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Executive Summary

The Minnesota Department. of Connnerce (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 (hereinafter refe11'ed 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 - Accordipg 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 statutory accounting practices and recorded in a
maimer as to clearly and accurately disclose the nature and detail of the transactions. SSAP No.
70 "Allocation of Expenses" states that any basis adopted to apPOliion expenses shall be that
which yields the most accurate results and may result from special 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
• BluePlus Small Group
• Blue Plus Large Group
• Closed Select (HCPP) - Medicare Supplement
• PMAP Prepaid Medicaid
• MSHO-SecureBlue
• MNCare·
• Medical Management PPO

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 I;)xceed the premiuins to be collected for the remainder of a
contract period, .a premium deficiency reserve shall be recog1)ized by recording an additional
liability for the deficiency, with a cOll'esponding 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 indioated. 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, 2011 and 2010, -Blue Plus had Premium Deficiency Reserves ("PDR")of
$32,380,000 and $10,586,000, respectively, covering all lines ofbusiness.

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 for these lines of business at December 31, 2011 amounted to
$29,780,000.

The PDR calculations 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 services to be rendered
that the repOiting entity is cUlTently obligated to provide or reimburse as a result of premiums
eamed to date that would be payable after the repOiting date under the terms ofthe alTangements,
regulatoryrequirements or other requirements if the insured's illness were to continue.

According to the 2011 Annual Statement, the total claims activity related to 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
infonnation becomes Imown regarding individual clainis.

Annual Statement
Liability Line 12/31/11 12/31/10

Item Description balance balance

I Claims Ullpaid $ 137,189,025 $ 139,055,206

Accrued medical incentive pool and
2 bonus amounts $ 739,661 $ 944,403

3 Unpaid claim adjustment expenses $ 3,012,394 $ 2,849,669

4 Aggregate health policy reserves $ 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-ofc3, 6-of-6, and 12-of-12 averaging techniques. The Company
indicated estimates do not incorporate implicit niat·gins. The method substitutes per-member
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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 mal'gin 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 extemal auditors in selecting mal'gin levels.

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

Run-out
The Company provided the files submitted to DRS· 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 refelTed to as "Blue Plus" or "the Company") is a Miunesota nonprofit
health maintenance organization which offers health plans and networks throughout Miunesota
to individuals and groups and promotes quality improvement.

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

Under ·the terms of management agreements, BCBSM supplies substantially all general and
administrative services necessary to Blue Plus' operations. Blue Plus was chal'ged $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 wOlth, deposit and capital and
sUlplus 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 statutory 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 tenns of the administrative agreements. As of December 31, 2011
alld 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 managed care model.

Since 2006, Blue 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 Pmis A and B. .

Public Programs administered by DRS and Minnesota Department of Health (MDH)
provided by Blue Plus:

PMAP
PMAP, also lmown as Medical Assistance (MA), is a health care program for families, children,
pregnant women, adults without children who meet celiain income limits and people who have
disabilities. PMAP is Minnesota's Managed Cm'e 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 approximately 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. Stmiing Mm'ch 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 ofMA 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 cm'e previously funded with only state dollars through MNCare and General
Assistance Medical Care (GAMC). The GAMC program ended February 28, 2011. Emollees
were automatically moved to MA, Minnesota's Medicaid program.

MSC+
MSC+ is a health cm'e program for seniors 65 and older who qualifY for Medical Assistance
(Medicaid) and are not emolled in Medicare. There is no monthly fee, but enrollee may need to
pay small co-pay for some services. In 2011 Blue Plus provided coverage to approximately 25%
of the statewide MSC+ emollment. See Appendix 7 for the MSC+ health plan choices by
county.
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MNCare
MNCare is a program for children, adults arid 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 MNCare 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% ofthe statewide MSHO enrollment. See Appendix 8 for the MSHO health plan choices by·
county.

SNBC Integrated
SNBC is a managed care program for individuals with disabilities. SNBC contracts include
agreements for MCO's to 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 Integj:ated). See Appendix 9 for the SNBC
health plan choices by county. Also, the Special Needs Basic Care (SNBC) contract 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 ofthe program).

Public Programs managed by eMS 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 Pmgrams 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 Contracts (ASC) for Self­
Insured Groups.
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Observations &Findings

Note, this review is not considered a statutory examination but a special review requested by the
Govemor. Therefore, observations and findings within this report are not necessarily violations
of Statutory Accouoting Principles or State law. The objective of the review is to 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 December 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 Mani;lgement "Med Mgmt" program relates to services performed by Blue Plus
for the NOlthern Plains Alliance, a group of six Blue plans covering the seven state region
including NE, ND, MT, WY, MN, lA, and SD. These services include managing the
business ftmctions for the NOlthern Plains Alliance related to case management,
utilization management, nurse phone line, disease management and select quality
improvement functions.

2. RRC reviewed how sala!,ies 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 area 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
executive salaries prior to allocating them to the public programs or any other programs
administered by the Company.

3. 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.

4. 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.

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

6. There 'are three separate cost centers for IHM-GP. These include case management,
disease management and utilization management. According to the Company, these cost
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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 approximately 99% of these costs.
BCBSM governlnent programs are allocated the remaining 1%'. .

7. PMAP & MNCare were allocated approximately $330,000 of expenses in 2011 for cost
center 12600 "Virginia Commercial Claims". PMAP & MNCare were !lllocated
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 tracking system. there also is a cost center "Virginia Government Claims"
which is 100% dedicated to government claims. As claim volume fluctuates throughout
the month, in addition to having individuals in: the govemment claims cost center work
oveltime, 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. Milrketing and COlporate Communications

Finding:
The Company allocates Marketing & COlporate 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 andMNCare were allocated approximately $1.2 million in 2011.

BCBSM runs a variety of ads including tlwir "Do" Campaigll on local TV stations. These ads do
not target Blue Plus or the public programs. The Company indicated the expenses within the
Marketing and COlporate Communications cost center are not specific to anyone 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):

e $1.0 million - Haworth (TV ads)
e $133,922 - Twins Ballpark Sponsorship
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In additiol). 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-type costs to the cost centers. Thes,e costs include human
resourct;s, payroll, benefits, travel, building services, rent, depreciation, mail services, voice/data
systems and local area network.

According to the Medical Assistance (PMAP) and MNCare contract between Blue Plus and DHS
section 3.2.4 "Marketing Materials":

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

(2) Mailings to recipients. The MCG may make no more than two mailings per calendar
year to Enrollees of the MCG covered under this Contract or potential Enrollees who

- reside in the MCG's Service Area.

a) The MCG may distribute brochures and display posters at physician-offices
and clinics, informing patients that the clinic or physician is part of the
MCG 'sprovider network... ,

b) The MCG may provide health education materials for Enrollees in Providers'
ofjices.

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 period 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 amOltization
expense is included in general administrative expenses. The Company did not provide a
complete copy of the agreement between the patties 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.
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Recommendation:
The Company should only allocate expenses that can be shown to directly relate to the public.
programs. Any pOition not allocable to the public programs should be allocated to other
programs or entities, including BCBSM.

3. Mankato Covenant

Finding:
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 .
principal payments from BCBSMlBlue Plus to Mankato in the amolmt 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 Commercial. BCBSM is also allocated $200,000 of the
amortization expense. The amOitization 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 natme 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 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. Govermnent 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 I" expenses. The Company
also included various fees to attend exhibits & conferences in MN as expenses. These exhibits
and conferences target the public programs. The Company indicated this cost center also
includes sales promotion and travel related to the PMAP, MSRO and MNCare programs. This
appears to be in violation of the PMAP and MNCare contract between the Company and DRS.

