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Blue Cross and Blue Shield of Montana, Inc. [BCBSMT], a Montana nonprofit health

service corporation organized under Montana Code Annotated Title 33, chapter 30, and Health

Care Service Corporation, a Mutual Legal Reserve Company [HCSC] [collectively Applicants],

respectfully submit this Application for Approval of Conversion and Alliance [Application;

Appl.l.
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INTRODUCTION

This Application relates to a proposed alliance between BCBSMT and HCSC [Alliance].

Like BCBSMT, HCSC is a non-investor owned [NIO] Blue Cross and Blue Shield plan. The two

companies propose to join with the objective of ensuring the continued provision of cost-

effective, accessible, and quality health care plans to Montanans in an evolving, highly

competitive marketplace.

To effect the Alliance, HCSC and BCBSMT are seeking approval of a transaction

[Transaction] whereby HCSC will acquire the insurance and Administrative Services Only (self

funded) [ASO] operations and related assets and specified associated liabilities of BCBSMT

[Acquired Business]. After the Transaction has closed, HCSC will operate the Acquired

Business of BCBSMT as a division of HCSC in Montana and BCBSMT policyholders will

become HCSC policyholders without a break in coverage, benefits, or services.

BCBSMT will continue to exist as a business entity after the Transaction and will change

its name to delete references to "Blue Cross" and "Blue Shield." The old BCBSMT will not

operate a health insurance business or provide third-party administrator services, but will instead

operate for the purpose of satisfring or otherwise discharging its remaining liabilities, including

those of its subsidiaries. As soon as all liabilities have been satisfied or discharged, the old

BCBSMT will be wound down and dissolved.

Proceeds paid to BCBSMT for the acquisition of the Acquired Business will be deposited

to a foundation meeting specific criteria under Montana Code Annotated $ 50-4-720 for use as

close as possible to the mission of BCBSMT, that is, to provide financial support to improve the

quality, availability, and awareness of healthcare programs and services for Montanans. After

wind down of its operations, BCBSMT will distribute the remaining assets of the old BCBSMT
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to the same foundation designated as the recipient of the proceeds paid to BCBSMT for the

acquisition of the Acquired Business. As required by statute, the board of the foundation will be

made up of objective and impartial independent members who are committed to the foundation

and not to any special interest.

This Application seeks approvals of the Montana State Auditor, ex fficio Commissioner

of Insurance [Commissioner] and the Montana Attorney General under Montana Code

Annotated $$ 35-2-609,35-2-617, and Title 50, chapter 4,part 7 [Conversion Statute]. For

purposes of this Application and for no other, the Applicants stipulate to application of the

Conversion Statute to the Transaction even though the assets proposed to be conveyed by

BCBSMT and acquired by HCSC will not be transferred to a for-profit entity. The Applicants

further request a Finding and Conclusion clariSing that the Transaction is not subject to other

requirements such as the bulk reinsurance provisions of Montana Code Annotated $ 33-2-l2I2.l

Prior to closing the Transaction, HCSC will seek appropriate licensure to operate the BCBSMT

business, including but not limited to, approval of HCSC's use of BCBSMT products and all

other matters required to be approved.

The Application is supported by the representations and submissions of this filed

Application and its exhibits, the pleadings and evidence in this proceeding, and other filings

required by law. Mont. Code Ann. $ 50-4-707(1). A copy of the Application is copied

simultaneously with this filing to the Attorney General as required by Montana Code Annotated

50-4-707(I) and as notice under Montana Code Annotated $ 35-2-609(2). The Transaction is in

the public interest and the Application should be approved.

' The Application is also consistent with the Consent Order and Agreement Between the Montana State Auditor and
BCBSMT n In the Matter of the Report of the Examination (l-518) of Blue Cross and Blue Shield of Montana $'{ov.
7,200s).

BCBSMT-HCSC APPLICATION FOR APPROVAL OF ALLIANCE Page 3



APPLICANTS' REPRESENTATIONS AND SUBMISSIONS

In support of the Application, pursuant to Montana Code Annotated $ 50-4-707(3),

Applicants respectfully represent and submit the following:

A. NAME O['THE PROPOSED TRANSFEROR: Blue Cross and Blue Shield of

Montan4 Inc., a Montana nonprofit health service corporation organized under Montana Code

Annotated Title 33, chapter 30.

