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February 4, 2014

Honorable Monica J. Lindeen
Commissioner of Securities and Insurance
Montana State Auditor

840 Helena Ave.

Helena, MT 59601

Dear Commissioner Lindeen:

Pursuant to your authority delegated under the provisions of Mont. Code Ann. §§ 33-1-401, 33-
30-105, and 33-31-401, and in accordance with the instructions of the Office of the
Commissioner of Securities and Insurance, Montana State Auditor (CSI), a market conduct
examination of the business practices and affairs has been conducted on:

BLUE CROSS AND BLUE SHIELD OF MONTANA, INC,,
(NOW KNOWN AS CARING FOR MONTANANS, INC., AS OF JULY 31, 2013)
P.O. Box 1165
Helena, Montana 59624

Blue Cross and Blue Shield of Montana, Inc., now known as Caring for Montanans, Inc.,
hereinafter referred to as “the Company,” was a Montana domiciled non-profit health service
corporation until July 31, 2013. The examination was performed as of December 31, 2010, at
the Company'’s former home office in Helena, Montana.

The amended report of examination is herewith respectfully submitted.



EXAMINATION PURPOSE AND SCOPE

Risk & Regulatory Consulting, LLC, a subsidiary of RSM McGladrey, Inc. (RSM), an
independent examination team, contracting with the CSI through the authority delegated
under the provisions of Mont. Code Ann. §§ 33-1-401, 33-30-105, and 33-31-401,
reviewed certain business practices of the Company in conjunction with the CSli (jointly
referred to herein as Examiner). The findings in this report, including all work products
developed in the production of this report, are the sole property of the Commissioner of
Securities and Insurance, Montana State Auditor (Commissioner), and the CSI.

RSM performed a portion of this routine market conduct examination in order to assist
the CSI in meeting its statutory examination requirements. The purpose of the
examination was to determine the Company’s compliance with Montana insurance laws,
regulations and bulletins, selected federal laws and regulations, and generally accepted
operating principles. Examination information contained in this report should serve only
those purposes. The conclusions and findings of this examination are public record.
The preceding statements are not intended to limit or restrict the distribution of this
report.

This market conduct examination was conducted pursuant to the provisions of Mont.
Code Ann. §§ 33-1-401, 33-30-105, and 33-31-401, and in accordance with procedures
and guidelines outlined in the May 2009 NAIC Market Regulation Handbook. All
procedures were performed under the management, control, and general supervision of
the CSI. The Examiner relied primarily on records and materials maintained by the
Company. However, it was deemed that some procedures were more efficiently
addressed by prior CSl financial examinations. In those cases, the Examiner relied on
procedures performed by the CSl's financial examination staff to the extent deemed
necessary to ensure that the objective was adequately addressed. The examination
covered the period from July 1, 2006, through December 31, 2010.

This examination included a review of the Company’s practices in the areas listed
below:

Operations and Management

CSI1 Complaint Handling

Appeal Handling

Independent Review Handling
Marketing and Sales

Producer Licensing and Commissions
Policyholder Services

NOoO OO



a. Billing, Policy Issuance, and Communications
b. Pharmacy Services
c. Consumer Collection Actions
8. Underwriting and Rating
Issued and Renewed Coverage
b. Declined Coverage
c. Canceled/Non-Renewed/Terminated Coverage
d. Creditable Coverage Certifications
e. Rescinded Coverage
9. Claims
a. Paid Claims
b. Denied Claims
10. Network Adequacy
11. Provider Credentialing
12. Quality Assessment and Improvement

o

This examination report is a report-by-exception. References to any practices,
procedures, or files that contained no improprieties were omitted. As a result, the
majority of the material reviewed may not be addressed in this report.

