepted
actuarial practice for coverages with a relatively short time-period between the incurral and
payment of claims which includes most health care coverages.

Run-out

The Company provided the files submitted to DHS that show recasts of year-end reserve
estimates using claim data through May of the ensuing year. Based upon the information
provided, the December 31, 2010 estimates for MNCare appear very close to the eventual run-
out. For the December 31, 2011, the original estimates are 2.0% and 3.5% higher for MNCare
and PMAP, respectively, than the run-out for January 2012 through May 2012. The difference in
total is 3.0%. The estimates-appear reasonable. -

Background

Blue Plus (hereinafter referred to as “Blue Plus” or “the Company™) is a Minnesota nonprofit
health maintenance organization which offers health plans and networks throughout Minnesota
to individuals and groups and promotes quality improvement.

Blue Plus is a controlled affiliate of Blue Cross and Blue Shicld of Minnesota (BCBSM), a
Minnesota non-profit corporation. BCBSM serves as the sole corporate member of Blue Plus
and elects a majority of the Board of Directors. '

Under the terms of management agreements, BCBSM supplies substantially all general and
administrative services necessary to Blue Plus’ operations. Blue Plus was charged $64.4 million
in 2011 and $63.0 million in 2010 for these services.

Blue Plus has an administrative services agreement under which BCBSM will provide funds to
Blue Plus to enable it to maintain the statutory or regulatory net worth, deposit and capital and
surplus requirements. In the event Blue Plus incurs operating deficits, BCBSM agrees to
maintain Blue Plus’s capital and surplus for future care and contingencies to enable Blue Plus to
meet statufory or regulatory reserve requirements, provided that BCBSM is not required to make
reserve contributions if BCBSM does not meet its statutory reserve requirements or if the
contributions would cause BCBSM to fall below 2.2 months of its statutory reserve requirements
or as otherwise set forth in the terms of the administrative agreements, As of December 31, 2011
and 2010, Blue Plus’s statutory reserves exceeded minimum statutory requirements,
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Blue Plus has contracted with the Minnesota Department of Human Services (DHS) to provide.

. health care coverage to PMAP and MNCare recipients via a managéd care model.

" Since 2006, Blué Plus has contracted with the Centers for Medicare and Medicaid Services

(CMS) as a Special Needs Plan under the Medicare Advantage program. The contract is part of
a program sponsored by DHS called MSHO for beneficiaries age 65 and older who are eligible
for DHS Medical Assistance and Medicare Parts A and B.

Public. Programs administered by DHS and Minnesota Department of Health (MIDH)
provided by Blue Plus:

PMAP

PMAP, also known as Medical Assistance (MA) is a health care program for families, children,
pregnant women, adults without children who meet certain income limits and people who have
disabilities. PMAP is Minnesota’s Managed Care Medicaid program. There is no monthly fee,
but enrollees may need to pay small co-pay for some services.

In 2011, Blue Plus provided coverage to PMAP members in 60 of the 65 counties that are
available for prepaid health care contracting. Blue Plus has appr oximately 21% of the statewide
PMAP market share. See Appendix 5 for the PMAP health plan choices by county.

Medicaid Expansion

Beginning in 2011, PMAP also includes Minnesota Medicaid Expansion. Starting March 1,
2011, additional low income adults became eligible for Medicaid benefits when Minnesota
expanded the Medical Assistance program. The federal Affordable Care Act (ACA) requires
states participating in Medicaid, known in Minnesota as MA, to expand coverage to certain
adults who meet specific criteria effective January 1, 2014. The ACA permits states to
implement this expansion beginning April 1, 2010. :

The 2010 Minnesota Legislature amended state law allowing the governor to authorize coverage
of this population by Jan. 15,2011. Gov. Mark Dayton signed an executive order Jan. 5, for
implementation of MA expansion by March 1. The CMS approved the state’s plan in February of
2011.

The expansion provides federal matching funds — $826 million for the 2012-2013 biennium —
for health care previously funded with only state dollars through MNCare and General
Assistance Medical Care (GAMC). The GAMC program ended Februaly 28, 2011. Enrollees

were automatically moved to MA, Minnesota's Medicaid program.

MSC+
MSC+ is a health care program for senjors 65 and olde1 who qualify for Medical Assistance
(Medicaid) and are not enrolled in Medicare. There is no monthly fee, but entollee may need to
pay small co-pay for some services. In 2011 Blue Plus provided coverage to approximately 25%
of the statewide MSC+ enrollment See -Appendix 7 for the MSC+ health plan choices by
county.
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MNCare

MNCare is a program for childten, adults and seniors who don’t have access to affordable health
care coverage, but do not meet the eligibility requirements for Medical Assistance (Medicaid).
Working adults who are unable to get health care coverage through an employer may qualify.

MNCare provides subsidized coverage for individuals and children who are not covered by
group insurance and not eligible for Medical Assistance. In 2011 Blue Plus provided coverage to -
approximately 38% of the statewide MINCare enrollment and is available in' 86 of Minnesota’s
87 counties. See Appendix 6 for the MNCare health plan choices by county.

Public Programs Integrated with Federal Programs provided by Blue Plus

MSHO

MSHO is a health care program that combines separate health programs and support systems into

one health care package. It is for people ages 65 and older who are eligible for Medical

Assistance (MA) and enrolled in Medicare Parts A and B. In 2011 Blue Plus had approximately

27% of the statewide MSHO enrollment. See Appendlx 8 for the MSHO health plan choices by -
county. _

SNBC Integrated 7
SNBC is a managed care program for individuals with disabilities. SNBC contracts include

agreements for MCO’s 1o cover the cost of medical assistance co-pays and deductibles for
SNBC. SNBC enrollees may have to. pay Part D drug co-pays since Medicare does not allow
waivers, unless the enrollee is in an institution. Blue Plus offers a SNBC plan which is integrated

. with Medicare Benefits for eligible enrollees (SNBC Integrated). See Appendix 9 for the SNBC

health plan choices by county Also, the Special Needs Basic Care (SNBC) confract between
Blue Plus and DHS that is identified on page 6 ended on 12/31/10 (such that any 2011 activity is
simply related to run out of the program).

Public Programs managed by CMS and provided by Blue Plus
Medicare + Choice |

Medicare + Choice is a managed care plan for individuals who are over 65 years old and are
eligible for Medicare Part A and Part B.

Private Programs provided by Blue Plus

Commercial
Commercial Programs are managed care plans for individuals, families, and groups.

Other
Blue Plus provides Medical Management and Administrative Service Confracts (ASC) for Self-
Insured Groups. o



Observations & Findings

Note, this review is not considered a statutory examination but a special review requested by the
Governor. Therefore, observations and findings within this report are not necessarily violations
of Statutory Accounting Principles or State law. The objective of the review is fo report the facts -
as observed and make recommendations where deemed to be appropriate. The following
represents our key observations and findings:

Observations:

1.

Blue Plus made-a $10 million cash contribution to the Blue Cross Blue Shield Foundation
on Decerriber 29, 2011.

The entire $10 million contribution was included in Column 13 “Med Mgmt” line 21
“general administrative expenses” of the MN Supplement Report #1. The Blue Plus
Medical Management “Med Mgmt” program relates to services performed by Blue Plus
for the Northern Plains Alliance, a group of six Blue plans covering the seven state region
including NE, ND, MT, WY, MN, IA, and SD. These services include managing the
business functions for the Northern Plains Alliance related to case management,
utilization management, nurse phone line, disease management and select quahty
improvement func‘uons

RRC reviewed how salaries were allocated to the Company’s public and non public
programs, including the salaries of its executives. Blue Plus allocates executive
management expenses based on an “executive allocation statistic”. According to the
Company, each executive's allocation rule is determined by collaboration between the
Finance arca and the executives. The allocation is based on member months and a
weighting factor for each executive. The Company was not required to, and did not, cap
exccutive salaries prior to allocating them to the public programs or any other proglams
administered by the Company.

Blue Plus was asked to perform a re-estimation of PDR using actual experience that was
available. Based on claims paid data through August 31, 2012, the Company re-
estimated its 2011 PDR to be approximately $5,140,000 million lower than originally
booked at December 31, 2011.

‘The Company provided a listing of profit centers for Blue Plus and BCBSM that are

considered “government programs”. Not all profit centers were allocated government-
related expenses.

In reviewing the Company’s expenses and allocations, it was noted Blue Plus does not
have a separate profit center established for MSC+.

There are three separate cost centers for IHM-GP. These include case management,
disease management and utilization management. According to the Company, these cost



centers provide care management for government program members. This cost center
also includes staff that performs access management for commercial business. Costs are
allocated based on a fixed percentage determined from staffing. Blue Plus government
programs PMAP, MSHO and MNCare are allocated app10x1mately 99% of these costs.
BCBSM government programs are allocated the remaining 1%. .

7. PMAP & MNCare were allocated approxirnately $330,000 of expenses in 2011 for cost
center 12600 “Virginia Comimercial Claims”. PMAP & MNCare were allocated
approximately $35,000 of expenses in 2011 for cost center 89300 “Commercial Accounts
Large Group”. The Company indicated the naming convention for Cost center 12600 is
“Virginia Commercial Claims” but staff in this cost center also work on government
claims, including PMAP and MNCare. The different types of claims are identified within
a claims fracking system. There also is a cost center “Virginia Government Claims”
which is 100% dedicated to goverhment claims. As claim volume fluctuates throughout
the month, in addition to having individuals in the government claims cost center work
overtime, individuals within the Commercial claims cost center are utilized when needed.

8. The Company allocates costs to the Printing & Postage -cost center based on a total
membership statistic. Blue Plus was allocated approximately $1.0 million of printing &
postage expenses in 2011. Approximately $875,000 was allocated 'to PMAP and
MNCare. This is in addition to cost center “Printing & Postage — Govt” 2011 expenses
of $356,000, of which $330,000 was allocated to PMAP and MNCare. The Company
indicated the Printing & Postage cost center contains the cost of transactional print and
postage that is business critical. The Company indicated the Printing & Postage —
Government cost center contains the cost of marketing print and postage. The Company
indicated the membership statistic is utilized due to the volume of transactions.