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

• 150100 PMAP
• 150200 MSHO
• 160100 MNCare

According to the Medical Assistance (PMAP) and MNCare contract between Blue Plus and DRS
section 3.2.4 "Marketing Materials":
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(C) Except through mailings and publications as set forth below, the MCG and any of its
subcontractors, agents, independent contractors, employees and,Providers, is restricted from
Marketing and promotion to Recipients who are not enrolled in the' MCG. This restriction
includes, but is not limited to: telephone marketing, face-tojace marketing, promotion, cold-
calling and/or direct mail marketing. , .

Recommendation:
The Company should aliocate only those expenses allowed by the contract to PMAP and
MNCare programs.

5. Gov't 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 Pads C&D audit. Medicare Parts C&D do not involve PMAP and
MNCare.

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

6. Lobbying Expenses

Finding:
PMAP & MNCare were allocated approximately $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 DRS
Atticle 15 "Lobbying Disclosure":

The MCG certifies, that, to the best ofits knowledge, undel'standing, and belief, that:

(A) No Federal Funds Used No Federal appropriated funds have been paid or will be
paid in what the undersigned believes to be a violation of31 Us.c. § 1352, by 01: on
behalfofthe undersigned, to any person for influencing or atteinpting to influence an
officer or employee of an agency, Member of Congress, an officer or employee of
Congress ...
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(B) Other Funds Used. If any funds other than Federal appropriated funds have been
paid or will be paid to anyperson 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 ofa Member ofCongress in connection with this Federal
contract, grant, loan or cooperative agreement" the undersigned shalrcomplete and
submit Standard Form-LLL, "Disclosure Form to Report Lobbying, " in accordance
with its instructions.

(C) Certification. The undersigned will require that the language ofthis certification be
inCluded in the award documents for all sub-awards at till tiers (including
subcontractors, sub-grants and contracts under grants, loans, and cooperative
agreements) and will required that all sub-Recipients certifY and disclose
accordingly. Submission ofthis certification is a prerequisite for making or entering
into this transaction imposed by 31 u.s.c. § 1352. Anyperson who fails tofile the

. required certification shall be subject to acivil penalty ofnot less than $10,000 and
not more than $100,000for each suchfailure.

Recommend.ation:
·The Company shouid allocate only those lobbying expenses that directly relate to the public'
programs and report them 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 listed below.

I. Compare the PMAP detail which is provided to the Department of Human Services to the
Mhmesota 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 detail proyided to the DHS. An example ofthe Minnesota Supplement Report
#1 can be found in Appendix 3. The following PMAP detail was obtained directly from the
Minnesota Supplement Report #1. .
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NAIC Descrilptlon 2010 2011

Prepaid Medical PrepaId Medical

Assistance Program Assistance Program
(PMAP) (PMAp)

REVENUES:

1 Member Months 819,258 960,181

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

3 Change In unea~ned premium reserves and serve for rate credits

4 Fee-for-servlce

5 Risk revenue

6 Aggregate write-Ins for other health care related revenues (Line 699)

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

8 TOTAL R8IENUES (Unes 2 through 7) 367,274,272 431,682,131

EXPENSES:

9 Hospital/medical benefits 250,584,-;:03 3P6,OO6,530

10 Other professional services 11,341,827 14,644,998

11 Outside reforrals 299,777 375,035

12 8nergency ream and out-or-area 9,305,909 12,208,849

13 Prescrlptfon drugs 27,584,606 41,801,189

14 Aggregate wrlte~lns for other hospital and medIcal expenses (Une
1499)

15 Incentive Pool and Withhold Adjustments

16 TOTAL EXPENSES (LInes 9 through 15) 299,116,822 375,035,601

LESS:

17 Net reInsurance recoveries

18 Total hospital and rriedical(Unes 16 minus 17) 299,116,822 375,035,601

19 Non~healthclaims

20 Claims adjustment expenses 17,230,940 18,017,149

21 General admnlstrative expenses 14,694,082 16,258)795

22 Increase in res.erves for life, accident and health contracts. - 19,729,000

'23 Total underwriting deductions (LInes 18 through 22) 331,041,844 429,040,545

24 Net underwriting gaIn or (loss)(Unes 8 minus 23) 36,232,428 2,641,586

25 Net investment Income earned 5,096,126 6,113,955

26 Net realized captlal gains or (losses)

27 Net Investment gains or (losses)(Unes 25 plus 26) 5,096,126 6,113,955

28 Net gaIn or (loss) from agents' or premium balanceS charged off

2.9 Aggregate w rite-Ins for other Income or expenses (Line 2999)

30 Net Income or (loss) before fe~erallncometaxes
41,328,554 8,755,541

(Lines 24 plus 27 plus 26 plus 29)

31 Federal and foreIgn 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 reported in the PMAP columns variedfrom 2010 to 2011.
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The PMAP column consisted ofthe following programs in the 2011 MNSupplement Report
. #1:

• PMAP (Non seniors)
.. Medical Assistance
• GAMC run-out
• Medicaid Expansion .

The PMAP column consisted of the following programs in the 2010 MN Supplement Report
~: .

• PMAP (Non seniors)

• MSC+

The 2011 PMAP melilber months, revenues and expenses are higher in 2011 for various
reasons. According to the Minnesota Department ofHuman 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.

2. Verify the Mitmesota Supplement Report #1 was completed in accordance with all
instructions cunently effective set forth by the Minnesota Depatiment of Health.

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

The instructions state: "All financial information in reports 1-7 should reconcile with the
applicable statement, exhibit or schedule data contained in the NArc Annual Statement health blank
filing." The Minnesota Supplement Report #1 reconciles to the annual statement.

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

3. 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).
i.e. 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 noted as
unusual:
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Reserves
According to the 2011 Notes to the Financial Statement, reserves for claims attributable to
the events ofprior years have decreasedfrom $139,055,277 in 2010 to $128,995,583 in 2011
as a result of re-estimation of unpaid claims and provider settlement liabilities. The
favorable development ofunpaid claims has principally been experienced on the MNCare,
Medicaid (PMAP) and MSHO blocks ofbusiness. This development is the result ofongoing
analysis of the reserves based on recent claim trends. Original estimates are modified as
additional information becomes known regarding the block ofbusiness.

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 anticipated a $19.7 million loss.

According 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 ofDecember 31,2010, Blue
Plus anticipated a $6.6 million loss in 2011for the MNCare line ofbusiness. As ofDecember
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 Management" of the MN
Supplement Report #1 increasedfrom $764,000 in 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 ofMinnesota Foundation made in 2011.

Capital Gains .
In 2011 Blue Plus had net realized capital gains of $10.3 million. All ofthe capital gains
were included in the "Med Management" column. the Company indicated they did not
allocate capital gains but rather included the entire balance as "Med Management/Other" in
column 13 ofthe MN Supplement.

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

.. Expense allocation between legal entities is consistent with the Siatement of Statutory
Accounting Principles Appendix A-440 (fair and reasonable) and SSAP No. 70
"Allocation ofExpenses".

.. Identify expense allocation between public and private programs.
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,~ 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 largesf.to smallest and chose the 10 largest allocated expenses. In addition to'
these 10 largest expenses, 4 additional expenses were chosen judgmentally consisting of2
PMAP expenses in addition to an IT expense and agovernment 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 ofeach month, these costs are allocated out in a series ofstages called
"tiers". When all ofthe allocation tiers are complete, all administrative expenses have been
allocated to customer/products cost centers.

Tier 1 allocations spread overhead-typecasts 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 IYzultiple fimctions. An example
is a dedicated cost center that provides membership, claims processing and customer service
fimctions. Tier 2 allocations are based on fixed percentages determined through information
obtainedfrom cost center managers. In many instances, time reporting or staffing levels are
usedto validate the cost ailocations.