B. NAME OF THE PROPOSED TRANSFEREE: Health Care Service

Corporation, a Mutual Legal Reserve Company.

C. NAMES OF ANY OTHER PARTIES TO THE CONVERSION

TRANSACTION AGREEMENT: None.

D. TERMS OF THE CONVERSION TRANSACTION:

l. The Parties

BCBSMT is a nonprofit health service corporation that operates as the Blue Cross and

Blue Shield plan in Montana. As of August3l,2|l2, BCBSMT has approximately 274,000

members of whom approximately 117,000 are fully insured. As of June 2012, BCBSMT has

I 15,390 fully-insured members in individual or group plans, accounting for approximately $102

million [M] in quarterly premium revenue. BCBSMT has a provider network consisting of

nearly 2,000 physicians, all Montana hospitals, and 2,800 allied health care providers. BCBSMT

is the state's oldest and largest health insurer. It is an independent licensee of the Blue Cross and

Blue Shield Association IBCBSA].

According to its statutory statements, in 201I BCBSMT had $562M in gross premium

revenue, an underwriting loss of $5.3M, a net income gain of approximately $3.IM, a December
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3I,20Il surplus of approximately $130.8M, and a surplus of $l14.4M as of June 30,2012.

BCBSMT has an A.M. Best rating of B+r.

HCSC is a mutual legal reserve company doing business as a nonprofit health care

service plan. HCSC was incorporated in Illinois in 1936 as a nonprofit health care service plan,

and in 1982 converted into a mutual insurance company domiciled in illinois. HCSC's Articles

of lncorporation provide that the company is founded as a "non-profit health care service plan."

Further, Article IX of the HCSC Bylaws provides that HCSC shall operate on a not-for-profit

basis. HCSC's Bylaws also prohibit any person from receiving any HCSC profits. Distribution

of HCSC assets is only allowed upon liquidation or dissolution of the corporation. The lllinois

lnsurance Code does not include an option to form as a not-for-profit mutual legal reserve

company; as a result that structure is not available to HCSC. In 1998, a Texas district court

ruled that HCSC's operation as a not-for-profit met the definition of a nonprofit corporation

under Texas law because no part of its income is distributed to members, directors, or officers.

Furthermore, as a NIO company, HCSC does not have third-party investors to demand priorities

that could place financial returns ahead of service to its policyholders.

HCSC currently operates the Blue Cross and Blue Shield [Blue] plans in ilinois, New

Mexico, Oklahoma and Texas, where it has grown by offering traditional and innovative health

insurance products and services to individual members and group customers. It is an

independent licensee of the BCBSA.

HCSC is the country's largest customer-owned health insurer and fourth largest health

insurer overall. With more than l3M members in its Blue plans across its current four states,

HCSC offers a vast array of health insurance products and services that reach virtually all

segments of the market. A significant portion of HCSC enrollment is through HMO or other
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managed care business. HCSC also has thirty-three subsidiaries, some of whose services will

directly benefit Montanans, including MEDecision, fnc., Hallmark Services Corporation,

Dearborn National Life Insurance Company, and Dental Network of America.

HCSC is currently licensed in 33 jurisdictions, including Montana.

HCSC has a history of successfully bringing together operations in other states, 1.e.,

Texas, New Mexico, and Oklahoma, and incorporating them into existing HCSC operations. At

present, over 6M HCSC members and over 7,000 of its 16,000 employees reside outside of

Illinois. A significant factor in HCSC's success in these other states has been its commitment to

maintaining local executive leadership and an emphasis on strong local presence.

HCSC is currently one of the strongest Blue plans in the United States, with 2011

earningsafterfederalincometaxesof approximately$l,203.9M,aDecember31,2011statutory

surplus of approximately $8.9B, ffid a surplus of $9.5B as of September 30, 2012. HCSC has

an A.M. Best rating of A+ (Superior), a Standard & Poor's rating of AA- (Very Strong) and a

Moody's rating of Al (Good). Copies of HCSC's statutory financial statements for the periods

ending June 30, 2012 and December 3I,2011, will be submitted separately.