Findings:

1. Maiketing and Corporate Communications

Fmdmg

The Company allocates Marketing & Corporate Communications expenses based on total MN
membership statistics. This includes all Blue Plus profit centers except Med Mgmt. Blue Plus
was allocated $1.4 million of Marketing & Corporate Communications expenses in 2011. Of
this amount, PMAP and MNCare were allocated approximately $1.2 million in 2011.

BCBSM runs a variety of ads including their “Do” campaign on local TV stations. These ads do
not target Blue Plus or the public programs. . The Company indicated the expenses within the
Marketing and Corporate Communications cost center are not specific to any one segment but
are for business overall. Blue Plus was allocated 11.4% (10% to PMAP and MNCare) of the
following December 2011 expenses (partial listing): .

o $1.0 million - Haworth (TV ads)
e $133,922 — Twins Ballpark Sponsorship



In addition to direct expenses, Blue Plus was also allocated a portion of “Tier 1” expenses for
payroll, benefits, travel, rent, etc. within the “Marketing & Corporate Communications” account,
“Tier 1” expenses spread overhead-fype costs to the cost centers. - These costs include human
resources, payroll, benefits, travel, bu11d1ng services, rent, depreciation, mail services, voice/data
systems and local area network.

According to the Medical Assistance (PMAP) and MINCare contract between Blue Plus and DHS
section 3.2.4 “Marketing Materials™:

(C) Except through mailings and publications as set forth below, the MCO and any of its
subcontractors, agents, independent contractors, employees and Providers, is restricted from
Marketing and promotion to Recipients who are not envolled in the MCO. This restriction
includes, but is not limited to: telephone marketing, face-to-face marketing, promotion, cold-
calling andfor direct mail marketing.

(2) Mailings to rec'szients' The MCO may make no more than two mailings per calendar
year to Enrollees of the MCO covered under this Contract or potentiol Enrollees who
- reside in the MCO’s Service Area '

a) The MCO may distribute brochures and display posters at physician offices
and clinics, informing patients that the clinic or physician is part of the
MCO’s provider network...
b} The MCO may provide health education materials for Enr ollees in Provzders
offices.
Recommendation:
The Company should allocate only those direct expenses allowed by the contract to PMAP and
MNCare public programs.

2. Affiliated Medical Center Covenant

Finding:

Affiliated Medical Centers, P.A. (AMC) entered into an Affiliation and Capitalization agreement
with BCBSM and Blue Plus on December 21, 1993. The agreement calls for total principal
payments from BCBSM to AMC in the amount of $9,912,754. The amount is being amortized
over a thirty year time peiiod on a straight line basis; each year BCBSM allocates to Blue Plus
$330,425 ($9,912,754 / 30) of amortization expense related to this agreement. Of this amount,
46% is allocated to PMAP, 27% to MNCare, 21% to MSHO and the remaining 6% to Blue Plus
Commercial. BCBSM is not allocated any portion of the amortization expense. The amortization
expense is included in general administrative expenses. The Company did not provide a
complete copy of the agreement between the parties nor a description of the nature of the
services or activities underlying the agreement. Based on the information provided by the
Company, it is unclear how the agreement specifically relates to the public programs.



Recommendation: _

The Company should only allocate expenses that can be shown to divectly relate to the public.
programs. Any portion not allocable to the pubhc programs should be allocated to other
programs or entities, 1ncIud1ng BCBSM.

3. Mankato Covenant

Finding: S

The Company entered into an agreement with Mankato Clinic. We were not provided the first -
- 19 pages of the agreement or the last pages of the agreement. The agreement calls for total
plincipal payments from BCBSM/Blue Plus to Mankato in the amount of $8,000,000. The
amount is being amortized over a twenty year time period on a straight line basis; each year
BCBSM allocates to Blue Plus $200,000 ($8,000,000 / 20) of amortization expense related to
this agreement. Of this amount, 46% is allocated to PMAP, 27% to MNCare, 21% to MSHO
and the remaining 6% to Blue Plus Commescial. BCBSM is also allocated $200,000 of the
amortization expense. The amortization expense is included in general administrative expenses.
The Company did not provide a complete copy of the agreement between the parties nor a
description of the nature of the seivices or activities underlying the agreement. Based on the
information provided by the Company, it is unclear how the agreement specifically relates to the
public programs.

Recommendation:

The Company should only allocate expenses that can be shown to directly relate to the public
programs. Any portion not allocable to the public programs should be allocated to other
programs or entities, including BCBSM. '

4, Government Program Management

Finding:

Allocation to this cost center is based on a fixed percentage statistic. The following costs were
included in this cost center: payroll, benefits, car insurance allowance, meals, cell phones and
travel. These were in addition to the Company’s allocation of “Tier 17 expenses. The Company
also included various fees to attend exhibits & conferences in MN as expenses. These exhibits
and conferences tfarget the public programs. The Company indicated this cost center also
includes sales promotion and travel related to the PMAP, MSHO and MNCare programs. This
appears to be in violation of the PMAP and MNCare contract between the Company and DHS.

Expenses in 2011 for this account were approximately $720,000. Thete were no allocations to
the BCBSM government programs. Expenses were allocated entirely to the followmg Blue Plus
profit centers:

e 150100 PMAP

s 150200 MSHO

e 160100 MNCare

According to the Medical Assistance (PMAP) and MNCare contract between Blue Plus and DHS
section 3.2.4 “Marketing Materjals”:

10



. (C) Except through mailings and publications as set forth below, the MCO and any of its
subcontractors, agents, independent contractors, employees and.Providers, is restricted fiom
Marketing and promotion fo Recipients who are not enrolled in the MCO. This restriction
includes, but is not limited to: telephone marketing, face-to-face marketing, promotion, cold-
calling and/or direct mail marketing.

Recommendation: ' _ '
The Company should allocate only those expenses allowed by the coniract to PMAP and
- MNCare programs.

5. Gov’i Prog Business Strategy & Development

Finding:

Costs are allocated based on a fixed percentage statistic. Blue Plus profit centers (PMAP,
MSHO and MNCare) are allocated apprOXImately 74% and BCBSM profit centers are allocated
26%.

Blue Plus was allocated $1.1 million of costs in 2011. It was noted Blue Plus was allocated 74%
of a $37,000 Medicare Parts C&D audit. PMAP and MNCare were allocated approximately
$10,000 of the Medicare Parts C&D audit. Medicare Parts C&D do not involve PMAP and
MNCare.

Recommendation: _
The Company should allocate only those government expenses that ditectly relate to the public
programs. '

6. Lobbyving Expenses

Finding:
PMAP & MNCare were allocated app10x1mately $67 000 of expenses in 2011 for cost center
80503 “MN Lobbying”.

PMAP & MNCare were allocated approximately $21,000 of expenses in 2011 for cost center
80504 “Federal Lobbying”.

According to the Medical Assistance (PMAP) and MNCare contract between Blue Plus and DHS
Atticle 15 “Lobbying Disclosure”:

The MCO certifies, that, to the best of its knowledge, understanding, and belief; that:

(4) No Federal Funds Used. No Federal appropriated funds have been paid or will be -
paid in what the undersigned believes to be a violation of 31 US.C. § 1352, by or on
behalf of the undersigned, to any person for influencing or atfempting to influence an
officer or employee of an agency, Member of Congress, an officer or employee of
Congress...

11



(B) Other Funds Used. If any funds other than Federal appropriated funds have been
paid or will be paid to any person for influencing or attempting to influence an officer
or employee of any agency, a Member of Congress, an officer or.employee of
Congress or an employee of a Member of Congress in connection with this Federal

~contract, grant, loan or cooperative agreement,, the undersigned shall complete and
submit Standard Form-LLL, “Disclosure Form to Report Lobbying,” in accordance
with its instructions.

(C) Certification. The undersigned will require that the language of this certification be
included in the award documents for all sub-awards at all tlers (including
subcontractors, sub-grants and comtracts under grants, loans, and cooperative
agreements) and will requived that all sub-Recipienis certify. and disclose
accordingly. Submission of this certification is a prerequisite for making or entering
into this transaction imposed by 31 US.C. § 1352. Any person who fails to file the

- required certification shall be subject to a civil penaliy of not less than 310,000 and
not more than $100,000 for each such failure.

Recommendation: _
‘The Company should allocate only those lobbying expenses that directly relate to the public
programs and report fhem in accordance with the contract.

- Scope and Procedures Performed

In accordance with Work Order Contract No. 47132 the specific tasks for which RRC was
charged with are I1sted below.