During the course of the Examiner’s review, the Company was provided with
“‘information requests” that addressed the Examiner’'s questions, concerns, and potential
discrepancies. The file data provided, along with the Company’s responses to the
information requests, were used to determine compliance. If the Examiner believed the
Company was potentially not in compliance with state and federal laws, legal
agreements with the CSI, and/or generally accepted business practices, a “concern
form” was issued outlining the potential non-compliance. Each concern form contained
a section that allowed the Company to indicate if it agreed or disagreed with the
information presented, and allowed the Company to clarify facts, as well as provide any
additional information addressing the issues presented. The Company’s concern form
responses were reviewed and carefully considered when determining the exceptions
that were included in this report.

The Examiner’s findings may result in administrative action by the CSI. During the
course of the examination, all unacceptable or non-compliant practices of the Company
may not have been discovered. Failure to identify specific Company practices,
however, does not constitute acceptance of such practices. This report should not be
construed to either endorse or discredit any insurance product.



COMPANY HISTORY AND BACKGROUND

in 1929, a prepaid hospital plan was created at Baylor University in Texas. It was known
as the Hospital Service Association (HSA). The Hospital Service Association entered
Montana in 1940 and in 1964 became known as Blue Cross of Montana. Montana
Physicians Service (MPS), a Blue Shield Company, was created in 1946 when 200
physicians agreed to accept MPS reimbursement as a payment-in-full for their services.

Blue Cross of Montana and MPS merged in 1986 to become Blue Cross and Blue
Shield of Montana, Inc., an independent not-for-profit health services corporation. The
Company was a locally operated independent licensee of the Blue Cross and Blue
Shield Association.

During the 1990s, the Company was licensed to provide managed care services, and
later offered point-of-service plans under this license. Therefore, it was licensed to offer
both traditional insurance and managed care products in the state of Montana

During the examination period until November 30, 2006, the Company was the
administrator for Medicare Parts A and B in Montana. In addition, it served as the lead
carrier for the Montana Comprehensive Health Association (Montana's High Risk Pool
and HIPAA Portability Pool).

On July 31, 2013, Health Care Service Corporation (HCSC) and the Company closed
their statutorily approved asset purchase agreement. On that same day, it lawfully
changed its name to Caring for Montanans, Inc. It continues to exist as a business
entity following the transaction, but it does not operate as a health insurance business.
Instead, the Company’s business purpose is satisfying or otherwise discharging its
remaining liabilities, including any fines arising from this examination. When ali
liabilities have been resolved or otherwise discharged, the Company will be wound
down and dissolved in accordance with its July 31, 2013, Articles of Dissolution filed
with the Montana Attorney General.

The Company served more than 230,000 customers in Montana and 140,000 Medicare
beneficiaries.

The Company offered the following products/services in the state of Montana during the
examination period:

1. Individual and Group PPO benefit plans.
2. Group Point-of-Service and Managed Care benefit plans.
3. Individual and Group High Deductible Health plans.
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Members of the Company’s upper management team who terminated employment
between July 1, 2006, and December 31, 2010, include the following individuals:

1.

2.

10.

11.

12.

13.

14.

15.

16.
17.

18.

19.

20.

Richard Miltenberger, Sr. Director of Underwriting ~ Voluntary Termination on
October 6, 2006.

David Pfeifle, Director of Medicare Audit and Reimbursement — Retired with
Benefits on November 30, 2006.

Michael Wagner, VP of Government Programs and Corporate Treasury —
Retired with Benefits on January 5, 2007.

Jane Delong, VP of Strategic Planning and Corporate Program Management —
Retired with Benefits on January 5, 2007.

Tanya Ask, VP of Government Affairs — Voluntary Termination on April 27,
2007.

Mary Puckett, Director of Large Group Sales — Voluntary Termination on June 1,
2007.

Marianne Krpan, VP of Claims and Customer Service — Voluntary Termination
on July 6, 2007.

James VanVig, AVP Actuarial and Reporting — Voluntary Termination on July
20, 2007.

Kirk Smith, VP and Chief Actuary - Long-Term Disability effective August 3,
2007.

Richard Lindeman, Director of Administrative Services — Retired with Benefits
on December 14, 2007.