2. Background

To address business and operational challenges facing BCBSMT, the company's Board

of Directors and Executive Leadership undertook a comprehensive analysis that resulted in a

decision to form a business alliance with another Blue plan. The key factors BCBSMT

identified that drove the decision to pursue a business alliance included: needed cost structure

changes resulting from a lack of scale; increased competition in Montana from national players;

insufficient access to capital to expand capabilities and services; and increased insurance risk
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exposure. Of critical importance to BCBSMT in seeking an alliance was identiffing an entity

dedicated to the NIO approach to health care.

HCSC met all of the criteria developed by BCBSMT and the parties agreed to form an

alliance. In addition to its dedication to the NIO model, HCSC will provide financial strength; a

commitment to providing coverage to as many people as possible; an emphasis on local presence

and management; effrciencies of size and scale; employment growth opportunities; a proven

track record bringing Blue plans together; and strong technology capabilities. Importantly,

HCSC's and BCBSMT's corporate cultures were determined to be strikingly similar in their

respective commitments to conducting business ethically and to making a lasting and meaningful

difference in the communities they serve, whether through providing grants to nonprofit

organizations, sponsorship of local community events and school programs, or sizeable

volunteer efforts of their employees.

3. The Transaction

BCBSMT and HCSC have entered into a comprehensive and detailed Asset Purchase

Agreement that, in addition to regulatory approvals and third-party consents, specifies the terms

of the Transaction, including customary provisions such as representations and warranties,

covenants, indemnities, and termination events. ,See Asset Purchase Agreement between Blue

Cross and Blue Shield of Montana, [nc. and Health Care Service Corporation (Nov. 15,2012)by

and between BCBSMT and HCSC [Asset Purchase Agreement] attached as Exhibit 3. Under the

terms of the Transaction, BCBSMT will transfer its Acquired Business to HCSC. To accomplish

that, BCBSMT will transfer and HCSC will acquire certain assets owned by BCBSMT,

including its insurance and ASO contracts, provider contracts, and rights to use its Blue Cross

and Blue Shield marks. HCSC will also assume specified liabilities of BCBSMT, including
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claims liabilities under insurance and ASO contracts, provider contracts, and specified pension

liabilities. HCSC will thus assume liabilities of BCBSMT in the approximate amount of $180M

and at closing BCBSMT will transfer to HCSC approximately $180M in assets and cash to

support the liabilities. A Schedule of Assets and Liabilities to be transferred to HCSC and to be

retained by BCBSMT (Nov. 15,2012) [Schedule of Assets and Liabilities] is attached as Exhibit

l.

Certain assets are excluded from the Transaction [Excluded Assets]. Those assets

include BCBSMT's surplus, its principal subsidiary holding company Combined Benefits

Management (the 100% owner of Western States Insurance Agency, whose principal assets have

recently been sold to Payne Financial Group), current buildings, and certain other assets. Also

excluded are certain specified preclosing liabilities [Excluded Liabilities], such as litigation

liabilities, which will continue to be held by BCBSMT. The corporate BCBSMT entity will

retain the Excluded Assets and continue to exist after the closing of the Transaction to pay or

otherwise discharge the retained Excluded Liabilities, but without any ongoing health care

business, and will change its name to delete references to "Blue Cross" and "Blue Shield."

ln consideration of the sale of the Acquired Business to HCSC, HCSC is to pay

BCBSMT (or directly to the foundation if required) the amount of $17.6M. This amount was

determined based upon independent valuations performed by Actuarial and Financial Modeling,

Inc. HCSC will pay this amount out of its own funds; no borrowing is to be involved. No part

of the consideration will inure directly or indirectly to an officer, director, or trustee of

BCBSMT, to an officer, director, trustee, shareholder, or employee of HCSC, or to any other

person that is not a foundation approved to receive the assets by the Attorney General. Likewise,

no officer, director, or trustee of BCBSMT will receive any immediate or future remuneration as
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a result of the proposed Transaction except for the reasonable value of services rendered

pursuant to a valid contract between the officer, director, or trustee and BCBSMT.