1. Compare the PMAP detail which is provided to the Department of Human Services to the
Minnesota Supplement Report filed with the Minnesota Department of Health. :

RRC obtained the Minnesota Supplement Report #1 filed with the MDH and compared this
to the PMAP deiail provided to the DHS. An example of the Minnesota Supplement Report
#1 can be found in Appendix 3. The following PMAP detail was obtained directly ﬁom the
Minnesota Szg?plemenr Report #I

12
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NAIC Descritption . . 201
Prepald Medical Prepald Medical
Assistance Program | Assistance Program
{PMAF} (FMAF)
| REVENUES:

1 Member Months 819,268 260,181

2. Net Prermlum Income 367,274,272 431,682,131

3 Change [nunearned premium reserves and serve for rate crecdits

4 Fee-for-service

5 Riskrevenue

6 Aggregate write-ing for other health care related revenuss (Line 699)

7. Aggregate write-ins for other non-health revenues (Line 799)

8 TOTAL REVENUES (Lines 2 through 7) 367,274,272 I 431,682,131
EXPENSES:

9 Hospital/medical benefits 250,584,703 306,005,630
10 Other professlonal services 11,341,827 14,644,998
11 Outside reforrals 299,777 375,036
12 Bmergency room and out-of-area 9,305,909 12,208,849
13 Prescription drugs 27,584,606 41,801,180
14 Aggregate wrlte-ins for other hospital and medical expenses {Line

1499)

18 Incentive Pool and Withhold Adjustments .
16 TOTAL EXPENSES (Lines 9 through 15) 299,116,822 375,035,601
LESS:
17 Nef relnsurance recoveries
18 Total hospltal and medical {Lines 46 minus 17) 200,118,822 375,035,601
19 Non-health cllalms
20 Clalms adjustment expenses 17,230,940 18,017,149
21 General adminlstrative expensos ' 14,504,082 18,258,796
22 Increase in reserves for life, accident and health contracts, - 19,729,000
23 Total underw riting dedustions (Lines 18 through 22) 331,041,844 429,040,645
24 Net underwriting galn or (loss}{Lines 8 minus 23) 36,232,428 2,641,586
25 Net investment Income earned 5,006,125 6,113,955
26 Net realized captial gains or {losses)

{27 Netinvestment gains or (losses)(Lines 25 plus 26) 5,096,126 6,113,955
28 Net gain or (loss) fromagents' er premiumbalances charged off
29 Aggregate write-Ins for other income or expenses (Line 2608)
a0

sy e efrs oo

31 Federa! and forelgn income taxes incurred
32 Net income (loss) (Lines 30 minus 31) 41,328,554 8,765,641

The 2011 PMAP detail provided agreed to the 2011 Blue Plus MN Supplemental Report #1.

RRC noted the programs reporied in the PMAP columns varied from 2010 to 2011,




" Tke PMAP column consisted of the following programs in the 2011 MN Supplement Report

#1:

" PMAP (Non senior.s*)
Medical Assistance
GAMC run-out
Medicaid Expansion .

. e & & @»

The PMAP column consisted of the followfng programs in the 2010 MN Supplement Report
#1: '
o PMAP (Non seniors)
MSC+

The 2011 PMAP member months, revenues and expenses are higher in 2011 for various
reasons. According to the Minnesota Department of Human Services website, the GAMC
program ended February 28, 2011. Enrollees were automatically moved to Medical
Assistance (MA), Minnesota's Medicaid program. In 2010, the GAMC program information
‘was reflected in a column separate from PMAP. In 2011, Minnesota participated in the
- Medicaid Expansion, as explained earlier in this report.

. Verify the Minnesota Supplement Report #1 was completed in accordance with all
instructions currently effective set forth by the Minnesota Department of Health,

RRC obtained the Minnesota Supplement Report #1 instructions. An example of the
Minnesota Supplement Report #1 can be Jfound in Appendix 3 and the instructions can be
fbund in Appendix 4.

The instructions state: “All financial information in reports 1-7 should veconcile with the
applicable statement, exhibit or schedule data contained in the NAIC Annual Statement health blank
Jiling.” The Minnesota Supplement Report #1 reconciles to the annual statement.

The instructions also state the primarj MN Statute reference for MN Supplement Report #1 is
$62D.08. See Appendix 2 for §62D.08.

. Perform an analytical review comparing the 2010 and 2011 MN Supplement Reports and
research any significant fluctuations.

An analytical review was performed comparing the 2010 and 2011 MN Supplement Report
#1. Any fluctuations greater than 20% and the individual program's materiality were
identified and sent to. Blue Plus for an explanation. Materiality was calculated for the
individual programs based on 5% of the individual programs' 2011 net income (rounded).
Le. materiality for MSHO = $34,173,338 (2011 net income) * 5% = $1,708,667 rounded to
$1,709,000. :

The Company provided a response to the significant fluctuations. The majority of the

Company's responses appeared reasonable. The following fluctuations were nofed as
unusual:
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Reserves

According to the 2011 Notes to the Financial Statement, reserves for claims attrzbutable to
the events of prior years have decreased from $139,055,277 in 2010 to $128,995,583 in 201 1
as a result of re-estimation of unpaid claims and provider settlement liabilities. The
Javorable development of unpaid claims has principally been experienced on the MNCare,
Medicaid (PMAP) and MSHO blocks of business. This development is the result of ongoing
analysis of the reserves based on recent claim Yrends. Original estimates are modified as
additional information becomes known regarding the block of business.

According to the MN Supplement Report #1, the PMAP PDR went from $0 in 2010 to $19.7
million in 2011, The Company indicated the deficiency reserve shown on this line for PMAP
Is the value of the expected loss in the following year for this line of business. As of
December 31, 2010, Blue Plus did not anticipate a loss in 2011 for the PMAP line of
business, and therefore did not hold a deficiency reserve. However, as of December 31
2011 Blue Plus antzczpated a $19.7 million loss.

Accordmg to the MN Supplement Report #1, the MNCare PDR increased $6.6 million in
2010 and $3.5 million in 2011. The Company indicated that as of December 31, 2010, Blue
Plus anticipated a $6.6 million loss in 2011 for the MNCare line of business. As of December
31, 2011 Blue Plus anticipated a $10.1 million loss in 2012 resulting in an increase in the
deficiency reserve of $3.5 million.

Med Management Expenses
The general administrative expenses in Column 13 "Other: Med Manogement" of the MN

Supplement Report #1 increased from 8764,000 ir 2010 to §10.3 million in 2011. The large
increase in administrative expenses was due to a $10,000,000 contribution from Blue Plus to
the Blue Cross and Blue Shield of Minnesota Foundation made in 2011.

Capital Gains _
In 2011 Blue Plus had net realized capital gains of $10.3 million. All of the capital gains

were included in the "Med Management" column. The Company indicated they did not
allocate capital gains but vather included the entire balance as "Med Managemeni/Other” in
column 13 of the MIN Supplement.

. Review (by total) the MN Supplement Report to the Expenée page of the Statutory Annual
Statement. Review the expense categories in terms of:

e Expense allocation between legal entities is consistent with the Statement of Statutory
Accounting Principles Appendix A-440 (fan and reasonable) and SSAP No. 70
“Allocation of Expenses”.

e Identify expense allocation between public and private programs.
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e Perform analytical review and/or testing by sampling various expense categories to
determine if expenses were accounted for in accordance “with the entity’s expense
allocation agreements and guidelines.

We obtained the 2011 expense detail from Blue Plus. The $92,225,977 expense detail
provided was agreed to the Underwriting and Investment Exhibit Part 3 - Analysis of
Expenses in the 2011 annual statement for completeness. We sorted the allocated expense
amounts from largest to smallest and chose the 10 largest allocated expenses. In additior to
these 10 largest expenses, 4 additional expenses were chosen judgmentally consisting of 2
PMAP expenses in addition to an IT expense and a government program expense. These
were chosen to specifically review the Company's allocation process. For all of the
expenses, we chose the smallest and largest month to review.

In addition to the allocated expenses, Blue Plus has expenses they do not allocate across
programs. All of these expenses were chosen to review the Company's criteria and
documentation.

Blue Plus Cost Allocation Process :

Administrative expenses are recorded in organizational cost centers where the costs are
incurred. At the end of each month, these costs are allocated out in a series of stages called
“tiers”. When all of the allocation tiers are complete, all administrative expenses have been
allocated to customer/products cost centers.

Tier 1 allocations spread overhead-type cosis to other organizational cost centers. Cost
centers such as human resources, benefits, building services, mail services, voice/data
systems and local area network are allocated in Tier 1. Allocations statistics used in Tier 1
include headcount, square feet and others.

Tier 2 allocations are performed mainly on cost centers with multiple functions. An example
is a dedicated cost center that provides membership, claims processing and customer service
Sunctions. Tier 2 allocations are based on fixed percentages determined through information
obtained from cost center managers. In many instances, time reporting or staffing levels are
used to validate the cost allocations. :

Tier 3 allocates administrative expenses to customer/product cost centers. The allocations
from each of the cost centers are defermined from information veceived from cost center
managers. Each cost center is allocated to the appropriate receiver customer/product cost
centers based on a cost allocation method. Cost allocation methods include fixed
percentages and variable statistic allocations. Allocation statistics used in Tier 3 include
memberkhip counts, claim counts, contract counts and others.

In addition to the cost center allocation process, there are two other methods used to allocate
expenses. If a cost center incurs an expense that should not follow the allocation method used
Jor the cost center as a whole, the expense may be allocated via a special general ledger
account or a real internal order. Special general ledger accounts are established to allocate
an expense to a company or a select group of customer/product cost centers. Real internal
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orders are set up to allocate an expense to a single customer/product cost center. The
expense 1s coded to the real internal order and then allocated directly to the approprzare
customer/prodiict cost center,

In reviewing the Company’s expenses and allocations, it was noted Blue Plus does not have a
separate cost/profit center set up for MSC+ business.

See the “Observations and Findings” section for details on specific expense accounts that
did not appear to be accounted for in accordance with the Company’s expense allocation
agreements and guidelines and in accordance with Appendix A-440 (fair and reasonable)
and SSAP No. 70 “Ailocation of Expenses”.

. Verify appropriateness with regards to the establishment of any PDR allocated to the public
programs,

As of December 31, 2011 and 2010, Blue Plus had PDR of 332,380,000 and $10,586,000,
respectively.

A review of the PDR Calculation for the Company's public programs as of December 31,
2011 was performed. The Company has two lines of business within the public program
category - PMAP and MNCare.

The PDR calculation develops a contribution margin for each market segment based on
- forecasted results in each entity’s business plan.

Premiums
minus Claims
minus Taxes & Assessments
minus Administrative Expenses

Policy reserves are subtracted, if applicable, from the amount calculated above fo arrive at
the PDR. :

The Company does not include investment income in the PDR calculations. Blue Plus
received permission from the Minnesota Department of Commerce to exclude investment
income from the PDR calculation.

The original calculation results in a PDR of $29,780,000 as of December 31, 2011.