Tier 3 allocates administrative expenses to customer/product cost centers. The allocations
from each of the cost centers are determined from information received 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
membership counts, claim counts, contract counts and others. '

In addition to the cost center allocation process, there are two other methods used to allocate
expenses. .ifa cost center incurs an expense that should notfollow the allocation method used
for 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 ofcustomer/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 is coded to the real internal order and then allocated directly to the appropriate
customer/product cost center.

In reviewing the Company's expenses and allocations, it was noted Blue Plus does not have a
separate cost/projit 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 "Allocation ofExpenses ". .

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

As ofDecember 31, 2011 and 2010, Blue Plus had PDR of$32,380,000 and $10,586,000,
respectively.

A review of the PDR Calculation for the Company's public programs as ofDecember 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, ifapplicable, from the amount calculated above to arrive at
thePDR.

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

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

The PDR calcula,tions 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 iriformation 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 needfor a PDR. Statement ofStatutory Accounting Principle' ("SSAP ") No.
54, paragraph 18 states:

"For purposes ofdetermining if a premium deficiency exists, contracts shall be
grouped in a manner cpnsistent with how policies are marketed, serviced and

. measured. "

The Company has a single contract with the State of Minnesota, acting through its
Department ofHuman Services for PMAP and MNCare. Further, the Company represented
to 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 3;, 2011, combining
results for these two lines ofbusiness did not impact the need for or magnitude ofa PDR.
The Company projected negative operating income for both programs for the calendar year
2012. In the December 31, 2010 Financial Examination, the Company had projected an
operating loss for MNCare and an operating gain for PMAP. These results were combined
and the resulting PDR was less as opposed to viewing the line of business independently
since the PMAP operating gain partially offiet a portion ofthe 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 to perform a re-estimation using actual experience thai was available.
It is noted that the original estimates include an expense item titled "Additional
Administrative Allocation for 2012 Strategic 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 dijftrences. 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 $5,140,000 lower than originally
booked. .

6. 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-of3, 6-of6, and 12-of12 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, 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
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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 auditors, a similar conclusion as drawn during the
2010 Examination by MNDOC.

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

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

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

. BluePlus

Unpaid Claim Liabilities as ofDecember 31,2010
Data Through May 2012

MNCare Adults wlo Children

MNCare Families and
Children

MNCare Total

PMAP Expansion*

PMAPF&C

PMAPTotal

Initial
Estimate

$12,007,518

9.368,257

$21,375,775

$0

27.691,866

$27,691,866

Paid-on­
Incurred

$12,007,310

9.367,959

$21,375,269

$0

27,66J.186 .

$27,661,186

Remaining
Reserve

$208

298

$505

$0

30,680

$30,680

~ -_.. -_. - -= -7=::-"=7~:="*Starting March 1; 2011, additionallow 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 ofDecember 31, 2011

Data Through May 20i2

Initial Paid-on- Remaining
Estimate Incurred Reserve

MNCare Adults wlo Children $6,523,676 $6,399,392 $124,284

MNCare Families and 10,172,552 9,977.054 195.497
Children

MNCare Total $16,696,228 .$16,376,446 $319,782

PMAP Expansion $11,607,203 $11,064,170 $543,033

PMAPF&C 31,846,126 30,934.634 911.492

PMAPTotal $43,453,329 $41,998,804 $1,454,525

, 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-out for January
2012 through May 2012. The difftrence in total is 3,0%. If was concluded that a majority of
run-out has emerged in the first five months of2012, with a small amount ofrun-out expected

. yet to be incurred. The estimates as ofDecember 31, 2011 appear reasonable.

Beginning in 2008, the Company begqn to slow claim payment speed as a cash flow
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 Not 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 reports whiCh are used to develop the IBNR liability estimates, The
change in the Company's claims payment speed was reviewe?! in detail during the 2010
examination by MNDOC and no specific concerns were noted.
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Appendix 1 - Executive Order 11-06
Thls,Q.o:¢lJmel1t Is m.a\1<J avaJ[al:!la ~JectrQi)I¢.alJy by the Mlnnesqia L~glslatlv9 Ri!if~ran~ lIbrWY ~s part ofcln
Qngolng digital archlvlng projeQt. h~p:I!'NVNI,leg.5tate.f!ln.usl[rlfexecorderste~eC:ord~rs.asp

STATEOF~INNESOTA

EXECUTIVE DEPARTMENT

MARK DAYTON

GOVERNOR

Executive Order 11-06

Creating Public Disclosure for
Miuuesota's Ma.iaged Care Health Care Progmms

I, Mar), nayton, GoVel'Dor of the State ofMinn,e,ota, by vhiue Qfthe authmity vested
in me by ihe Con'titution and applicable ,tatute" do hereby issue this Executive Ordel';

Whereas) over 500,000 Minllesotahs receiving pl:1blic health insurance coverage are
e~l'Olled in managed care; and

Whel'eos, lhe State spends approximately $3 billionalmllally on purchasing health care
from managed care plans fat' slate public programs; and

Whereas, it is critical for public trust that Minnesota's taxpayers tlnderstand how p~lblic

dollars for health car. are being lIsed; alld

WhereasJ the State needs greater disctosme and abCOllutability of managed care plan
spendjng 011 hejllth care and long-term care services and administrative expenses for state
public programs;

Now, Therefore, I hereby order the Commissioner ofHlUn~ui. Services to:

1. Establish ~ managed care website for all publicly available information and reports
t1iat relate to the managed care procl1l'ement, financials, health outcome pel'fonlHlnce
measlll'es... contracts, and. other public int'ormati911 for state public progl'ams.

2. Develop an annual comprehensive managed care report in COllS\lltation with the
Commissioners ofHealth and Commerce that Includes detailed Informatiotl on
administrative expenses, premium revenues, pl'ovicl~r payments and reimbmsement
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l'ates) contributions tO,ryser,ves, enrollee quality measures, service costs and
utilization. enl'ollee access to servicesJ capitation ratcNsetthig and riskadjustment
methods. and managed care Pl:ocutcment and contracting processes,

3. S\lomit data frolll the nlflllaged care plans fo!' $(atepublic programs (0 the
Commissioner ofColnl11el'ce so that regula!' fiilancial audits ofdata will'be
conducted.

UnClel: Minnesota Statutes, section 4.035, subdivision 2, this Executive Order is.effective
15 days after publication in the State Register altd filing with the Secretary ofState,

~n Te,t1l11ony Whcl'cof, I havc set illY hand.on Mamh 23, 2011.

/1~
GOVCL'ilOl'

i
i

Filed According to .Law:

~
Mark Ritchie
Sccretary ofState

":"-I", ':"'>0',:i ,
'.'/1
'/

:" ,'.,

"

2
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Appendix 2 - Minnesota Statutes §62D.08 and 2568.69, 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),

(t), (g); (i), CD, (I), (m), (n), (0), (p), (q), (r), (s), and (t) of section 62D.03, subdivision 4. If the

cOlIunissioner 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 I, .file a verified

report with the commissioner of health covering the preceding calendar year. However, utilization

data required 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 receipts and

disbursements for the preceding year certified by an independent certified pnblic accountant,

reflecting at least (I) 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 statenient 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 arid

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 I, 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

1, 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 maintellance 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 required 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 62DJO, snbdivision 6; and

(f) 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.0 I to 62D.30.

Subd. 4. Penalty; extension for good canse.

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 f!ne 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, shall 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 days 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 prec!tide the commissioner from using other penaltie,s 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 administrative 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 I'eporting
template provided by the commissioner of health.