The consideration paid for the Acquired Business will be deposited to a foundation

meeting the criteria under Montana Code Annotated $ 50-4-720 for use as close as possible to

the mission of BCBSMT, that is, to provide financial support to improve the quality, availability,

and awareness of healthcare programs and services for Montanans. After wind down of its

operations, BCBSMT will distribute the remaining assets of the old BCBSMT to the same

foundation, resulting in an estimated total funding to the foundation of more than $120M. As ,

required by the statute, the board of the foundation will be made up of objective and impartial

independent members who are committed to the foundation and not to any special interest.

HCSC's success is attributable in part to maintaining local executive leadership and a

strong local presence in all of the states in which it operates Blue plans. HCSC currently has

over 16,000 employees, including more than 7,000 employees in states outside its lllinois

domicile. BCBSMT and HCSC have agreed that one director of BCBSMT's current Board will

be nominated to join HCSC's Board of Directors for a specified term following the Transaction

closing. Other remaining current directors of BCBSMT will form an HCSC affrliate board in

Montana that will advise HCSC on local matters. Likewise, upon closing, BCBSMT's

management team will join HCSC and will continue in managerial roles for the new Montana

division of HCSC; and current BCBSMT President and CEO, Mike Frank, will be the president

of the HCSC division, Blue Cross and Blue Shield of Montana. The current management of

BCBSMT will retain signihcant management roles in HCSC's Montana operations and, after

closing the Transaction, HCSC will retain virtually all BCBSMT employees. HCSC will also

retain other operations related to BCBSMT's insurance business such as the current BCBSMT
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provider network. In September2012, prior to closing the Transaction, HCSC and BCBSMT

entered into an Administrative Services Agreement, under which HCSC is performing specified

administrative services for BCBSMT and BCBSMT may perform duties for HCSC.

After closing of the Transaction, HCSC will focus on integtating the business and

operations of the Acquired Business into HCSC business and operations so as to continue its

high level of financial and service performance. The Acquired Business will continue to operate

in HCSC as a division of HCSC using the Blue Cross and Blue Shield marks and all current

BCBSMT policyholders will become HCSC policyholders without any break in coverage,

benefits, or services as a result of the Transaction. HCSC will provide its considerable financial

resources and expertise to the Acquired Business, which will afford a continued high level of

service to members and subscribers, in many cases expanded services, and an improved

competitive status and financial condition of the Acquired Business.

4. BCBSMT analysis leading to decision to form a business alliance with

another enti8

With an evolving and increasingly competitive market ahead, BCBSMT's Executive

Leadership and Board of Directors determined that a business alliance with another NIO Blue

plan would best allow BCBSMT to serve the residents of the State of Montana now and into the

future. Because of BCBSMT's history and role in the State, BCBSMT's Board of Directors and

Executive Leadership engaged in discussions with only other NIO Blue plans, including HCSC.

Ultimately, HCSC's value proposition and its interest in creating a strong alliance of NIO Blue

plans best aligned with BCBSMT's and Montana's interests.

The key factors BCBSMT identified that drove its decision to pursue a business alliance

included:
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a. Cost structure changes brought on by a lack of scale;

b. Increased competition in Montana;

c. Insufficient access to capital to expand capabilities and services; and

d. Increased risk exposure.

The factors are specifically discussed in tum below. And see generally, Project Sapphire:

Transaction Summary and Analysis (Oct. 8,2012), attached as Exhibit 8 [Business Case].

a. Cost structure changes brought on by a lack of scale

From 2007-2011, the six largest publicly-traded managed care organizations [MCOs] -

UnitedHealth, WellPoint, Aetna, Cigna, Humana, and Coventry - added over 5.7M health

members. During the same period, the NIO Blues experienced a l.2M decline in health

members. A disproportionate percentage of this membership loss came from plans with less

than 500,000 [k] health members. BCBSMT lost 12.4o/o of its health membership (15,571

members) between 2007 and20ll.2

A key driver of the significant membership loss by small NIO Blue plans is the shift from

risk-based to ASO (or self-funded) plans by large groups and national accounts. While ASO '

membership increased for the aggregate NIO Blues from 2007-20II, small single-state plans

experienced an aggregate ASO membership decrease of over 25%. BCBSMT increased ASO

membership during the period, but will experience a decrease in 2013 in part due to a shift in

administrative service fee revenue from the State of Montana employee account to another

vendor.