The PDR calculations appear reasonable and appropriate. The methodology used appears
reasonable and appears to adhere to generally accepted actuarial principles. We did not
review or otherwise audit the data included in the information provided, but only reviewed
the methodology.
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The Company combines PMAP and MNCare (i.e., Public Programs) for the purpose of
determining a need for a PDR. Statement of Statutory Accounting Principle (“SSAP”) No.
54, paragraph 18 states:

“For purposes of determining if a premium deficiency exists, contracts shall be
grouped in a manner consistent with how policles are marketed, serviced and
measured.” o

The Company has a single contract with the State of Minnesota, acting through its
Department of Human Services for PMAP and MNCare. Further, the Company represented
fo us that its grouping is a result of the residing Company of the business, underwriting
methodology and marketing method, It is an approach consistent with that seen during the
Financial Examination as of December 31, 2010. As of December 31, 2011, combining
results for these two lines of business did not impact the need for or magnitude of a PDR.
The Company projected negative operating income for both programs for the calendar year
2012.  In the Décember 31, 2010 Financial Examination, the Company had projected an
operating loss for MNCare and an operating gain for PMAP. These resulls were combined
and the resulting PDR was less as opposed to viewing the line of business independently
since the PMAP operating gain partially offset a portion of the MNCare operating loss.

From the information provided, it appears that the grouping PMAP and MNCare appears
reasonable and appears to follow SSAP No. 54. '

Blue Plus was asked fo perform a re-estimation using actual experience thal was available.
It is noted that the original estimates include an expense item titled “Additional
Administrative Allocation for 2012 Sirategic Spend”. The “Additional Administrative
Allocation for 2012 Strategic Spend” amounts were $861,000 and $511,000 for PMAP and
MNCare, respectively. The revised estimates do not include an amount for “Additional
Administrative Allocation for 2012 Strategic Spend”. The following page shows the original
estimates, revised estimates, and the differences. It appears that experience is emerging
better than the original estimates. Based on claims paid data as of May 31, 2012, the
Company re-estimated its 2011 PDR to be approximately 35,140,000 lower than originally .
booked.

. Perform retrospective review of reserves established for public programs at year end 2009,
2010 and 2011. ‘

The Company’s reserving methodology involves the use of the Developmental Method, also
referred to as the Lag Factor Method. The Company utilizes an Oracle program which
produces completion factors using 3-0f-3, 6-0f-6, and 12-9f~12 averaging techniques. The
Company indicated the estimates do not incorporate implicit margins. The method
substitutes per-member per-month methodology for the most recent one, lwo, or three
months. Estimates also incorporate a “days in a month” adjustment.

Best estimates are determined by the Company, and then an explicit margin for adverse
claim deviation is applied to the best estimates. 4 6.0% margin is used for Blue Plus
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business. The Company does not have a formal written policy on margin levels. The
Company has worked closely over time with their external auditors and MNDOC in selecting
reasonable margin levels. The explicit margin is the same as applied for 2010. It is
considered reasonable by the Company’s audztors a similar conclusion as drawn during the
2010 Exammatzon by MNDOC.

The methodology employed appears reasonable and appropriate. It follows generally
acecepted actuarial practice for coverages with a relatively short time-period beiween the
incurral and payment of claims which includes most health care coverages.

. Compare the 2010 run-out provided to the Department of Human Services in 2011 to the
retrospective review of reserves.

The Company provided the files submitted to DHS that show recasts of year-end reserve
estimates using claim data through May 31, 2012. The following tables summarize these
results. Initiol estimates do not include margin for adverse claim deviation.

: " Blue Plus
Unpaid Claim Liabilities as of December 31, 2010
" Data Through May 2012

Initial Paid-on- Remaining

: Estimate Incurred Reserve

MNCare Adults w/o Children  $12,007,518  $12,007,310 - $208

MNCare Families and 9,368,257 9,367,959 . 298
Children

MNCare Total 821,375,775  $21,375,269 8505

PMAP Expansion™ $0 $0 $0

PMAP F&C - 27.691,866 27,661,186 30.680

PMAP Total 827,691,866  $27,661,186 $30,680

* Starting March 1; 2011, additional low income adults became eligible for Medicaid
benefits when Minnesota expanded the Medical Assistance program (PMAP Expansion),
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Blue Plus
Unpaid Claim Liabilities as of December 31, 2011
Data Through May 2012

Initial - Paid-on- Remaining
Estimate Incurred Reserve
MNCare Adults w/o Children 36,523,676 $6,399 392 $124,284
MNCare Families and 10,172,552 9,977,054 195,497

Children . . :
MNCare Total 816,696,228  $16,376,446 $319,782
PMAP Expansion 811,607,203  $11,064,170 $543,033
PMAP F&C 31,846,126 30,934,634 911,492
PMAP Toial ' 843,453,329  $41,998,804 81,454,525

#  Based upon the information provided, the December 31, 2010 estimates for MNCare appear
very close to the eventual run-out. For the December 31, 2011, the original estimates are
2.0% and 3.5% higher for MNCare and PMAP, respectively, than the run-oul for Jonuary
2012 through May 2012. The difference in total is 3.0%. If was concluded that a majority of
run-out has emerged in the first five months of 2012, with a small amount of run-out expected

" yet to be incurred. The estimates as of December 31, 2011 appear reasonable.

Beginning in 2008, the C‘ompany began to slow clazm payment speed as a cash Sflow
management technique while still abiding by appropriate prompt payment rules and
regulations. A reserve is held for these held claims, which are referred to as Special
Reserves. With this approach, the Company has partitioned the Unpaid Claim Liability into
2 components: (1) Incurred But Nof Reported Liability, and (2) Reported But Not Paid.
Liability. Special Reserves fall into category (2). The Company removes “held claims” when
developing the claim lag reporis which are used to develop the IBNR liability estimates. The
change in the Company’s claims payment speed was reviewed in detail during the 2010
examination by MNDOC and no specific concerns were noted.
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Appendlx 1 — Executive Order 11-06

This do¢urnait Is thade avalldhie eléckranicatly by the Minnescta Leglslative Rérerenqe Library as part of an
argoing digital archiving profect. hitp:#ww.|ép.state.mn.usilifexecordersfonecorders.asp

STATE OF MINNESOTA

EXECUTIVE DEPARTMENT
‘%%fﬁh"‘.ﬁf.”"

i L
&

MARK DAYTON
GOVERNOR

Fxecutive Order 11-06

Creatiﬁg Public Disclosure for
Minnesota’s Mamiaged Care Health Care Programs

Y, Mark Dayton, Governor of the State of Minnesota, by virtue of the authority vested
inme by the Constitution and applicable statutes, do hereby issue this Executive Ovder;

‘Whereas, over 500,000 Minnesotains receiving public health insurance coverage are
entolled in managed care; and

Whereps, the State spends approximately $3 billion annually on purchasing health care

; . from managed care plans for state public programs; and '

Wherens, it is eritical for public trust that Minnesota’s taxpayers understand how public
dollars for health care are being used; and

Whereas, the State needs greater disclosure and accountability of managed care plan
spending on health care and long-term care services and administrative expenses for state
public programs; .

Now, Therefore, F hereby order the Commissioner of Human Services to:

L Establish a managed care website for all publicly available information and reports
that relate to the managed care procurement, financials, health outcoime performance
measutes, coniracts, and other public information for state public progratms.

2, Develop an arinual comptehensive managed carve report in consultation with the

Commissioners of Health and Commerce that includes detailed information on
administrative expenses, premivm revenues, provider payments and reimbursement

1
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rates, contributions fo.rgserves, entolles quality measures, gervice costs and
utilization, enrollee neeess to services, capitation rate-setting and risk adjustment
methots, and managed caré piocttement and contracting pracesses.

3. Submit data from the managed care plans for slate public programs to the

Comnijssioner of Comnmerce so that regular financial audits of data will be
conducted,

Under Mimnesota Statutes, section 4.035, subdivision 2, this Executive Order is effective
15 days after publication in the State Register arid filing with the Secretary of State,

In Testimony Whereof, [ have sct iy hand on March 23, 20i 1.

e,

Mark Dayl‘gn
Goverhor

Tiled According to Law;

% | |
M é: 3,
frw iy

Mark Ritchie ' N BN
Secretary of State . /
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Appendix 2 — Minnesota Statutes §62D.08 and 256B.69, subd 9c
62D.08 ANNUAL REPORT.

Subdivision 1. Notice of changes.

A health maintenance organization shall, unless otherwise provided for by-rules adopted by
the commissioner-of health, file notice with the commissioner of health prior to any modification .
of the operations or documents described in the information submitted under clauses (a), (b}, (e),
(0, (&), (1), G), (I}, (m), (1), (0), (p), (q), (1), (8), and (t) of section 62D.03, subdivision 4. If the
commissioner of health does not disapprove of the filing within 60 days, it shall be deemed
approved and may be implemented by the health maintenance organization,

Subd. 2. Annual report required.

Every health maintenance organization shall annually, on or before April 1, file a verified
report with the commissioner of health covering the preceding calendar year. However, utilization
data réquired under subdivision 3, clause (c), shall be filed on or before July 1.

Subd. 3. Report requirements.