(b) Every health maintenance organization must allocate investment income based on
cumulative net income over time by business line or product and must submit this information, .
including investment iilcome 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
commissioner, in consultation with the commissioners of health and commerce, atid 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 existing data sources and streamline data collection in order to reduce

public and private sector administrative costs. Nothing in this subdivision shall allow release of
information that is nonpublic data pursuant to section 13 .02.

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

(I) administi'ative expenses by category and subcategory consistent with administrative
expense reporting to other state and federal regulatory agencies, by prograti:J.;

(2) revenues by program, including investment income;
(3) nonadministrative service payments, provider payments, and reimbursement 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 program,
including a description of alternative payment arrangements and payments outside
the claims process; .

(iii) data on implementation of legislatively 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, provided to the commissioner under this subdivision are nonpublic data
as defined in section 13.02; .

(4) data on tlie amount of reinsurance or transfer of risk by program; and
(5) ci>ntributio~ to reserve, by program. .

(c) In the event a repmi is published or released based on data provided under this subdivision, the

commissioner shall provide the repmi to managed care plans and county-based purchasing plans 30 days

priorto the publication or release of the report. Managed care plans and county-based purchasing plans

shall have 30 days to review the repmi and provide comment to the commissioner.

, .
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Appendix 3 - Minnesota Supplement Report #1

~<-Nime;ofHMi.:f>:· '- ..
Minnesota Supplement Report #1

STATEMENT OF REVEIIIUE, EXPENSES AND NET INCOME
For the year ending December 31, 2011

Public lnfonnation, Minnesota Statutes § 620.08

1 MemberMon!I1s

REVENUES:
2 Net Premium Inr;Qme ~nr::luding $,---, nOlloheallh ]:relIium income)
3 Change in Wlearned IRmium reseMS and serw lor Il!le credits
4Fee-fcr-SeMr;:e {neI:ors~ :nredic3l~es)

1413
Other.
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~~~~~S~~~.cesOl1lY
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PrepaidMedi<:al

"'......
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7

MinnesotaSeniar
Health Oplioffl

IMSHOIMedicare cost
Mecficare+

Choice

,

commercial
Tolm Minnesota

p""",,,

2

No~nnesola-­(Eliminations).NAlCTotis
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As found on page 4 oflhe AmuaI statement
NAIC.
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'17 Net reinsurance recove:ies
18 Total hospital and medea! (Unes 16minus 17)
19 Non-health dams
20 Claims adjustment expenses
21 General administralive ecpenses
22lnr;rease in tesetWS !or life, accident and beaIth conlr.'Ir;ts

Ql'Ieluding S---increase in re5e1W$!or r.re only)
23 Total underwliting deckJCllQllS (Unes 18 t/mlgh 22)

24 Net un<!efwri~ng gain or Qoss)(lines 8 minus 23)
25 Net invastmenl income earned
:2S Net realized eattiaI gains Qf{\DSSes}

32 Net illC'ClmeJlossULiI)es_30 minus 31)

S Risk reIentle
6 Aggregate write-ins fer alher heallh care relared~ (Line 699)

7 Aflqzete Wfite.ins for other non-health rtNellUeS CUne 7S9)
8 TOTAL REVENUES (Lines 2 ttwuQlt

'0 Net ill\OlStnlent sans or Qosses)(Unes-25 #us :<5)
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29 Aggregate write-ins for crtI1er income or exr,enses (Une 2999)
3lJ Net income or (toss) before fetler.ll ilJ:CIlIle taxes

(Unes 24 plus 71 !ius 281i1ls 29)
31 Federal andf!lreil¥l income taxes incurred

EXPENSES:
9 Hos]:il:a1lmedieal benefits

10 Other~io~ ser.ices
11 Outside refenals
12 Emergency room and out-cl-area
13 Prescription drugs

14 Aggregate write-ins for oilier llosptal and medh:ai eX~es (Line 1499")
1S lneenlilte-Fool andWllllhQIdAd"iUSlmenls - ---­

16 TOTAL ElPENSES .fU!!es.9thJOU~ 1
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Appendix 4 - MN HMO Instructions

Date: .

To:

From:

Subject:

Contacts:

Deceinber 1, 2011

Minnesota Domiciled Health Maintenance Organizations and County Based Purchasers

Mik(j Rothman, Commissioner
Minnesota Depaliment of Commerce

Filing ofAnnual Statement, Supplements, Exhibits, Certificates and RepOlis

Minnesota Depaliment ofCommerce
Constance Peterson, Constance.Petel'son@state.mn.us(651)297-8943
Robe1i Rivera, Robert.Rivera@state.mn.us (651)296-4523 (Questions about Medical
Necessity Evaluation Filing Only)

Minnesota Department ofHealth
MaryAnn (pena) Benke, Matyann.Be·nke@state.mn.us (651)201-5164

NAIC Instructions and Blanks

The National Association of Insurance Commissioners (NArC) 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 filings for the
year 2012:

Annual Statement 4/1/12 §62D.08, Subd. 2 &
(electronic filing) 3

Investment Policy 5 4/1/12 §62D.045, SuM 2
Certification and §60A.112
Audited Financial 3 4/1/12 §62D.08, SuM 3(a)
Statement
Risk Based Capital 3 4/1/12 §62D.04, SuM I(e)
Report
Notification ofChange in 1 Within 5 §62D.08, SuM 2 &
Appointed Actuary business 3

days

28

Those organizations not filing electronically
with the NAIC are required to file the Annual
Statement in PDF format in addition to the
recmil'ed hard conies,
Not required for County Based Purchasers.

According to the NArC Annual Statement
Instl'llctions, documentation for anewly
appointed actuary needs to include the
following:

o The insurer shall provide the
Commissioner with a letter within 10
business days stating whet11er, in the
preceding 24 months, there were any
disagreements with the former actuary.

I!I The insurer shall request the former
actuary to furnish a letter addressed to
the insurer stating whether the actuary



agrees or disagrees with the statements
, contained in the insurer's letter, to be

forwarded to the Commissioner.
, Please provide the requested

inform~tion electronically by emailing
it to aspecial email box we have
established for these appointments
(and illustration actuary fiiings):
insurance.actuarv@state.mn.us

Quarterly Financial 4 4/30,7/30 §62D.OS, Subd. 6
Statements (hard copy) and 10130
Quarterly Financial I 4/30,7/30 §62D.OS, Subd. 6 Those organizations not filing electronically
StEl:tements (electronic and 10/30 with the NAlC are required to file the Quarterly
filing) Statements in PDF format in addition to the

reauired hard conies.

Filing Address: Depaltment of Commerce
Financial Institntions - Insurance
85 Seventh Place East, Suite 500
St. Paul, MN 55101-2198

Filing Fees: Health Maintenance Organizations: Send the filing fee of $400 for the Animal Statement
and $200 for each Qualteriy Statement, payable to the Minnesota Department of Health (not the
Minnesota Depaltment of Commerce), to: Managed Care Systems 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 HEDISl

Pll1'suant to applicable Minnesota law, complete the following reports. These repOlt forms, with the
exception ofthe HEDIS 2012 Data Submission Tool, can be downloaded from the "HMO Annual RepOlt
Forms" link at the bottom of the following Depattment ofHealth Web page:' ,
www.health.state.mn.us/divs/hpsc/mcs/forms.htm

_ReJ}'orl?'. \b~eJJ.te ;Ffiiri~rv:Mi'fst~tute Reference ' ',i j"'.l..:'.'j,';"',
I. 4/1/12 §62D.OS Statement ofRevenue, Expenses and Net Income
2. 4/1/12 §46S5.2000 Summary ofComolaints and Grievances
3. 4/1/12 §72A20I, Subd. S(7) Summary of Chemical Denendency Claims and Appeals
4. 4/1/12 §62D.OS, Subd. 3(d) and 46S5.2100D ParticIpating ProvIders Listing
5. 4/1/12 §62M.09, Subd. 9 Medical Necessity Evaluation
6. 7/1/12 §62D.04(1)(c),(5) & 62D.OS EIU'oliment Statistics By Products and County
7. 7/1/12 §62D.04(I)(c),(5) & 62D.OS HEDIS 2012 (For Calendar Year 2011) Data Submission

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 electronic copy of the Medical Necessity Evaluation Form filing (Supplemental RepOlt
#5) with the Depattment ofHealth, e-mail a copy of the filing to Robelt Rivera at theDepartment of
Commerce: Robert.Rivera@state.mn.us.