Eric Deeg, Sr. Director of Large Group Sales — Voluntary Termination on May
30, 2008.

Robert Reid, Administrator Actuarial and Underwriting Research — Retired with
Benefits on July 1, 2008.

Linda McGillen, Director of Corporate Communications — Voluntary Termination
on December 5, 2008.

Terry Cosgrove, Executive VP and General Counsel — Retired with Benefits on
January 2, 2009.

Sheila Shapiro, Chief Operating Officer — Voluntary Termination on January 8,
2009.

Jared Short, Chief Marketing Officer — Voluntary Termination on July 16, 2009.
Christina Sharp, Director of Marketing and Consumer Sales — Voluntary
Termination on November 20, 2009.

Eric Schindler, Chief Financial Officer — Voluntary Termination on February 19,
2010.

Gregory Gould, Associate General Counsel — Voluntary Termination on January
21, 2010.

Sherry Claodouhos, CEO — Retired with Benefits on November 30, 2010.
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21. Judd Wagner, Director of Key Accounts — Voluntary Termination on December
10, 2010.

22. Paul Jelinek, Director of Sales, OPS and Ancillary Services — Voluntary
Termination on December 30, 2010.

The Company did not have any acquisitions or mergers during the exam period, but
acquired interest in the following companies:

e BCS Financial Corp. Stock Certificate dated January 1, 2007 (9,601 shares).

o Blue Cross and Blue Shield Association. Stock Certificate March 7, 2007
(208 shares; $.01).

o TriWest Alliance, Inc. Stock Certificate dated May 15, 2008 (1,015.2100; Class
A $.01).

e Prime Therapeutics LLC. Stock Certificate dated January 20, 2009 (134 Units).

o Plan’s Holding Corporation. Stock Certificate dated March 7, 2007 (208
shares Class A Common Stock; 208 shares Preferred Stock).

During the audit period, a membership and claims conversion from the mainframe
LRSP system to the client server QNXT system was in progress with staggered
conversions, each consisting of a mix of fully funded and self-funded group business.
The staggered conversion dates for group business during the audit period were
October 1, 2006, and again April 1, 2007. The individual line of business (excluding
Medicare Supplement products) was converted separately and was completed on
January 1, 2008. Prior to the beginning of the audit period (July 1, 2006), some group
business had already been converted to the QNXT system. Medicare Supplement
products (with the exception of the Simply Blue products which were converted on June
1, 2010) were converted on January 1, 2011, and thus processed solely on the
mainframe LRSP system during the audit period. As with any system conversion, the
Company has encountered several difficulties during the change-over process,
including problems which restricted its ability to process and settle claims.

In addition to the above conversions, the Company completed a major version upgrade

to the QNXT processing system in October 2009, which moved the system from the
client server (V 2.6) to a web based platform (V 3.4).

OPERATIONS AND MANAGEMENT

The Company’s policies and procedures relating to audit programs, controls,
safeguards, record retention, and contracts with external entities were carefully
evaluated to determine the completeness and appropriateness of those procedures.



Additionally, all standards were considered throughout each of the testing reviews
performed as part of this Market Conduct Examination. General review results will be
recorded in this section of the report, whereas any exceptions noted during the review
of specific review areas will be recorded in the results section of the appropriate review
area.

Seventeen (17) standards were evaluated to determine the Company’s compliance with
any applicable state and federal statutes, rules and regulations, National Association of
Insurance Commissioners (NAIC) standards, contract provisions, and established
policies and procedures. Exceptions to those standards are listed below.

Operations and Management Standard 7

Records are adequate, accessible, consistent, and orderly while complying with state
record retention and production requirements. Mont. Code Ann. § 33-3-401.

PoLicy AND PROCEDURE TESTING RESULTS

The Company has established record retention policies and procedures that allow for
adequate record retention as required.

The Company provided most of the files, records, and other data requested during the
examination, although some Company responses were incomplete and untimely. Upon
further discussions with the company, the company dedicated more resources to
provide more complete and timely responses.