Such report shall be on forms prescribed by the commissioner of health, and shall include:

(a) a financial statement of the organization, including its balance sheet and l'éceipts and
disbursements for the preceding year certified by an independent certified public accountant,
reflecting at least (1) all prepayment and other payments received for health care services
rendered, (2) expenditures to all providers, by classes or groups of providers, and insurance
companies or nonprofit health service plan corporations engaged to fulfill obligations arising out
of the health maintenance contract, (3) expenditures for capital improvements, or additions -
thereto, including but not limited to construction, renovation or purchase of facilities and capital
equipment, and (4) a supplementary statement of assets, liabilities, premium revenue, and
expenditures for risk sharing business under section 62D.04, subdivision I, on forms prescribed
by the commissioner; '

(b) the number of new enrollees enrolled during the year, the number of group enrollees and
the number of individual enrollees as of the end of the year and the number of enrollees

- terminated during the year;

{c) a summary of information compiled pursuant to section 62D.04, subdivision_1, clause (c),
in such form as may be required by the commissioner of health;

(d) a report of the names and addresses of all persons set forth in section 62D.03, subdivision
4, clause (c), who were associated with the health maintenance organization or the major
participating entity during the preceding year, and the amount of wages, expense reimbursements,
or other payments to such individuals for services to the health maintenance organization or the
major participating entity, as those services relate to the health maintenance organization,
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including a full disclosure of all financial arrangements during the preceding year réquired to be
disclosed pursuant to section 62D.03, subdivision 4, clause (d);

_(e) a separate report addressing health maintenance contracts sold to individuals covered by
Medicare, title XVIII of the Social Security Act, as amended, including the information required -
under section 62D.30, subdivision 6; and

(D) such other information relating to the performance of the health maintenance organization
as is reasonably necessary to enable the commissioner of health to carry out the duties under
sections 62D.01 to 62D.30.

Subd. 4. Penalty; extension for good cause.

. Any health maintenance organization which fails to file a verified report with the
commissioner on or before April 1 of the year due shall be subject to the levy of a fine up to $500
for each day the report is past due. This failure will serve as a basis for other disciplinary action
against the organization, including suspension or revocation, in accordance with sections 62D,]15
to 62D,17. The commissioner may grant an extension of the reporting deadline upon good cause
shown by the health maintenance organization. Any fine levied or disciplinary action taken
against the organization under this subdivision is subject*to the contested case and judicial review
provisions of sections 14,57 to 14.69.

Subd. 5. Changes in participating entities; penalty. _

Any cancellation or discontinuance of any contract or agreement listed in section 62D.03
subdivision 4, clause (e), or listed subsequently in accordance with this subdivision, shali be
reported to the commissioner 120 days before the effective date. When the health maintenance
organization terminates a provider for cause, death, disability, or loss of license, the health
maintenance organization must notify the commissioner within ten working déys of the date the
health maintenance organization sends out or receives the notice of cancellation, discontinuance,
or termination. Any health maintenance organization which fails to notify the commissioner .
within the time periods prescribed in this subdivision shall be subject to the levy of a fine up to
$200 per contract for each day the notice is past due, accruing up to the date the organization
notifies the commissioner of the cancellation or discontinuance. Any fine levied under this
subdivision is subject to the contested case and judicial review provisions of chapter 14. The levy .
of a fine does not preclude the commissioner from using other penalties described in sections
62D.15 to 62D.17. ' '

Subd. 6. Financial statements.

A health maintenance organization shall submit to the commissioner unaudited financial
statements of the organization for the first three quarters of the year on forms prescribed by the
commissioner, The statements are due 30 days after the end of the quarter and shall be maintained
as nonpublic data, as defined by section 13.02, subdivision 9. Unaudited financial statements for
the fourth quarter shall be submitted at the request of the commissioner.
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Subd. 7. Consistent administrative expenses and investment income reporting.

(a) Every health maintenance organization must directly allocate adminisirative expenses to
specific lines of business or products when such information is available. Remaining expenses
that cannot.be directly allocated must be allocated based on other methods, as recommended by
the Advisory Group on Administrative Expenses. Health maintenance organizations must submit
this information, including administrative expenses for dental services, using the teporting
template provided by the commissioner of health.

(b) Every health maintenance organization must allocate investment income based on
cumnulative net income over time by business line or product and must submit this information,
including investment income for dental services, using the reporting template provided by the
commissioner of health,

256B.69 PREPAID HEALTH PLANS.

Subd. 9c.Managed care financial reporting.

(a) The commissioner shall collect detailed data regarding financials, provider payments,
provider rate methodologies, and other data as determined by the commissioner and managed care
and county-based purchasing plans that are required to be submitted under this section. The
comissioner, in consultation with the commissioners of health and commerce, and in
consultation with managed care plans and county-based purchasing plans, shall set uniform
criteria, definitions, and standards for the data to be submitted, and shall require managed care
and county-based purchasing plans to comply with these criteria, definitions, and standards when
submitting data under this section. In carrying out the responsibilities of this subdivision, the
commissioner shall ensure that the data collection is implemented ‘in an integrated and
coordinated manner that avoids unnecessary duplication of effort. To the extent possible, the
commissioner shall use existinng data sources and streamline data collection in order to reduce
public and privaie sector administrative costs, Nothing in this subdivision shall allow release of
information that is nonpublic data pursuant to section 13.02.

(b) Bach managed care and county-based purchasing plan must annually provide to the
commissioner the following information on state public programs, in the form and manner specified by
the commissionet, according to guidelines developed by the commissioner in consultation with managed
care plans and county-based purchasing plans under contract:

(1) administrative expenses by category and subcategory consistent with administrative
expense reporting to other state and federal 1egulatory agencies, by program,;

(2) revenues by program, 111clud1ng investment income;

(3) nonadministrative service payments, provider payments, and 1ennbmsement rates by
provider type or service category, by program, paid by the managed care plan under
this section or the county-based purchasing plan under section 256B.692 to providers
and vendors for administrative services under contract with the plan, including but not
limited to:

(i) individual-level provider payment and reimbursement rate data;
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(ii) provider reimbursement rate methodologies by provider type, by pxogram‘

including a description of alternative payment arrangements and payments outside
the claims process;

(iii) data on implementation of leglslatlvely mandated provider rate changes; and

(iv) individual-level provider payment and reimbursement rate data and plan-specific
provider reimbursement rate methodologies by provider type, by program,
including alternative payment arrangements and payments outside the claims

process, pr0v1ded to the commissioner under this subdivision are nonpublic data
as defined in section 13.02;

(4) data on the amount of reinsurance or transfer of risk by program; and
(5) contribution o reserve, by program. :

_ (c) In the event a report is published or released based on data provided under this subdivision, the
commissioner shall provide the repbrt to managed care plans and county~based purchasing plans 30 days
prior to the publication or release of the report. Managed care plaus and county-based purchasing plans
shall have 30 days to review the report and provide comment to the COll’lmISSIOl’lel

26



ppendix 3 — Minnesota Supplement Report #1

"~ < Nme. of HMID.

Minnesota Supplément Repo

tt#1

STATEMENT OF REVENUE, EXPENSES AND NET INCOME

For the year ending December 31, 2011
Public Information, Mininesota Statutes § 62D.05 .

C# | NAIC Desciitplion 1 2 3 4 B 3 7 3 ] 10 11 2
As found on page 4 of the Annuz! Statement .
MonMinnesata | Minnesota Seriar Prepeid Medcal [
Products Tetél Minnesota Medicare + Health Opfiors Asgistanee
NAIC Totals (Eximinati Products Lormamencial Cheice Medicare Cost {MSHC) SNBC (MA Only} |SNEC Program (PMAP) MiNCare Cental
1 Member Montis
NUES:

2 Net Premivm Income (inciuding §. - ..

. narhealth premium income)

3 Change in uneamed premium reserves and senve for rEte credts
4 Feedorsenice {mtofS. - . imedical

§ Risk revertue

& Agiregate wite-ins for other health care related reveres [Line 59%)

7 e wiite-ins fer other nonhealth revenues {Line 749)

B TOTAL REVENUES (Lines Zimh?]

NSES:
9 Hospitalimedical benefits

10 Qther prefessionat sanices

11 Quiside refenzls

12 room and oul-charea.

13 Prescription dugs

14 Aggregate wite-ins for other hespital and medical expenses {Line 1438)

NR

15 Incentive Pool and Withhald Adjustments

16 TCTAL EXPENSES (Lines 8 thmug 15)

47 Net rei ELoweries

fjﬁnﬁ

48 Total hospital and medical (Lines 16 minus 17)

NR

19 Norrhealth slaims

20 Claims

21 Gereral admin

22 Increase in reserves for life, accident and health contracts
(inchiding $ - increasein resenves for fife only)

NR

23 Total it (Lines 13 through 22}

EE

EE

EES

T ES

g5

24 Net undenwiting gain or {less)Lines & mimus 23)

EE

NR

NR

5%

EE]

E1E

25 Net investment income eamed

26 Net realired captizl gains or {losses)

27 Net imestment gans of (esses)Lines 25 glus 26)

NR

NR

NR

28 Net gain or {loss} fom agents” or premium belances chrarged off

29 Aggregate wiite-ins for other income or experses {Ling 2933

%

MR

30 Net income o flass} befoce federd income taxes
{Lines 24 plus 27 plus 28 plius 25) -

% |3 (%

% |38 15

L)

g |3

g |5 |3

31 Federal and foreign incame taxes incurred

32 Net income (Tess) (Lines 30 minus 31)

2

NR

3l

|

%J%EE

B | %% (%

<] |
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Appendix 4 - MN HMO Instructions

Date:
To:

From:

Subject:

Contacts:

December 1, 2011
Minnesota Domiciled Health Maintenance Organizations and County Based Purchasers

Mike Rothman, Commissioner
Minnesota Department of Commerce

Filing of Annual Statement, Supplements, Exhibits, Certificates and Reports

Minnesota Department of Commerce

Constance Peterson, Constance.Peterson(@state.mn.us (651)297-8943

Robert Rivera, Robert.Rivera@state.mn.us (651)296-4523 (Questions about Medical
Necessity Evaluation Filing Only)

Minnesota Department of Health
MaryAnn (Fena) Benke, Maryann.Benke@state.mn.us (651)201-5164

NAIC Instructions and Blanks

The National Assoéiation of Insurance Commissioners (NAIC) Annual Statement health blank is required
to be filed with the Department of Commerce no later than 4/1/12 per Minnesota Statutes §62D.08. Refer
to-the following table for details regarding the Annual Statement filing and other required ﬁ]mgs for the

year 2012:

‘\m Yy

%W ;
ik ﬁ. SR

(electronic filing)

“Annual Stgtoment (herd | 5 | #/1/12 | §62D.08, Subd. 2 &
copy) 3 :
Annual Statement 1 4/1112 §62D.08, Subd. 2 & | Those organizations not filing electronically

3 with the NAIC are required to file the Annual
Statement in PDF format in addition to the
required hard copies.