All financial information in repOlis 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 Instmctions: It is not necessary to send a paper copy in addition to the
electronic submission; ilOne of these reports require a signature. Send the completed Minnesota
Supplement forms on a CD to:

Mailing Address:

Courier Address:

Dedra Johnson
Managed Care Systems Section
Minnesota Depaltment ofHealth
P.O. Box 64882
St. Paul, MN 55164-0882

Managed Care Systems' Section
Minnesota Depaltment ofHealth
85 Seventh Place East, Suite 220
St. Paul, MN 55101
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Appendix 5 - Prepaid Medical Assistance Program (PMAP) map
Health Plan Choices by County Effective April 1, 2011
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Appendix 6 - MinnesotaCare (MNCare) map'
Health Plan Choices by County Effective Aprill, 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 (MSHO) 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
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Appendix 10 - Corporate Organization Chart
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Addendum to Report

Blue Plus Comment Letter
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:Blue Cross and Blue Shield ofMinnesota
,and Blue Plus
l~O. Box 64560
si, Paul, MN 55164-0560
(651) 662-8000/(800) 382-2000

For the health of all.

the Minnesota Dep!lrtmentor CoJJ1l)1erce (M;NDOq employed th~ services of Rlsk~l1q Regu~atory
Consulting, LLC (RRC) in ori\<::t to assist it in evaluating the apprpptiateness ofmahage4.,cl\te plans'
exMnse allocatio)ls to public programs; the appropriateness of established Premium Defidency
Res.etv'es and the Rettbspective Review of Reserves establislwd for such jiublio programs. This
evaluation was conducted in accordance with ExecJ-\tlve Order 11-06 Creating :Public 'Disdosme Jor
Jyiumesotais Managed c<\1'e ijelllth Care J:'\'ogl1lm~ ~SSl\ed March 21, 201 i ~nd information w<\s also
conected a,~ provided in Minn. Statutes Section g5(i'B.~9" ?ubd 9c. The pubiicpl;ogJ:am8 'are provided
by various Managed Cate Organizations, including Blue Plus. '

Below are HMO Minnesota's(Blue Plus or the Compa,ny) respol\ses to ·theobservations atld filldings
lioted in the fmal WPQ11 l\ibeie4: '

SrATE OF lVIINNESOTA
HM.O MINNESOTA d/b/a BLUE PLUS

WORK ORDER CONTRACT NO: 47132
'December 04,2012

Wi,t)lln the scope and ,p~oc~dW~Sdf the jeview, there Were' limited exceptions and '!?l1-!e P~1-lS'

i'iisjionses to those items are c6l1t<\iried herein. TIlis document should 1:>e read in conjunctid_n with the
:unaltepolt to give acomplete ahd compi:ehimsive imdetstl\ndiJig of the observations <\nd findings.

As st<\ted by RRe, the observations and find/llgs are not in viQlations of Statutol'y Accounting
Principles and State Law.

'tlw recontni¢l1c1atibns in each finding below are that the COli:ipali.Y shouldallbcate only tho,se
ex,Penses that are directly related to the public programs. The Comp<\liy follows statutory
Accounting 1;'rin.Gi,lJI~sanq Its h,ltel:nal co~':I19I'ate allocation policks. : When p(l~sibie SjJ'eojfic
ideiltification of expenses is 1:ecbt4ecial).q W. 'a\l cases a reasonable methodology is employed. The
Company Oisagrees with each of the fmdings below, with the exception of Me in which the
Company admawledgesari, error or$10,000.

Observations & Biue pius ResnOJises:

1. Blue Plus 1n4de a' $lQ rni1li(lll Qash conjrib,ltion to the BCB$M FOi1lldatioil oil December 29,
20iL
Tile entire $10 li1inio)l\.'dhfribution was Jnclu4eq 1n Column 1.3 "Meet Mgmt" liJ)e 21 "ge<neral
ac;bnihistrative expenses'; of the MN Svppiement Report #1. The B1\le Plus Medical Management
"Med Mgmf' progi'am i:e1<\tes to services performed by l3lue Plus for the Northem ,1'1$8 Alliance, a
gro,lp ofsix Blli.e plans covering the seven state regionincludiiig NE, NP, MT, WY, MN, lA, and
SD. These services include managing the business fll11ctions for the N01'ihem Plains Allia,nce related
t9 c<\se ;management, utilization management, nurse phone line, disease management mtd seiect
qilaiity jmprovement fimctiohs.
bluecrossmn.com

L02RO'1 Blue cross0 al\dBlu~ ShieldQ ofMinnesota :.uld Blue Ph~s(;l r;1re nonprofit Indepei1dellt licensees ofthe Dlue Cross and Blue Shield Assoclation.
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;aiu~ Plus Response:

Gohilim13 orihe Mi1Jnesotlt 'SujJPkmeiit :Rel!ort #1 is for "Other" activities that donot:fit into the
other ,Ptedetetmined colunms. For Blue Flus thelllajotity of thlscolumn is for its Medical
Management'lIqfivities. IIi 2011 this 'Column !Ilso included the $10 million cOl).tribution'fo the Blue
Gross Blue Shield Foun~aMn such ilial this j}xlJense would not be allOcated to(01' included in any

, public ptogrfllli or government hilsiness tesults. '

Theconttibutlon to the foundation is being 'utilized to fund chal'ita1;Jle initiatives benefitting
populatiqnseligible fotslate Pllblic programs and to imptovecon1IlltUJiiy conditions affecting the
health and well-being of low,in,comebhildr'en and families' III Mipnesota. '

2. MC revlewed how salili'les were allocated to the Cqnipilily'S public and non-phblic progran1s,
inch,lding the salatks bf its ei$:ecl.\tives. Bine Plus W;:tS alIpQltteC! apptoxirp.ately $1.8 nillHon ,of
"Executive ManaMment" eiCpenses in ;W II. J31ue ,Pius >allocates(;Jj:ecutive 'lnanagementexpenses
based on an "executive 'allocation statls\ic". ACCQfqirig tb the Company, each ,executive's ano,cation
hile is deteri:i1/tied by collaboration betWeen the Finance lil;ea arid the ~;{ecutives. The allocation is ,
based On member months and a weighting factor for 6ach exe,cufive. The Company was not required,
to, J'l114 did n,g:t, ,cap r;lxecutlv6 saiades ,prior to allocating them to the public programs or any other
pl'ograi:\:ls adniinisteted by the Company.

Biue Plus Response:

]t is liot cleat to BIUeP,!tls why tms is inciuded as a1l6bsel'vation, whep it states'lll the observation
that there Is 'no te<:juh'ement to c~ executivesalari!{s; The,allocation methodology for executive
salaries is llppr9Ptiilte, reasonable lind inliccordat;lCe with olir policies,

3. Biue Flus was asked to perfOllli are-esthnatloil ofPDR using actual experience that was available.
Bilse<J. 011. daims paid 4iltl1 thniilgh )I1ilY 31, 20~,2, the Compal1Y westi\nated its 20li FDR to be
approximately $5,140,000 iliUiion lower than Ol'iginallr booked at December 31,2011.