Operations and Management Standard 9

The Company cooperates on a timely basis with the Examiner performing the
examination. Mont. Code Ann. § 33-1-408.




POLICY AND PROCEDURE TESTING RESULTS

The Company representatives were very cooperative throughout the examination
process. However, as identified in this report, based on the allocation of their
resources, they were not always able to provide timely responses. Upon further
discussions with the Company, the Company dedicated more resources to provide
more timely responses.

CSI COMPLAINT HANDLING

The complaint handling review consisted of key personnel interviews, a review of the
Company’s policies and procedures, and the review of a randomly selected sample of
files. In addition, the Examiner reconciled the CSI’'s complaint listing with the
Company’s listing and reviewed the Company’s listing to determine whether it was
complete and accurate.

Three (3) standards were evaluated to determine the Company’s compliance with any
applicable state and federal statutes, rules and regulations, NAIC standards, contract
provisions, and established policies and procedures. Exceptions to those standards are
listed below.

CSl Complaint Handling Standard 1

All complaints are recorded in the required format on the Company's complaint register.
Mont. Code Ann. § 33-18-1001.

Five (5) exceptions were identified in the reconciliation of the CSI's complaint listing to
the Company’s listing. The exceptions are as follows:

e Two (2) CSI complaints were not found in the Company’s listing.
e Three (3) complaints were incorrectly recorded.
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The following exceptions were noted in this review:

e Eleven (11) CSI complaints in which the Company failed to respond within thirty
(30) business days as requested by the CSI.

e Three (3) CSI complaints in which the Company failed to send an
acknowledgement or respond within ten (10) work days as requested by the CSI.

¢ One (1) file of the fourteen (14) failed both the ten (10) and the thirty (30) day
standard requested by the CSI.

PoLicYy AND PROCEDURE TESTING RESULTS

A review of the Company’s CSI complaint register, in conjunction with the reconciliation
of the register to the CSI’s listing identified the following exception:

o Twelve (12) complaints in the Company register failed to record the time taken to
process each complaint.

sk ek

APPEAL HANDLING

The Appeal Handling review consisted of a review of the Company’s policies and
procedures, interviews of key personnel, and the review of a randomly selected sample
of files.

It should be noted that it is the Company-provided inquiries, grievances, complaints,
and appeals in the Examiner’s population of complaints and appeals. As a result,
sample files that were extracted from this population were subjected to review by the
Examiner as a complaint and/or appeal.

Seven (7) standards were evaluated to determine the Company’s compliance with any
applicable state and federal statutes, rules and regulations, NAIC standards, contract
provisions, and established policies and procedures. Exceptions to those standards are
listed below. Additionally, the Examiner identified exceptions to other review area
standards and those standards are listed in this section after the Appeal Handling
standards.
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The Examiner also observed that for several of the EOBs above, instead of referencing
specific plan provisions, the Company provides broad statements directing the member
to several general sections of the Member Guide, which has different coinsurance
amounts and out-of-network penalties.

REASONABLE INVESTIGATION NOT CONDUCTED:

¢ One (1) sample involved an emergency service claim that was reprocessed as a
valid emergency service; accordingly, the non-participating provider differential
penalty was removed. However, the information that was reviewed during the
appeal was no different than what was submitted when it was initially denied as a
valid emergency service. Because this involved only one sample, Mont. Code
Ann. § 33-18-201 does not apply to this bullet.

INDEPENDENT REVIEW HANDLING

The Examiner assessed the Company’s Policies and Procedures, conducted interviews
of key personnel, and evaluated a randomly selected sample of files in regard to
Independent Review Handling. The Company segregated the Independent Review
handling process, as defined under Mont. Code Ann. § 33-37-102, into two (2) distinct
processes--Independent Reviews relating to the determination of medical necessity,
and External Reviews relating to experimental or investigational service determinations.
Both review processes are subject to the requirements of Mont. Code Ann. § 33-37-101
et seq. and Admin. R. Mont. 37.108.3.