Investment Policy 5 4/1112 | §62D.045, Subd. 2 | Not required for County Based Purchasers,

Certification and §60A.112 .

Audited Financial 3 4/1/12 §62D.08, Subd. 3(a)

Statement

Risk Based Capital 3 4/1/12 §62D.04, Subd. 1(e)

Report :

Notification of Changein | 1 Within § §62D.08, Subd. 2 & | According to the NAIC Annual Statement

Appointed Actuary business | 3 Instructions, documentation for a newly
days appointed actuary needs to include the

following:

o The insurer shall provide the
Commissioner with a letter within 10
business days stating whether, in the
preceding 24 months, there were any
disagreements with the former actvary.

e The insurer shall request the former
actuary to furnish a letter addressed to
the insurer stating whether the actuary
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agrees or disagrees with the statements
- confained in the insurer’s letter, to be
forwarded to the Commissioner.

o  Please provide the requested
information electronically by emailing
it to a special email box we have
established for these appointments
(and illustration actuary filings):

insurance.actuarv@state.mn.us

Quarterly Financial 4 4/30, 7/30 | §62D.08, Subd. 6

Statements (hard copy) and 10/30 ‘ . i

Quarterly Financial 1 4430, 7/30 | §62D.08, Subd. 6 Those organizations not filing electronically
Statements {electronic and 10/30 with the NAIC are required to file the Quarterly
filing) T Statements in PDF format in addition to the

required hard copies.

Filing Address: Department of Commerce
Finaneial Institutions - Insurance
85 Seventh Place East, Suite 500
St. Paul, MN 551012198

Filing Fees: Health Maintenance Organizations: Send the filing fee of $400 for the Aniual Statement
and $200 for each Quarterly Statement, payable to the Minnesota Depaxtment of Health (not the
Minnesota Department of Commerce), to: Managed Care Systeins Section, Minnesota Department of
Health, P.O. Box 64882, St. Paul, MN 55164-0882 by the filing due dates. County Based Purchasers:
Filing fees not required.

Minnesota Supplemental Reports (excluding HEDIS)

Pursuant to applicable Minnesota law, complete the following reports. These report forms, with the
exception of the HEDIS 2012 Data Submission Tool, can be downloaded fiom the “HMO Annual Report
Forms” link at the bottom of the following Department of Health Web page: .

www.health.state.mnus/divs/hpsc/mes/forms, htm

_Report: i DieDate’ - S PHmary MN:Statite Refererice =~ 25 7| ‘Déseription’s SR Pt i
1. 41112 §62D.08 Statement of Revenue Expenses and Net Income
2. 4/1/12 §4685.2000 ) : Summary of Complaints and Grievances
3. 41112 §724.201, Subd. 8(7) Summary of Chemical Dependency Claitns and Appeals
4. 41412 §62D.08, Subd. 3(d) and 4685.2100D Participating Providers Listing
5. 4/1/12. §62M.09, Subd. 9 Medical Necessity Evaluation
6. 771712 §62D.04(1)(c),(5) & 62D.08 - . Enrollment Statistics By Products and County
7. 71712 §62D.04(1)(c),(5) & 62D.08 HEDIS 2012 (For Calendar Year 2011) Data Subinission
) Tool (through NCQA). Separate Instructions to Follow.

Instructions for filing the HEDIS data (through NCQA) will be sent from the Minnesota Department of
Health under separate cover.

In addition to the slectronic copy of the Medical Necessity Evaluation Form filing (Supplemental Report
#5) with the Department of Health, e-mail a copy of the filing to Robert Rivera at the-Department of
Commerce: Robert.Rivera@state.mn.us.

All financial information in reports 1-7 should reconcile with the applicable statement, exhibit or schedule
data contained in the NAIC Annual Statement health blank filing.
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Minnesota Supplements Filing Instructions: It is not necessary to send a paper copy in addition to the
electronic submission; none of these reports require a signature. Send the completed Minnesota
Supplement forms on a CD to:

Mailing Address: Dedra Johnson
: ‘ Managed Care Systems Section
Minnesota Department of Health
P.O. Box 64882
St. Paul, MN 55164-0882

Courier Address: *  Managed Care Systenis Section
Minnesota Department of Health
85 Seventh Place East, Suite 220
St. Paul, MN 55101
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Appendlx 5- Prepald Medical Assistance Program (PMAP) map
Health Plan Choices by County Effective April 1, 2011
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Appendix 6 - MinnesotaCare (MNCare) map
Healih Plan Choices by County Effective April 1, 2011
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“Appendix 7 - Minnesota Senior Care Plus (MSC+) map
Health Plan Choices by County Effective April 1,2011
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Appendix 8 - Minnesota Senior Health Options (WSHO) map
Health Plan Choices by County for Effective Jan. 1, 2011
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Appendix 9 - Special Needs Basic Care (SNBC) map
Health Plan Choices by County Effective Jan. 1,2011
Kilison Roseau
Matshall

MED = Medic*
MHP = Metropolitan Health Plon
PW = PrimicWest Health Systern
SC = South Couiitry Health Allicice
. UC = UCare

MED | *SNBC through Meitica ris longer

uc inlegrqles Medicare. People with

Medicare will need a separate
‘Medicare Pari D plan,

“*Effaciive Sept. 1, 2009 SNBC —
PINS (Preferved Integrated Network)
in Dakola County only through
Medica.

1)

wwwidhs.state. mn.us/SNBC



Appendix 10 — Corporate Organizétion Chart

Aware Integrated, Inc.
Corporate Organization

Avalg
[ Integrated, lno.
YT — B 1785002
ita Biue Fles BOBSM, Ino. BCBSH
T | Faundakos, It I | i | 1
Buntet Guptal | | AR g ' Wiwdsala Heall)
HilLite, Inc. Inyiatinn Phamacyfold} | Clearstone Capiidl Assel nhtsa'd Hea
A agione | | g heand Pt e Soluliong, Ine. | | " Care,foz. | | Muimation
s eta, e jatizesss | | emawiessns | | enasasonag .
Suppotnsn:ume. Broup 61 EATA8 EAATen £ Ei 28387480
(3 ]
EitaLrrR0 Minpescia T piima
Iistiluta of Thirapeulics,
Publls Healih ‘e
E LIS Bl 411802814
i [ }
Afillated RivarBand Rentenal Filme
Hil, Inc, Community Heallly ~ [Eammunlly Heall Advinlage Tnarlafaullns,
B UKS fatwark, Ine. oal, Inc, | |Serviges, LLC* ¢
) HHAMTE0S ENAL-131209 GRS EIN 280078562
i
MitSarvices,
g,
RHLMAI
Coriipeehénsive Emgloyer
Gara Services, Prowlder
Ina, Hetwik, Ine, '
BHA-1521506 EUF 411541268
¥10852R06 (1N2) Boldad 2nd Shadowed Enlifiasara For-Prafi. 12052

*Hhinerty Cenaistdp nterest

36



- Addendum to Report

~ Blue Plus Comment Letter
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LOZ2R04

Blue Cross and Blue Shield of Minnesota
and Blue Plus

PO, Box 64560

‘St. Paul, MN 55164-0560 For the health of all.
(651) 662-8000 / (800) 382-2000

The Minnesota Department of Commerce (MNDOC) employed the services of Risk and Regulatory
Consulting, LLC (RRC) in ordlet to assist it in evaluating the appropiiateness of mianaged eare plans'
expense dllocations to public programs, the appropriaténess of established Premium Deficiency
Reserves and the Retrospective Review of Résérves established for such fiublic progiams. This
evaluation was conducted in accordance with Executlve Order 11-06 Creating Public Disclosure ;for
Minnesota's Managed Cate Hetlth Care ngrams issvied March 21, 2011 and information was also
collected ag provided in Minn, Statutes Sectlon 256B,69, subd 9¢. The pubhc programs are provided
by various Managed Cére Organizations, including Blus Plus

Below are HMO Minnesota’s-(Blue Plus or the Company) iesporises to the observations and findings
noted in fthe final réport labeled

. STATE OF MINNESOTA. -
HMO MINNESOTA d/b/a BLUE PLUS
WORK ORDER CONTRACT NO: 47132
‘December 04,2012

Within ‘the stope and procedures of the Yeview, theite weie limited exceptions and Blué Plus’
iésponses to those itetils are &ohitained herein. This document should be read in conjunction with, the
final feport to give & c':omple’ce afd comprehensive indgrstanding of the observations and findings.

As stated by RRC, the observations and ﬂndmgs are not in v101atmns of Statutory Accounting
Princigles end State Law.

The tecommigiidations in each finding below are that the Company should allocate only those
expenses that are directly related to the public programs. The Company follows Stafutory
Accountiig Principles and ifs internal 001po1ate allocation policies. - When p0551ble specific
identification of expenses is recoided and in ail cases a reasonable methodology is employed The
Company disagrees with each of the f'mdmgs below, with the exception of one in which fhe
Comipany ackiiswledges an error of $10,000.