Blue Plus Re$jiQnse:

Tile prenillUn qe:(iciency res(jry(j (PpR) is an estimate requir\';d to be made tinder ilccOlmting
p~ln,ciples based 011 the best W'phhatiol1 il-valiable at year eild. This liability Will develop faY9r",blY
nt Ubfavorably as 1\ctua[ experience ocoiir-s in the following yeai', 'the $5,140,000 difference tM,t ~s

c]ilT1mtly estimated is 0.76% Of 2011 pUblio program i'evenue and is before taking into account the
$i L2 million that was required to bepliid to the 8t!lte under the 20li 1% operating margin cap, , If
this Were to pe taken lllto accOl\1lt, the PDR developed unfavorably by $6.2 1ll1llion, Within the

,2/;1.0



report Me stales tb,at the ):'PR is C0j1se1'Vlltive, appxopriate llnd \l.dhel'es togei).Cfally aogepted
ll¢!l,la,ia:I principles. '. '. . ... .

4. The Corn,panyprovidedlilistin~ of profit Centers for BlVe PI\isartq BCBSJv:ithat. are cbns!d\lred
"goverl1!tlel1t programs". Not all pxofit ceiiters weriJ a1\ocated government-related expenses.

mile Phis :R:espOl~se:

Go'vetnmelit related eJi:penses ate allocated to the appropriate.profit centers based on aotivities that
are performed and to which programs they re1,ate. .

5. hi rey!ewing the Company's expenses !llld allocations, it was l10ted Blue PhIS does not h!tve a
separate profit peuter established fotMSC+.

MSC+ was originally partofthe PMAPcoptract and therefol'e was combined with al1d accOl,l)1ted for
aspmtof that profit center. In order to separate MSC+ from the f'MAPcolunm ol1tbe 2011 ..'
MiIines.ota Supplement Report the revenue and claims were specifically identifiedand administrative
costs were allocated based Oil the i'atio ofmember 111011ths. Asepal:ate MSC+ profit center has beeh
set up for 2012 and beyond.

6. There are three separate cost centers fOr IHM-GP, These include. case management, disease
inar:mgement and utilization managemel1t. According to the Company, these cost centerS Provide
care management for government jJrogi'am me$bers. Thl.s cost .center also includes staff tb,at
petfOlms aeoe,ss ma~agement for comtnereial btisiness. OasIs ate .allocated based on a ·fixed
percentage deterlllme'd 'from staffing. Bhte Pins government pl'ogl'ams PMAP, MSH0 and MNCare
are allocatedaPPl'oximately :99% of tilese costs. BCBSMgovel1imen! pl'ogr~m~ Iil'y ljI!ocated the
r.emainlng 1%. ..

:l3Jue 1'1:us Respo!!se:

The three ODst centers for lHivJ:-GP me allocated to goveriilllent pl:ogi'ains Ill~d do not include .Slaff
thitt PeXfOlm 'access lha1lageni.ent fot commel'cifil bl1siness. TM COfumerolal staff m'e jnclnded il).a

. sepl;li:at.e cost center and are not ailocrited to aiJ,y goverliment jil'owam business.

7. PMAP &MNCare wexe aJlocated apPXDxillla(yly $330,000 of exp\lnsys jn 2011 for yost Genl\lr
12600 "Virginia Cotnrnercial Claims·i. IiivLAl' &, MNCare were aiJocated approxinlately
$35,OOOi;lf expe)lses In 2011 for cost center 89300 "Commercial Accounts Lar~e Group". The
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COmPall)' 4:tdib~ted the naming cOllyentibn for cost Qenter 12600 i$ '''Virginia COfhmerctl!1 Claims';
but staff 'in tillS cost ceriter also works 'on government dauns, inc1ucHng PMAP &; MNCare. The
different types, ot claims are identified within a clallns tracking system. There aiso is a cost deli.fer
"Virginia Gove~nment ClaiJns" which is 100% dedicated to govennnent claims. As,clalrn 'vqlm)l.e
fluGtuates tln'oughout !he month, in atjditibn to havingindividiJals in ihegbvemmcnt ciaiJns cost
center wod( overtiine, individuals within the COlhmerciat tJaltns co.st celi.ter are utilized 'When
ne(\ded,

BlUe Plus, E-espbnse:

The Illlocation methodology is appropriate, ~'easonabk aud in ac'cotd,ance with out policies.

8, The Company allocaks costs to the Printing $I; Postage cost center based on a total membership
statistic. Blue Plus was allocated approximately $1.0 miliiOll ofprJnting & postage exp~nses in 2011.
Approximately $ 875,000 waS allocated to PMAP andMNCare. TIns isin addition to Cost center
"Printing &; Postage. Govt;; 20ll,expeuses of$ 356,000, of which $330,000 was Illlocatedt6 PMAP
"md MNCate. The Company indicated the Printing &; Postage cost center contains the cost of
trllPiia,ct1onal print and postage that js 9Usitless Gritical. The Company Indicated the Printing &,
Postage ~ Government Gost center cbriimns the cpst of marketing print and postage. The Company
'iild.!cated theinembersbip statistio is'utilized due to. the volume pftransactions.,

Bltie Plus ResMnse:

The i;lllocationmethodology is appl'oprillte, reasonable and in accorc\itnce with ourpoiicies.

Findings &;Bllie PlttsRespililses:

.1. Marketing and Cbl]Orate Coniiliilnioations. .

Finding: .
Tllt) Comp~l1Yllllocates Marketi.llg & COlporate Connnlmications expenses based on total MN
met1J.bership statiStlpS. This hlclude~ ~ll Blue .Plus profit centers except Med Mgmt. Biup Plus was
iillocated $1.4 million of Marketing & Corporate Conllllunications eXPl:llseS In 201 L Of thi.s
iiltioUti.t, PMAp and MNCare 'were ~IIocated approximately $1.2 million in 2011.

l'lCBSM rUllS avariety nf l;,lds including their "Do" Campaign on local TV stations. These ads do not
tatget Blue Plus 01' the pjlblic programs, The Company indicated the expenses within the Marketing
and Cqij:lOrate COJiUnufuyations cost centetare 110t specifio to any oile segment bilt ate for busin~ss

o'vera\LBlue Plus was liIIocated 1J.il% (10% to PMAP lind MNCare) of the following December
20il expenses (pl:\rtlaI listing):
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$1.0 mlllion - HawOlth (tv ads)
$i33;922 ~Twins Ballpark-Sponsorship

lJi addition to diwqt ex:ptlnses, Biue Plus WaS also \lllodited a pOliion of "Tiet I" e"iJen~es for
payroll, benefits,' tl'aVd, r<mt etc. within, t1)e "Marketing & ;COlporate ¢om:m1ij1icati911S" i(cqtlUlit.
"l.'ier J" eJ[p~nses spread ;oVerhead-type costs to the cost centers. These costs .il:tc1ude inllllan
.i'eso\l,tc,<s, payroll, b~liefits, travel, !Jl,iildihg slOi-yices, hlllt, depreciation, mail setvices, "Yoke/data
s~steiiJ.S anMoc!il ~lJ:ea networlc' '.'

According to the lvledi¢~1 Assistance (PMAP) and MNCareC6!itract between Blue P1l)s a,ijd,p}IS
seqtion 3.2.4 "Marketing Materials":

(C) Except through mailings -and publicatio/J$a(jilfetjorth below, the Mea and any oj its
.subcontrclCt()rS, tigertts, independent cOntractors, f!1i1ploy~es and providers, is r~stT'icter1ji~()m
Markeii/1g andpromotion to Recipients who ar~ not ~'ni'btled in the MCo. This J'.estriction
includes, but is not limited t.o: felephane matketing, face-ta-face marketing, promotion, cold­
calling and/ar direct rriedl marketing.