In ASO business, the spread between fees collected and administrative costs is the only

determinant of profitability since the risk on claim liability remains with the employer. As a

result, attributes such as greater economies of scale, strong reserves, and advanced technology

2 This number reflects updated information from that used for the Business Case.
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deliver lower costs per member for large NIO Blue plans and for-profit insurers. These

characteristics create a distinct competitive advantage over small, single-state plans like

BCBSMT. During the period 2010-2011, the percentage of net premium revenues (not including

ASO revenues) spent on total administrative costs net of ASO margins (including premium and

other non-income taxes, state insurance fees, etc.) was approximately 1.5% higher for small,

single-state NIO Blues than for multi-state Blues and public plans. The spread between

BCBSMT and HCSC was even larger at3.5o/o.

The difference in cost structure will become increasingly important beginning in20l4.

On fully-insured business, minimum medical loss ratios [MLRS] will apply to several business

segments (large group, small group, individual, etc.), meaning that plans that do not pay a

minimum percentage of premium revenues for medical claims and activities that improve quality

of care must return the difference to policyholders. Further still, it is expected that price

competition will be heightened on business sold through the state-based exchanges. These

changes make low administrative costs even more important for small plans like BCBSMT,

which will now face challenges realizing a level of profitability required to maintain their

financial strength while investing in new products and capabilities enhancements members and

employers are demanding. [n addition, because of tax changes expected in 2014, more

employers are expected to offer self-funded plans, funher limiting opportunities to restore

needed levels of margin.

As illustrated by BCBSMT's recent difficulty in generating underwriting profits, size and

the resulting scale matters in the health insurance industry. Large payors generally achieve

higher membership growth rates and better underwriting margins than small insurers. This is
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due to larger MCOs having better per-member cost structures and unlike their smaller

counterparts, a greater ability to negotiate volume discounts with their network providers.

To remain competitive with the publicly traded MCOs in Montan4 BCBSMT needs to

increase scale and reduce administrative expenses as a percentage of premium revenues.

Excluding non-income tax items (real estate, state, local, premium, payroll, and other non-

income taxes) and regulatory authority fees, BCBSMT's statutory administrative expense ratio

has decreased from 16.3%to 12.8%o from 2007-2011. Despite this improvement, BCBSMT still

trails HCSC by better than4o/o in its administrative expense ratio. This difference in

administrative expense ratio is significant for BCBSMT. If BCBSMT had operated at HCSC's

statutory expense ratio from 2007 to 2011, the plan could have lowered premium rates or

increased its underwriting margin by approximately $130M during that time period. Decreasing

the expense ratio will make BCBSMT more frnancially stable and more price competitive,

especially for ASO clients and price-sensitive retail customers. Overall, the Alliance will allow

BCBSMT to make health insurance more accessible for Montanans by controlling costs and

having the financial resources to strongly participate in risk-based business.

b. Increased competition in Montana

Compounding the difficulties for small, single-state plans, large publicly traded MCOs

have continued to expand their geographic reach in an attempt to drive growth and stock price

gains. lncreased competition from public MCOs has led NIO Blue plans, including BCBSMT

and HCSC, to price more aggressively for commercial group business. For the first time since

2009, the spread between fully-insured group pricing and medical cost trend tumed negative in

20I2Ql for NIO Blues. As this spread decreases, a plan's MLR increases and underwriting

margin drops unless there is a corresponding decrease in administrative costs. Unfortunately,
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administrative cost reductions cannot fully offset increases in utilization, as administrative

expenses increase with the number and complexity of claims processed and are typically only

rc%-15% of claim dollars paid.

For BCBSMT, the effect of this trend is severe since it realized a below-average positive

spread between premium revenues and medical costs in 2010 and 201l. This means that

BCBSMT's commercial group MLR decreased at a slower rate than that of other NIO Blues.

While the NIO Blues experienced a decrease in commercial group MLR of 4.6% from 2009-

2011, BCBSMT's commercial group MLR decreased by only 2.4%.

The net effect of the above factors on BCBSMT and other small, single-state NIO Blues

is that small plans have comparatively lower statutory underwriting margins. BCBSMT's

statutory underwriting margin losses were (1.17%) and (0.96%) in 2010 and 201l, respectively.