Observafions & Blué Plus Résponises:

1. Blue Plus made a $10 rmlhon ¢ash contribution to the BCBSM Foundation oh Detcembér 29,
3011,

The entire $10 million coniribution was inoluded in Column 13 “Med Mgmt” ling 21 “génieral
adrministrative expenses” of the MN Supplement Report #1. The Blue Plus Medical Management
“Med Mamt” progiam relates to seivices performed by Blue Plus for the Northein Plaing Alliance, a
group of six Blue plans dovering the seévén state region inclndinig NE, ND, MT, WY, MN, TA, and
SD. These services include managing the business functions for the Northem Plains Alliance related.
to case management, utilization management, nurse phone line, disease management and select
quality improvement finctiohs.

bluecrossmn.cora

Blue Cross® and Blue shield® of Minnesota aid Blue Plus® are nonpiofil independent llicensees ofthe Blue Cross and Blue Shield Assoclation,



Blue Plis Response:

Coluirn 13 of the Minnesota Supplerhetit Report #1 is for “Other” activities that do not fit into the
other piedeteﬂmned columns. For Blue Plus the majotity of this column is for its Medical
Management activities, T 2011 this ‘golumn also included the $10 million co];ltnbutmn ‘t0 the Blue
Closs BIue Shleld Foundation such fhiat, ﬂ’]lS @Xpense would not be allotated tofot includéd in any

The cortribution to the foundation is being utilized to fund chatitable initiafives benefitting
populations el1g1ble foi ‘state public programs and to improve commu.mty conditions affectitig the
‘health and well-bemg of low income children and families in Minnesota.

2. RRC reviewed how saldiies were allocated to the Comipany’s public and non-public programs,
including fhe salaiies of ity exeécntives. Blue Plus was allgeated approximately $1.8 miltion of
“Executive Management” expenses in 2011, Blue Plus allocates execuiive inanagemerit expenses
based on an “executive allocation statistic”. Accoiding to the Company, each executive's allagation
tille is determnitied by collaboration between the Firance aféa anid thé executives. The allocation is
based on member months and a welghtmg factor for each executive. The Company was not required
to, and did net, cap executive salaries prior fo allocating them to the public programs or any othe
programs aM1n1steied by the Company.

Blué Plus Resporise:

Tt is fiot ¢lear to Bliie Plus why this is included &g an dbservation, when it states in the observafion
that there is 1o feduirement o ¢ap exécutive sahues The allocation methodology for executive
salaries ig applopi_‘late reasonable and i decordance with ouir policies.

- 3. Blue Plus was asked to perform a re-estirnation of PDR using actual experience that was available.
Based on ¢laims paid datd thnugh May 31, 2012, the Compapy re- <gstimated its 2011 PDR fo be
approximately $5,140, 000 miliion lowet than ofiginally booked at Degember 31, 2011.

Blue Plus Response:

Tl;le premium deficiency reserve (PDR) is an estimate vequired to be tade tnder accmmtmg
piinciples based on the best ;mfoimahon avaﬂable at year chd. This 11abi[1ty will develop favor, ably A
of tinfavorably as aftual expeiience ptours in the following ye&r, The §5,140 ,000 difference that is
cinréntly estimated 1s 0.76% of 2011 public program fevenus and is before taking into account the
$11.2 million that was required to be psid to the State under the 2011 1% opelatlng margin cap, If
this wete to be taken into account, the PDR developed unfavorably by $6.2 million. Within the
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report RRC states that the PDR is copservative, appropuate and adheres to generally accepted
aptvarial principles.

4, The Company provided a hstmg of profit centers for Blue Plis and BCBSM that are considered
“goverhrnent programs”. Not all profit ceriters were allo cated govelment-related eXpenses.

Blue Phis Response:

Goveinment related expénses ate allocated fo the appmpriate profit centets based on activities that
are pe1formed and to which programs they relate.

5, Ini veéylewing the Company’s experises and aIlocatmns it was noted Blug Plus does not have a
separate profit cehter established for MSCH,

~

Blug Plus Response:

MSC+ yiis originally part of the PMAP contract and therefore was comibined with and accounted for

as paft of that profit center. In order 1o separate MSC+ fiom the PMAP ¢olumn on the 2011

Mirnesota Supplement Report the revenue and claims were specifically identified and administrative
costs were allocated based on the iatio of member inonths, A separate MSC+ profit center has béen
set up for 2012 and beyond.

6. There are three sepatate cost centers for TIM-GP, These include. case management, dissase
managemerit and utilization managément, According io the Company, these cost centexs provide
care mandgemerit for government progtam members. This cost center also includes staff that
petforms agocss management for dotitnercial business. (Gosts aic allocated based on a fixed
percentage détermingd from staffing. Blue Plus goveriment programs PMAP MSHO and MNCare
are allocated approxirately | 99% of these costs. BCBSM govertiment programsg dre gllocated the
remaining 1%.
!

Blue Plus Response:

The thiee oust centers for THM-GP are allocated o goveritrhent progiains and do not include staff
that perfoim access Thanagement for commewlal business. The cotiimercial staff are included in a
Separate cost center and are not allocated to any governirent piogram buisiness.

7. PMAP & MNCare were allocated approximately $330,000 of expenses in 2011 for cost center
12600 “Vilgmia Cortimercial Claims”, PMAP & MNCare wete allocated approximately
$35,000 of expenses In 2011 for cost center 89300 “Commercial Acconnts Large Group”. The
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Comipany inditated the naming convention for gost Genter 12600 is “Virginia Commercigl Claims™
but staff in this cost eeriter also works oh government clairns, including PMAP & MNCare. The
different types of ¢laims aré identified within a claiing tracking system. There 3lso is a cost center
“Virginia Government Claims” which is 100% dedicated fo government claims, As claim volume
fluetuates throughout the morth, in addition to having individuals in the governmént claims cost
- center otk overtime, individoalg Wlﬂlln the Commereial tlains cost center are utilized “when
neéded.

Blue Plus Response:

The allocation methodology is appropriate, reasonable and in accordance with our policies.

8, The Company allocates costs fo the Printing & Postage cost center based on a fotal membership
statistic. Blue Plus was allocated approximately-$1.0 million of printing & postage expenses in 2011,
Approximately $ 875,000 was sllocated to PMAP and MNCare. This is in addition to cost center
- “Printing & Postage - Gavt” 2011 expenses of $ 356,000, of which $330,000 was allocated o PMAP
and MNCare. The Company indicated the Printing & Postage cost cenfer contains the cost of
transactional print and postage that is business critical. The Company Indicated the Printing &
P()s’tage Government ¢ost center coritaing the cost of marketing print and postage. The Company
indjcated the imembership statistic is utilized due to the volume of transactions.

Bluie Plus Response:

The allocation methodology is appfOpr_iate? treasonable and in accordance with our policies.

Findings & Bhie Plus Responses:

1. Marketing and Corporate Conimunioations

Finding:

The Company alloaates Marketing & Cmpomte Communications expenses based on total MN
meimbership statistics. This includes all Blue Plus profi centers exeept Med Mgmt Blug Plus was
allocated $1.4 falllioh of Marketing & Corporate Communications expenses in 2011,  Of this
ariount, PMAP an_d MNCare wers allocated approximately $1.2 million in 2011,

BCBSM tuns & variety of ads including their “Do” campaign on local TV stations. These ads do not -
target Blue Plus ot the public programs. The Coinpany indicated the expenses within the Marketing
and Coiporate Commuiiications cost cénter are not spécific to any one segment but are for business
ovérall. Blue Plus was allocated 11.4% (10% to PMAP and MNCare) of the following December
2011 expenses (pattial listing): :
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$1.0 million - Haworth (T'V -ads)
$133,922 — Twins Ballpark Sponsotship

In addition to direct expenses, Blue Plus was also allocated a portion of “Tier 1” expenses for
payloll benefits; tlavel rent, ete. within the “Marketing & Corporate Comminications™ gecouit,
“Tier 1” expnses spread ovelhead ‘type costs 10 the cost centers. These costs include human
Tesourees, payroll, bénefits, travel, building seivices, rent, depreciation, mail sefvices, voice/data
systeéins and local area netwoﬂc

According' to thie Medi¢al Assistance (PMAP) and MNCare _cﬁ,ritract' bétween Blue Plus and DHS
section 3.2.4 “Marketing Materials”;

(G) Except through mczzlmgs and publications -as set. forth below, the MCO and any of its
subconiractors, agents, independenit contraclors, employees and Providers, is restricted ﬁ 0Mm
Markeiing and promotion to Recipients who are not eniolled in the MCO. THis restriction
includes, but is tiot limited to: Yeléphoie marketing, face-to-face marketing, promotion, cold-
calling andfor direct mail marketing.

(2) Mailings to recipients. The MCO may make no more than two mailings per

calendar year to Enrollees qf the MCO covered under this Contract or potential
Enrollees who reside in the MCQ's Service Area.

a) The MCO wiay distribute brochures and display posters af physician gffices
and clinics, informing patients that the tlinic or physicion is part of ihe
MCQ’s provider network...

b) The MCO may provide health edi¢ation materials for Enpolleés in
Providers’ offices. ‘

Recormnendatwn
The Company should .allocaté only those direct expenses allowed by the contract to PMAP arid

MNCare public programs:
Blue Plus Response:

The expenses accountéd for in the marketing and commuriicitions cost center -afe not for the
expenses addressed il the comtiact sectioti dbove but rather are coiporate business expenses that
prém_ote fecogition of the bigarization in the wider commiusity and are a normal cost of doing
business, The expenses noted are not targéted to a specific population and do not promote any
specific products but are related o health awareness and brand, Of the specific expenses identified
above, PMAP and MNCate were allocated 11.4% or $129,267.
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2. Affiliated Medical Center Cdve_:nant

Finiding:

Affiliated Medical Centérs, P.A. (AMC) entered ihfo an Affihatlon and Capitalization agieement
with BCBSM and Blue Plus on Decembet 21, 1993. The agresment calls for fotal principal
payments from BCBSM to AMC i1 the amourit of $9,912,754. The amount is bemg amortlzed over
athirty year time period oh a siraight line basis; éach year BCBSM allocates to Blue Pliis $330 A25
_($9 912_ 754 7 30) of amortization expense lelated to this agreement. Of this amount, 46% is
allocated to PMAP, 27% to MNCare; 21% to MSHO arid the remsining 6% fo Blue Plus
Commercial. BCBSM is not allocated any partion of the athortization expense. The amortization
expense 1s inchuded in general administrative expenses. The Company did not provide a complete
. copy of the agreement between the parties nor a description of the nature of the setvices o activities
undetlying the agreement. Based on the information provided by thie Company, it is unclear how the .
agreement specifically relates to the public programs.