(2) Malttngs tq 1'ecipients. 'The MOO may m«!re nQ more thaI) t)Vo mailings p~r .
calendar yellr to Enrollees oj the MCO povered under this CO/1tract or potential
Enrollees who /'e.side in the MCO's Service Area.

a) The Mqa may disMbute brochuns (lnd display posters atphysician ojfices
and clinics, informing p4tientf/ that the Clirtic or physician is part of the
Mca 's provider netwo/;k...
b) The MCa may provide he4lth eihication materials forEIJi'ol1e~ii in
Provtders '.offices.

Rec9inmenclation: .
The Company shouldalIoc:at$ only those dilwt 6xpen,sesa)lowed by the coniriJ.ci to PMA!' art4
lV,INCiJ.l.'e public programs.

JUne Plus Response:

Th\' expellses accounted for in the li.1arketing and c9rnlllurticatio)1.s cost qel,terilti: not fOl' the
expelmis addressed in the contract seciion ~bove but tather are coi"porate business expenses that
prompte l'ecogilltion of the O.igariizatioli in the wieler ,c.ommur\ity and are a nOimitl cost of dOIng
husiness, The expenses noted are not !£U'g$ted to a specifiQ popu!\ltion and do not promote aIiy
specific Products 6tlt fj.l'e .l'eiatedtohealth aWareness and brand, Ofthespecific expenses identified
above, PMAP (l1'ld MNCate were allocated p.4% 01' $129,267.
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2, Affiliated Medical Center Covenant

Fjn:(;1jng:
:Affiliated Meaical C!inter~, :P.A. (AMe) entered info ~n Affil!ationand CapHaliziltitm f\greemep,t
with ,BCBSM and Blue PIl\s 01). Decemper 21, J993, The agreement calls for tot(llprmcipill
payments from BCB,8M to ;\MC 1Ii the ~ourit of $9,912,754, 'Tho amount is belngf\m(lltized over
it thirty year time period oil a straight line basis; eacl~ year BCBSM allocates1o 13iue Phis $330,425
($9,9i2,754 / 30) of amOliization expense l'elated to tbis agreement. Of this amot\nt, 46% is
AlloNited ioPMAP, 27% to MNCare; 21% t9 MSHO arid the remaining 6% to Blue Pitis
Coiurhercial. BCB8M is not allocated any podion of the atTI,ortizilt1Ori ,expense, ThemuOltization
expense is included in gener~I a4ministrative expenses, The Company did not provide a comlJlete
copy of the agreement between the Plltties nor a descrJption of the nature of the services or activities
underlying theagreeineJ;lt. Based on the iJ)for!l1ation provided by the Company, it is unclear how the,
agreement specifically relates to the public programs.

Recommendation:
The Cotnpany shol\ld only allocate ellpenses that can be shown to directly relate to the public
pi:ograms, Any poftj6,nnot alioc:a1?le to ,the public programs Should pe allocated to other programs or
entities, ihcludirig BGJ;lSM,

J:jlue pju,s Response:

The Affiliation and CapitaHzatid11 Agreement w\is originally filed, reviewed an.(1 ,approved in its
entirety by tb,e Mimiesotit Department of Health, Affiliate4 Medical Centers, P.A, (now !.mown \is
Affiliated Community Medica! Centers, P,A,) (ACMC), BCBSM, me. dba BlueCros's im,d Blue
Shield of Minnesota (Blue Cross) and Biue Plus are parties to an Affiliation atIci Capitalization
Agtee~llentent~red into in 1.993. A pt:iln.~l'y pmpose of the agreel'nent Was to as:Sllre thy long t81m
hldepen,i:ience Of ACMC atId to y11sure contirnied access to quality and cost effe9tive health'sllrvices
for 'Blue Plus' inilimged cafe 1nCl1'lbersin l\CMC's 'service area, ACMC continues to be the ,primary
service provider for Blu,e Plus ptiblic progratnS members ip: ACMe's service area, All payments
made ptirsuant to a promissory note signed by Blue Plus wete allocated to .Blue plus business,

3, Mankato Covenant

Finding:
The Company entered into an ~gt'eeme!it With Mankato cliJ;Jlc, We were i1.Ot 'provided the first 19
pages oftheagreement or the last pages of the agt'eelhel1t, The agreement caJjs fOt" total prln9~paI
payments from BCBSMlBlue Plus to Maiikato in the amollnt of $8,000,000, rhe amOtiilt is being
amoriized over a twenty year time period on a straight line basis; eaoh year BdBSM allocates to
Blue Plus $200,000 ($8,000,000 / 20) of am(ntization expense related to tbis agreement. Of this
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\Ilyiqijnt, 46% is ;illo.ot\t~ci to pivIAI', 27% tq 1ylNCate, ~1%to JiA~HO (J.liq fhe Jerhaining1J% tQ ):l1ue
plus COinrtlerclaL BCB8Mis also allocated $200,000 ofihe ainotfization;expMs¢. The amortiz~Hon
expense is incltldeej in general aclministrative expenses. The Company did not provide a complete
\lOpy ofthe agreem~nt between th~ iiwies nor a '4~s¢tjption Q,fth~ ,I1atlli'~ oft)le se1v1ces onwtiVities
Widedying tb,eilgreeme\:J.t. Based On the 1nfo~'ffiation provided by\he Company, ,it is ]l11(jlear how the
agreement spepificaily telates to the public programs, '

Recoinrtl~ndatio\:J.:

Th~COinpahy shopld 9WY allocate expenses that can be Shown to diJ:'ectly l'elate to the public
programs. Ariy jJorti(jn hOt allocable t9 the ppblic programs should be allocated to other Prpgrams or
entities, ipclil.ding BCBSM. . .

BIul) Plus Rl)sponse:

1'118. Joint Ventt\te and Afflliation AgreemenJ waS O1'iginaliy filed, reViewed and approved in its
iip,tirety by the Mh1!1f;sota pej)/(rt!uent of Health. AJpiIlt Venture and Affiliatio,l1 Agre¢l'lle.ilt was
¢ntered into by Mankato Clh:lic, Ltd, BCBSM, IIlc. db'.l. Blue Cross and Blue Shielcj iif Mihu¢sota
(Blue Cross) and BhJe Plus in 1995. A ptimary pmpose of the agreeroel1t was tOasSliii the long
term indepeildelice ofMal11cato Clinic and to ensl,lre continued access to quality and (jost effective
l;te(llth services for our m¢iilbers in Manlcato GliniC's .!ieryicearea, Manicat9 ¢linic'c9nt4l1Ie~ to be a
significant service providei' for Blu¢ Plus PU1:>licPr\m:rjlljlS J1)embers in Mankato ¢1i(119'ss¢rvice
area. Purs.uant to the agreement, Blue Cr6ss and Blue Plus jointly agreed to P!J.y Mttlj!{ato Clinic
the sum of $1l.0 million per a payrheilt schedule eildingin:i!,O14.

4, Gdveminehi Progtalt). Management

Finding: .
Miocafioil tel tllis. cp~t~eutel' i$ ]:>~sed PI,' ~ .fixed percellta~e statistic. The fQllowing posts were
i.nch,#edi/l this cost genter: payroll, benefits, cal,' illSlttance aU9Wtliice., meals, c~lI phgli.esaild tl·ayel.
These were in addition to the COinpanY's allocation of ''Tier I" eXPenses. The Company also
inciuded various fees tOl'lttendexhibits & conferences ill MNilS ¢i\peuses. Theseeidlibitsand
conferences target the pubiic progratils. The Company indicated tlus cost ce1lter also includes sales
promotion and h'avel related toilie PMAP, MSHO and MNCare programS. Tllis appears to he in
viqlation of'lhe P:MAP and MNCare conti:a¢t betwe\lIl tnfl Company and DItS.