During this period, many large insurers, including HCSC, experienced solid margins which have

fortified reserves as they head into an evolving and increasingly competitive market ahead.

Through the first half of 2012, BCBSMT's statutory underwriting loss margin has further

deteriorated to (3.48%).

BCBSMT's Alliance with HCSC will help it compete with other publicly traded insurers

by accomplishing two goals while still maintaining its NIO status. First, as discussed above,

HCSC offers increased scale for BCBSMT, allowing the consolidated entity to price more

competitively. Second, the Alliance will enable BCBSMT to leverage the core competencies

and track record of innovation of HCSC and its subsidiaries to substantially expand and improve

the services and capabilities provided to its members. Due to its scale and strong financial

position, HCSC has developed several market-leading systems identified below.
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o BlueChip claims and customer service platform and BlueStar membership and

bilting platform, which will increase BCBSMT's3 efficiency in administering its core health

insurance business

. astrong track record of improving and maintaining customer-facing web portals

of its individual plans

. state-of-the-art Tier IV data centers in Waukegan, ilinois and Fort Worth, Texas,

the use of which will enhance the security and reliability of BCBSMT's sensitive member data

o actuarial competency which will help ensure BCBSMTs growth in a fiscally-

responsible manner following the Transaction

. one of the best industry records selling business to large and national accounts, as

evidenced by its addition of over 660k commercial risk members from 2007-2011 - a time

when most MCOs were experiencing a significant shift from risk to ASO business

. new delivery models, community outreach efforts, and increased sales support

which will improve BCBSMT's marketing and distribution systems

. services and technologies offered by many HCSC subsidiaries that will be new

capabilities for BCBSMT to improve its core health insurance business by better managing the

rise in health care costs and improving BCBSMT's administrative expense effrciency, helping to

control premiums over the long-term to benefit current and future BCBSMT members

o services and technologies of HCSC subsidiaries that can be leveraged by

BCBSMT to offer a wider range of ancillary products

I Post closing, BCBSMT refers to the division of HCSC.
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o care management programs of HCSC's subsidiary MEDecision that can improve

the management of medical expenses for the chronically ill and improve BCBSMT customers'

overall managed care capabilities

o the private exchange platform of HCSC's partially-owned subsidiary, Bloom

Health, which will be available to offer employers an exchange-based defined contribution

solution including group and individual plans

o Hallmark, HCSC's individual/retail business administrator, which can assist

BCBSMT to reduce its administrative expenses on a per member basis and improve internal

operations for BCBSMT's over 30k individual members

o a wide variety of ancillary products which BCBSMT can offer, including life and

dental insurance, underwritten by HCSC's life company, Dearborn National and its dental

administrator Dental Network of America

c. Insufficient access to capital to expand capabilities and services

With limited or no access to capital markets, smaller health plans are often relatively

undercapitalized compared to larger health plans. This is the case for BCBSMT, which has no

debt or capital notes outstanding. The average risk-based capital [RBC] ratio of NIO Blue plans

with less than 500k members is 881%, while the average RBC ratio of Blue plans with more than

500k members is 9l l%. BCBSMT's RBC ratio is the third lowest of the NIO Blues, at 577o/o,

and is forecast to drop another 60-80 points by the end of 2012 (though this projected decrease is

largely the result of an acquisition that increased membership and non-admitted intangible assets

that do not factor into the RBC calculation). Furthermore, BCBSMT's RBC ratio has declined

over the past hve years, from6370/o at the end of 2006. BCBSMT's RBC ratio is not at risk of

approaching the minimum value of 375Yo required by BCBSA. HCSC had an RBC ratio of
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l,227yo at the end of 2011, up from 1,0860 at the end of 2006. The Alliance with HCSC will

help reverse this trend for BCBSMT and ensure the sustainability of a financially strong NIO

Blue plan in Montan4 which improves members' protection and security.