Recommendation:

The Gompany should only allocate expenses that can be shown to directly r¢late to the public
programs. Any poftion not allocable tothe pubhc progr ams shiould be allocated to othér programs or
entities, includitig BCBSM.

Bluye Pius Response:

The Affiliation dnd Capitalization Agreement was otiginally filed, reviewed and approved in its
entirety by the Minnesota Department of Health. Affiliated Medical Centers, P.A. (now known as
Affiliated Community Medical Centers, P.A.) (ACMC), BCBSM, In¢. dba Blue Cross and Blue
Shield of Minnesots (Blue ClOSS) and Blue Plus are parties to an Affiliation and Capitalization
: Ag[eement entered into in 1993, A piimary putpose of the agreeiment yas to assure the long term
{iidependence of ACMC and to enisure continued aceess to quality and cost effective health services
for Blue Plus’ inanaged cafe members in ACMC’s setvice drea, ACMC continues {o be the primary
service provider for Blue Plus public programs membets in ACMC’s service area. All paymerits
made pursuant to a promissory note signed by Blue Plus wefe allocated to Blue Plus business.

3. Mankato Govenant

Fmdmg

The Company entered ints an ggreemetit With Mankato Clinic, We were not provided the first 19
pages of the agieement or the Tast pagés of the dgieemeit. The agrésment calls for total piﬁlcipal
payments frori BCBSM/Blue Plus to Mankato in the amoint of $8,000,000. Thé amouint is being
amortized over a twenty year time period on a straight line basis; edch year BCBSM allocates to
Blue Plus $200,000 ($8,000,000 / 20) of amortization expénse related to this agieemeiit. Of this
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aiquirt, 46% is allogated t0 PMAP, 27% t6 MNCate, 21% to MSHO and the remammg 6% to Blue
Plus Commelclal BCBSM is also allocated $200,000 of the ainoitization gxpéiise. The amortization
expense is included in general administrative expenses. The Company did not provide a complete
copy of the agreement between the parhes nora descuptmn of the nature of the services oractivities
uridétlying the agtegtaent. Based on the information provided by thé Company, it is unclear how fhe
agt éement spemﬁcally telates to the public programs.

Recommendatlon

The Compahy shoyld only allocate expenses that car be shown to dnecﬂy relate to the public
programs. Any portion hot allocable to the public programs should be ailocated to other progiams or
entities, ipiclu dmg BCBSM.

Biue Plus Response:

The Joint Venture and Affiliation Agreement was originally filed, reviewed and approved in its
éntirety by the Minngsota Depattihent of Health, A Joint Venture and Affiliation Agrecmeiit was
éritered into by Mankato (linic, Ttd, BCBSM, In¢, dba Blue Cross and Blue Shield of Mifingsota
(Blue Cross) and Blue Plu in 1995 A primary purpose of the agreenient was fo assuit the long
term indlependence of Mankato Clinic and to ensure continued access to quelity and cost effective
health services for our meimbers ih Mankato Glinié’s sérvice area: Mankatp Clinic-contihues to be a
significant service provider for Blué Plus public progiams members in Mankato Cl1111c § S¢rvice
area.  Pursuant to the agreement, Blue Cr6ss and Blue Plus jointly agieed fo pay Mirikato Clinic
ihe sum of $8.0 million per a payment schédule ending in 2014.

4, Governinent Program Mariapgnignt

Finding:

Allocahon to this cost center js bgtsed on a figed percentage statistic. The following costs were
included in this cost cénter: payr ofl, beneﬁts cat insurance allowarice, meals, cell phones ‘and trayel.
These were in addition to the Company's alldcation of “Tier 17 éxpenses. The Company also
included various fees to ‘attend exhibits & conferences in MN as éxpenses. ‘These ¢xhibits #nd
conferences target the piblic programs. The Company indicated this cost center also includés sales
promotion and trave] related to the PMAP, MSHO and MNCare programs, This appears to be in
viglation of the PMAP and MNCare conttact between the Company and DHS.

Expérises in 2011 foi this account were approximately $720,000. There wete no allocations tg the
BCBSM government programs. Expenses were allogated entirely to the following Blue Plus profit
centers:

150100 PMAP

150200 MSHO

160100 MNCare
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Actarding to the Medigal Assistance (PMAP) and MNCaie contract between Blue Plus gnd DHS

section 3.24 “Marketing Materials™

(C) Except ﬂuough riailings and piblicdtions as set forth below, the MCO and any of its

siibcontractors, agents, independent confractors, ¢mployess and Providers, is festicted from .

Marketing and promotion to Recipients who are not entolled inthe MCO. This restriction includes,
but s not litmited to: telephone marketing, fhce—to—face matketing, promotion, cold-calling and/o;.
direct mail markefing. :

Recominendstion:
The Comipany should allocate only those expenses allowed by the contract to PMAP and MNCate
prograins.

Blue Plus Response:

The expénses allocated to this cost-enter are not related to the méﬂketmg malimgs and promotional |

dctivities targeted to entollees or potentlal enrollees as deseribed jn Section 3.2.4 (C) of the Contract
quoted in the report. This cost denter has regpotisibility for business partnerships statewide that
Support government programs. This respopsibility includes education, problem solving, 1egulat01 y
adherence, training Care Coordinators for the Counties and Clinics, auditing case files and enstiring
that dssesstients, CMS and DHS requiremeints sre'mét. :

~ Ofthe $720,000 allocated to Blue Plus, $144,011 was sllocated to PMAP and MNCaré. These costs
ate for the purposé of managing the business aiid developing and maintaining relationships with,
stakeholders, delegates and counties. There are also state-wide fravel éxpenses included in fhis
amount réldted to providing Child and Teen Check Up/Blood Lead Screening clisiic training, Hoine
Care Association Provider Training, atteriding C&TC Coordinator rieetings, Public Health
Confe1_ences and ¢ollaborative meetings; DHS work -group meetings, etc. Activities related to lead
soreening and C & T'C activities are specifically téferenced in the confract. Blue Plus staff attend
and gxhibit 4t numerous State-wide conferences to coimect with its provider and county parthers.
These expenses were téasondble, allowéd tinder the obntiact and appropriately allocated in
accordance with our policies.

5. Gov’t PrOg Business Stratégy & Developmerit

Fmdmg )
Costs ate allocated based ot a fixed percentage statistic. Blug Plus profit centers (PMAP MSHO
and MNCme) ate allocated approximately 74% and BCBSM profit centers are ellocated 26%.

Blug Plus Was allocated $1.1 million of ¢osts in 2011, Tt was noted Blue Plus was allocated 74% of a
$37,000 Medicare Parts C&D audit. PMAP and MNCare-were allocated approximately $10,000 of
the Meédicare Parts C&D audit. Medlcale Parts C&D do not frivolve PMAP and MNCare.
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'Recormnendatlon

The Company should allocate ‘only those goveinment expenses that directly relats to the public
programs,

Bhie Plus Résponsé:

Blue Plus agrees with ‘the abové finding. The andif osts were iadvertently allocated across
programs rather than being directly allocated 100% to MSHO.

6. Lobbying Expenses

Finding:

PMAP & MNCare vere allocated approximately $67,000 of expenges in 2011 for cost center80503
“MN Lobbying™.

PMAP & MNCare were allocated approximately $21 000 of expenses in 2011 for ¢ost center 80505
“Federal Lobbying”.

Accoiding to the Medical Assistance (PMAP) and MNCare tontract between Blue Plus and DHS
Article 15 “Lobbying Disclosute”:

The MCO certifies, that, o the Best of its knowledge, understanding, and belief, that:

(4) No Federal Funds Used. No Fedéral appropiiatéd fiunds have been paid o will be paid in
iwhert rhe undersigned believes fo be a violation of 31 US,C. § 1352, by or on behalf of the
undersigned, to ahy perison for influencing or aftenipting to influence an gfficer or employee
of an agency, Member of Congress, an officer or employee of Congress...

(B) Other Funds Used. If any funds othei than Federal appropriated ﬁma’s have been paid or
will be paid to dny person for infliencing or attempting to influence un officer or employee of
anp agency, a Member of Congress, an officer or einployee of Congress or én émployee of a
Member of Congress in cohnection with this Federal contrdct, grant, loan or cooperative
tigreement,, the undermgned shall complete and submif Standard Form-LLL, "Disclosure
- Forin to Report Lobbying,? in accoréance with its instrifctions.

(C) Certy“ cation. The undersigned will réquire thit the language of this certificaiion be inchided
in the award documents for all sub-awards at all tiers (mcludmg stibcontractors, Sub-gidiits
and contracts inder grants, lodns, and cooperative agreements) and will vequired that all
.S'ub-Reczpzents certify and disclose accordingly. Submission of this certification Is a
prerequisite for making or entering into this fransaction imposed by 31 US.C. § 1352. dny
person who fails to file the required certification shidll be subject to a civil penally of not leds
than $10,000 and not more than $1 00,000 for éach siuch failure.

Recotmnmendation:
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The Comparly should allocate only those 6bbying expenses that direétly relate to the public
programs and report them in accordance W1th the contract.

Blue Plus Response:

These expenses are not specific to a contract, but ‘teépresent an alldcation of overall lobbying
éxpenses including expenses at the State and Federal level, rélating to health care reform, review of
legislative proposals and the impact of health care reform on all health care programs including the
Medicaid pro giat. These expenises were feasonidble and appropriately allogated in accordance with
our policies.

Blue Plus’ Summary Comments

RRC performed specific tasks under the Scope and Procedures in accordance with the Bxecutive
Order. There were ho exceptions with respest to the reporting ad accuracy of the Minnesota
Supplement Report #1 and its PDR and olaim reserve methodologies were found to be appropllate
and the amounts recorded reasonable. The allocation methodology followed by Blue Plus was in
atcordance with Statutory Accountmg Principles.
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