El>perises in 2011 fot this a.ccount were I'lpproxlrhately $7;20,000. Th\lre were no allocations to tIre
i3cl'\stvt government programS. Expenses Were a.l10Qatea eiltirely to the followi,l1g Blu.e Phis Profit
centers: .
l50l00PMAP
150200 MSHO
160100 MNCare
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ACQQrdilig to ihe Medi9~1 Assistance (pMAP) ~il4 MNCafedbi].tract betweeli ,Blue Plus~nd pBS
sectlon;3 .2.4 "Marketing Materials":

(C) Except!hi;pugh mailings and pllbliMtions as set forth below, the MCO and any .of its
subContractors, agents, iJidepelldent contractors, employees and Providers, is restricted fi.-om,
Marketing 'and promotion to Recipielits who me not em:oiied lnihe MCO. This restdction inch\des,
butjs nQt lil)li,ieq to: telephone marketiJig,f\!ce-to-face marketing, promotion, cold-calling and/or
tlitect 1;I1aill].1~I~.etlllg.

RecoIJii'nelidfition:
The Company should allocate only those expenses alloWed by the contract to PMAPand MNCate
pro,grains.

Biue Plus :n.esponse:

The expeiisesllUocated to this cost ·cente,!' are ;not related to the marketiJig mailh1gs and promotional
activities tljrgeled t,o enml1ees or poteiltiai ein'oUees as described in Section 3.2.4 (0) onhe COJ;ltraet
q1ldted iJitlle report. This cost ~entet has responsibility for business paitnerships statewide that
lmppOlt gbvel~].1ent til'ogtaniS. Tills respoj].sibillty inch1des education, problem solving, regulatoty
adherence, \raining Care CootdiJiatbfs fOr the Counties alid Clinics, auditing case fileS and enstu'ing
that iissesSlrtents; eMS and ims requil'eme.htsare met.

Q;ft!J-e $720,000 allocated to Blue pitis,$144,01i was al16dated topMAP and MNCare. These costs
ate for the purpose of managing the busiJiess aM developing and maintaining .relationships with
stakeholders, delegates ane;! counties. There are (lIsa state-wide travel expenses included in this
'ai]:\ount related to providing Child ahd Teen Check UplBlood Lead Scteening .clinic training, Hoi'n~
Gate Association Provider Training, attel;idiJig C&TC Coordinator meetings, Public' Health
Conferences and collaborative meetiJigs; PBS work gro~lp meetings, etc. Activities related to lead
screeping Md C & TO activities Ilte specifically referenced in the Mntract. Blue Plus staffa'ttehd
and ~xhibit iit riumerous state-,iride cbliferenceS to coimect with its provider and county 'paltilers.
These expenses were i:easoIiitble, 'allowed tinder the contract andapproprlaleiy allocated in
accordance with our policies.

5. Gby't Frog :Sushi-ess Strategy & Development

FiJiding: .
Costs ate ai!ocated based oil a fixedpercentilge statistic. Bi\lePlus ptofit centers (PMAP; M$HO
8J).d MNCal'e) are allocatec\ approxim<ttely 74% and BC:SSM profit centers are allocated 26%. .

Blue Plus Wa{! aIlocated $1.1 million ofcosts in 201 i. It was Iloted Blue PIus vias a!ipcated 74% of a
$37,000 Medicare Palis C&t> audit. PMAP and MNCar:ewere allocated approximately $iO,060 of
the Medicare Pa\is C&D alidit.Medici:jre Paits C&D do not jnvolve piyJAP and MNCare.
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Reconu!).endation:
The C<;>Ij1pany shiMd allocate '\lnly those govei'IUueilt expenses that directly wlateto thepl.lhlic
J;irograms. .

~Ip.e Pl\l~ Resp~nse:

Bl\le Plt!~ agrevs wi~ the '(lboye tjildip.g. The aud.it ¢,Qsts We~e inadvettMtly allocated aqross
pl'ogralJls "ather than being dhectly allocated 100% to MSHO:

o. Lobbying Expenses

j<'jp.ding: .
I'~p & MNCare were allocated apPtoidmately' $67,000 of exp.eflsesin 201 1 fol' cbst centet80503
'~MN Lobbying".
PMAP$r- MNCare were allocated approximately $21;000 qf eJ!:pe\1SeS in2Dl1 for cost Ce\1ter 80505
"Federal Lobbying".
Accbi'ding to the Medical AsslstajlCe (PMAP) and MNCare contract between Blue »lus and DHS
Article 15 "Lobbying Disclosure":

The MeO .certlfies,· that, to the best ojits knowledge, illiderstanding, and belief, that:

(AJ No Ji'~qeral Funds Us~d. N(J Federal appl'iJpriatedfUhds h?Jvepeen jJaid 61' Willb? paid in
;'Ilhat the ,md¢rslgned b.elieves to be a violation of$1 rJS,c. § /352, by or on b~halfoJthe
ul'Jdersigned, to any per;Yo'fl for irifluencing or attenipting to influence an qjJicer or employee
ojan agency, Member ofCongress, an ojJicer or .employee QjCongress.,. '. .

(B) Other Funds U:sed.. t!afiy jill1ds other than Federal appropriated funds have been paid oi'
.Will be paid to anY personJor influencing or attempting to hlfluence 'an Officer or ernPl9yee pJ
any agency, a Member ofCongreliS, an officer or einployee ofCongress Or em eniplojee o/a
Member ofCongress in. cOnnection with this Federal cimtrdet, grant, loan or cooperative
agreemelit" the undersigned lihall complete and submit Standard Form-LLL, "DisclQsUi'e

. FONnto 1.!.ejJQrt Lobbying, " in accordan'ce with it$ insfri(CtioI1S. . .
(C) Certification. The undersigned will i'equire thot the language ofthis certi/iccdion be inclur;!?d

in the award docUrnenfs for all $ub-awards {it all tiel'S (iltcluding sUbcontractors, sub-gi'til1ts
and cpntracts ilnder grants, lblins, alid cooperative agi-eem~nts) and willl'equir~d that all
8tih-Recipients certifY and disclose acc.ordingly. Submission of this certificdtion is a
pi-ere;jlisitefor mgking or entering info this (i'ansactton imp(ised by 31 U.S.c. § 1352. Any
person who faiis to file the required certification shall be sidJject to a civil pel1alty ofnot less
than $10, 000 andnot more than $100, 000 for each silchfailure.

Recotnmendatlon:
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Th,e Compap.y should aIiocate olily those lobbying expenses that directly relate to the public
programs and report them in accordancewith the cohtract.

BIlje P~u~ ResPQnlie:

These expenses are not specific to a contract, b,lt teptesent .an allocation of overall lobbying
expenses including expenses at the State and Federal level, relating to health p"re refQl'm, reVkiv of
legislative proposals and the impact of health care reform on alI health Care programs including the
Medicaid progtam. These expenses were teasbriable and apPropriately aIlo\iated in./lccordance with
oW' policies. . .

Blue Plus' Summary Comments

RRe petformed specific tasks tinder t~e Scope a,hd Procedures in accordance with the Executive
Order. T)J.ere were no exceptions with respect to the reporting arid accuracy of the Minnesota
Supplement Report #1 and its :PDR and olahll. reserve ;methodologies were found to be appropr1l'!te
and the amounts recorded reasonable. The allocation methodology followed by BIue Phis was in
aCcordance with Statutory Accounting Principles.
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