With limited reserves. BCBSMT strived to innovate to the benefit of its members and

Montana residents through product development efforts, significant technology upgrades, and/or

large one-time expenditures. BCBSMT has identified an estimated $100M in capital

requirements and incremental operating expenses over the next five years to successfully

compete in the changing marketplace, improve operational efficiency, and meet BCBSA and

other applicable regulations. Some of the largest projects, accounting for approximately $79M

of the financial requirements, include:

. $41M required to implement an ICD-10 compliant claims system and data

warehouse

o $5M in physician incentive progftrms to introduce patient-centered medical

homes to approximately 50k members

. $4M in one-time costs and $lM per year to upgrade computer systems to

interface with Montana's public health insurance exchange infrastructure ($9M total frve-year

spend)

. $2.1M in one-time costs and $250k per year to upgrade BCBSMT's Federal

Employees Health Benefits Plan processing technology ($3.3M total five-year spend)

. $ 1.6M in one-time costs and $300k per year to create an improved online

information and transaction portal ($3.1M total five-year spend)

. $ l.5M in one-time costs and $500k per year for an information analytics platform

(S4M total five-year spend)
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. $1.2M in one-time costs and $600k per year to upgrade financial systems,

including cost accounting, budgeting, and financial reporting tools ($4.2M total five-year spend)

. $200k in one-time costs and an incremental increase of $960k per year to

implement various medical and care management programs, including a wellness website

update, new utilization management software beginning in2012, and new medical oncology

management software beginning in 2013 ($5M total five-year spend)

. $860k per year to purchase excess ofloss ocverage ($4.3M total five-year spend)

Without increming its access to capital, BCBSMT may not be able to implement

necessary technology solutions required to compete in the changing health insurance

marketplace. Aligning with HCSC, which already has begun to make many of these investments

for itself, will allow BCBSMT to avoid having to individually fund the investments noted above

and instead share the costs with HCSC. The Alliance with HCSC also offers BCBSMT access to

capital for corporate development projects (acquisitions for capabilities, joint ventures aimed at

innovation, etc.) which will help it remain competitive well into the future.

As the largest NIO Blue plan, HCSC is in a very strong capital position even though it

has made investments of over $2.48 during the past ten years in technology and service

improvements. HCSC has over $9.58 of surplus as of September 30, 2012, and has shown the

ability to access the public debt markets, as demonstrated by its issuance of $500M in 10-year

notes in 201I.

In addition to funding necessary capital expenditures, improved access to capital will

affect BCBSMT in two other significant ways. First, HCSC's balance sheet strength will

enhance BCBSMT's risk-taking abilities, allowing it to underwrite more insured-market

business and thus contribute to increasing BCBSMT's membership base as well as its net
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income. Second, the surplus of the combined entity may be invested in new subsidiaries that

will meaningfully increase BCBSMT's capabilities or operations. [n general, improving

BCBSMT's access to capital will allow the company to enhance member and provider services,

provide a wider variety of products, and ensure a competitive administrative cost structure that

should ultimately help BCBSMT to offer its services to Montanans at a lower price point than it

could without the Alliance.

d. Increased insurance risk exposure

BCBSMT's ability to grow membership in a financially responsible manner may be

negatively affected by its size. As of June 2012, BCBSMT had 115,390 fully-insured members

in individual or group plans, accounting for approximately $100M in quarterly premium

revenue. With this level of membership, a small number of large claims can create a meaningful

impact on the plan's annual results. For example, if BCBSMT were to incur five more $1M

claims than expected in a single quarter, the plan's fully-insured quarterly MLR would increase

by 5.0%. Conversely, HCSC had3,794,843 fully-insured individual or group members at the

end of the second quarter of 2012, contributing $3.7B in quarterly premium revenue. Incurring

an additional five $1M claims in a single quarter would only increase HCSC's fully-insured

quarterly MLR by 0.1%. With a much larger fully-insured member base over which to spread

the risk of large claims, HCSC is better equipped than small plans like BCBSMT to take on

additional high-risk members. This is also true for large national MCOs that recently have been

competing more aggressively in Montana, including UnitedHealth and Cigna. UnitedHealth and

Cigna, for example, have over 30M and l2M health members respectively, allowing them to

take on riskier individual and group accounts than may be fiscally responsible for a small plan

such as BCBSMT.
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This issue may become even more relevant in 2014, when a large number of individuals

are expected to purchase health insurance through the new state based exchanges. Many of these

individuals will not have had health insurance for several years, and therefore may not have had

the same level of preventive care as an insured individual. There is potential that these new

members will have higher initial utilization rates and be more likely to incur large claims than

members who have had insurance for several years.