The file reviews initially included forty-eight (48) randomly selected files identified by the
Company as independent reviews.

Upon review of the complete file documentation provided by the Company, it was
determined that twenty-three (23) of the forty-eight (48) files were not actually
independent reviews under the terms of Mont. Code Ann. § 33-37-102. Of the
remaining twenty-five (25) files, eight (8) were classified by the Company as
Independent Reviews and seventeen (17) were classified as External Reviews.

Eight (8) standards were evaluated to determine the Company’s compliance with any
applicable state and federal statutes, rules and regulations, NAIC standards, contract
provisions, and established policies and procedures. Exceptions to those standards are
listed below.
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o Forms and marketing materials specific to the pharmacy benefits managers.

e A summary of all disputed pharmacy benefit claims, complaints, and appeals in
addition to the name, claim number(s), service date(s), and the dispute
reason(s).

o Results of member surveys and performance standard.

After evaluating the above information, it was determined that additional testing would
not be performed. However, since the Company did not commission or perform any
audits on its pharmacy vendors/benefit managers during the exam period, it is highly
recommended that the Company conduct such audits.

CONSUMER COLLECTION ACTIONS

The Company’s consumer collection actions were reviewed to obtain additional insight
regarding retro-cancellations and pharmacy benefit services in order to determine if
additional testing was warranted.

After evaluating summary data regarding all consumers that the Company turned over
to collections during the examination period, it was determined that additional testing
would not be performed.

UNDERWRITING AND RATING

IsSUED AND RENEWED COVERAGE

The issued and renewed coverage review consisted of a review of the Company’s
policies and procedures, interviews of key personnel, and the review of a randomly
selected sample of files. The same sample populations were used in evaluating the
billing, policy issuance, and communication policyholder services standards. Fourteen
(14) standards were reviewed for Large Group, sixteen (16) standards for Small group,
fourteen (14) standards for Individual, and six (6) for Medicare Supplement. All
standards were used to determine the Company’s compliance with any applicable state
and federal statutes, rules and regulations, NAIC standards, contract provisions, and
established policies and procedures. Exceptions to those standards are listed below.

INDIVIDUAL ISSUED AND RENEWED COVERAGE
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PoLicY AND PROCEDURE TESTING RESULTS

Individual Issued and Renewed Coverage Standard 3

Required documents and disclosures are issued timely. Mont. Code Ann. § 33-22-244.

The Company issued the outline of coverage as part of the contract and is unable to
demonstrate an outline of coverage was issued at the time of application.

Individual Issued and Renewed Coverage Standard 14

All mandated disclosures are documented and in accordance with applicable statutes,
rules and regulations. Mont. Code Ann. § 33-22-244.

Individual outlines of coverage did not contain a statement of the estimated periodic
premium to be paid by the insured, a general description of the factors or case
characteristics that the insurer may consider in establishing or changing the premiums
and, if applicable, in determining the insurability of the applicant, nor did they contain a
general description of the trend of premium increases or decreases for comparable
policies issued by the insurer during the preceding four (4) years.

Individual Issued and Renewed Coverage Standard 14

All mandated disclosures are documented and in accordance with applicable statutes,
rules, and regulations. Mont. Code Ann. § 33-15-303.

The Company provided an approved rate sheet with every individual policy that was
issued. This general listing of rates did not provide premiums as required.

*kkk

SMALL GROUP ISSUED AND RENEWED COVERAGE

Small Group Issued and Renewed Standard 5

Record retention of medical points. Mont. Code Ann. § 33-3-401.
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Under the BASA, the Company paid the .60 percent commission to the
Association’s agent of record. The Company knew that the agency would pass
on the .60 percent commission to the Association in order for it to pay for the
Association’s member life insurance premium, the EAP premium, and the
administrative/marketing fee. The Company reported the entire commission paid
to the agency/agent as commission on a reporting tax form.

Effective March 1, 2010, the Association’s director terminated one of the three
agents who had been receiving the .60 percent commissions. Thereafter, the
Association directed the Company to increase the percentage of the commission
paid to one of the two remaining agents. The Company agreed to do this and the
arrangement continued beyond December 31, 2010.

The Company’'s BASA resulted in it collecting as medical premium sums in
excess of the premium actually generated by the rates fixed by the Company for
the current period. The Company did not report this to the CSI during the
examination period.

In 2011, the Company determined that the .60 percent agent commission should
not be included in the overall medical premium (premium + commission).
Instead, the Company, with the Association’s consent, itemized the $3.00 pcpm
(member life insurance premium, member EAP premium, and Association
administrative fee) as separate line item components on its bills to the
Association’s groups.

The Company’s BASA facilitated an arrangement whereby the additional
commission was paid to the Association’s agents which then paid the additional
commission to the Association. The Company’s payment of the additional
commission under the BASA acted as an accommodation to the Association to
continue to utilize the Company as the health benefits insurer for the
Association’s group health plan.

dededek

Small Group Issued and Renewed General Exam Standard and Producer
Licensing Testing Standard 2

The regulated entity’s producers are properly licensed and appointed. Mont. Code Ann.
§§ 33-17-102, 33-17-236.
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PoLicY AND PROCEDURE TESTING RESULTS

Small Group Issued and Renewed Underwriting and Rating Standard 7 and 12

Renewal notice issued timely, and underwriting and rating and benefit/premium change
notice provided timely. Mont. Code Ann. § 33-22-107.

During the period from January 2009 and May 2009, the Company sent renewal and
billing notice information for certain association groups to a third party vendor who, in
turn, was responsible for distribution to the associations’ employer groups.

dek ke

Small Group and Large Group Underwriting and Rating Standard 15 and General
Examination Standard 5

All forms, including contracts, riders, endorsement forms, and certificates, are filed with
the insurance department, if applicable. Mont. Code. Ann. § 33-1-501.

The Company utilized a variety of forms that were integral parts of insurance contracts
issued to certain associations and employer groups. These forms were specifically
titled: “Full Retention Letter of Agreement,” “Modified Retention Letter of Agreement,”
“Minimum Premium Agreement,” and “Billing Administration Services Agreement.” The
forms were generally known as “Letters of Agreement,” “Rate Stabilization Reserve,” or
“RSR agreement,” and “Billing Administration Services Agreements.” During the time
period covered by the examination, the Company did not file any of the “Letters of
Agreement,” “Rate Stabilization Reserve Agreements,” or “Billing Administration
Services Agreements” with the CSI.

Fek sk

DECLINED, CANCELED, NON-RENEWED, AND TERMINATED COVERAGE

Individual and Large Group Declined Coverage

The individual and large group declined coverage review consisted of a review of the
Company’s policies and procedures, interviews of key personnel, and the review of all
large group declinations, as well as a randomly selected sample of individual
declinations processed during the examination period.
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issue and neglected to provide adequate reimbursement. The Company took measures
beginning October 2010 to discontinue this business practice.

During the Examiner’s review of the paid claims sample population, the Examiner noted
a systemic issue related to accumulation of plan deductibles that led to the
underpayment of five (5) claims for a single insured.

NETWORK ADEQUACY

The network adequacy review consisted of an in-depth review of the Company’s
established policies and procedures.

Eight (8) standards were evaluated during the course of the review and no exceptions
were noted.

PROVIDER CREDENTIALING

The provider credentialing review consisted of an in-depth review of the Company’s
established policies and procedures as well as a review of six (6) provider credentialing
files.

Eight (8) standards were evaluated during the course of the review and no exceptions
were noted.

QUALITY ASSESSMENT AND IMPROVEMENT

The quality assessment and improvement review consisted of an in-depth review of the
Company’s established policies and procedures.

Seven (7) standards were evaluated during the course of the review and no exceptions
were noted.
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