In addition, individuals now insured through Montana's state high risk pool, the Montana

Comprehensive Health Association [MCHA] Plan, and the federal high risk pool, the Montana

Affordable Care Plan, are also expected to purchase health insurance through the new state based

exchanges upon the anticipated closure of both pools in2014. These high risk pools were

established to provide health coverage to individuals with preexisting medical conditions. Many

members enrolled in these plans have complex medical conditions, requiring costly and

continued treatment. For example, MCHA opened the federal high risk pool in August 2010

providin_g_ immediate coverage of preexisting conditions as required by the Patient Protection and

Affordable Care Acl As of September 30,2012, the average enrollment is 265 members with a

cumulative loss ratio of 60lYo, which is at a minimum four times the average loss ratio

experienced with the MCHA state pools.

Should these new members have higher utilization rates, as is anticipated, large insurers

like the newly allied BCBSMT-HCSC will be able to better absorb the losses that may initially

occur before utilization normalizes to historic levels or pricing changes can be incorporated.

5. Selection of HCSC

Of critical importance to BCBSMT's Board of Directors and Executive Leadership was

selection of an entity that was dedicated to the NIO approach to health care. Like HCSC,
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BCBSMT believes that the NIO model best serves members, since NIO insurers do not have to

prioritize short-term financial gains over service to customers. See Business Case, Exhibit 8. In

addition to the Business Case provided to BCBSMT Board of Directors, BCBSMT also

conducted a separate HCSC operations due diligence assessment. This assessment was based

upon an internal department-by-department review of various HCSC documents produced in

response to BCBSMT's request for documents. BCBSMT's assessment was also based, in

certain cases, upon on-site visits to HCSC facilities and discussions with HCSC personnel.

BCBSMT reviewed the following HCSC areas in the course of its due diligence:

(a) Information technology;

(b) Privacy and security;

(c) Internal audit;

(d) Legal;

(e) Finance;

(f) Operations;

(g) Medical and behavioral care medical management;

(h) Analytics and information management;

(i) Sales and marketing;

O Health care services;

(k) Compliance and human resources; and

(l) Corporate culture.

The purpose of the review was two-fold: (1) to outline pertinent information for those areas

defining risk areas for HCSC, e.g., frnance, legal, audit; and (2) to provide an overview of
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operation and service areas from an informational perspective, contrasting where possible, the

expansion of services for BCBSMT members offered by HCSC in particular areas.

Following BCBSMT's due diligence and strategic assessment, the BCBSMT and HCSC

executive leadership teams actively engaged each other to understand HCSC's value proposition,

including its interest in being a leader in helping NIO Blue plans join forces. In the end,

BCBSMT concluded from its due diligence that HCSC offered the best fit due to its:

c Financial strengl/r: HCSC has over $9.58 in statutory surplus at the end of the

third quarter of 2012, providing its groups and members the security to handle the risk associated

with insurance while remaining financially strong enough to invest in enhancements to serve

members. At the end of 2011, HCSC had an RBC ratio of l,22lo/o. [n addition, HCSC has

posted strong net income figures over the past several years, generating over $1B in statutory net

income in both 2010 and 2011 and over $400M in 2012Q1. Finally, HCSC's frnancial strength

is reflected in its rating agency ratings. HCSC has an A.M. Best rating of A+ (Superior), a

Standard & Poor's rating of AA- (Very Strong) and a Moody's rating of Al (Good).

o Dedication to the NIO Model: HCSC is organized as a mutual health insurance

company which since 1936 has operated as a nonprofit health care service plan. HCSC

leadership strongly emphasized its commitment to remain a NIO plan, believing it best allows

HCSC to serve its members and remain true to the historical legacy of Blue plans as nonprofit

insurers started by hospitals and physicians respectively.

. Shared commitment to providing coverage to as many people as possible:

HCSC remains committed to the fundamental health insurance business at a time when many

health insurers are attempting to diversifu earnings by offering non-insurance services. To that
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end, HCSC's recent acquisitions including Bloom Health, MEDecision, and TMG Health, are all

strongly focused on the core health business.

o A culture that emphasizes the importance of being local: HCSC's Blue plans

have local affrliate boards and organizational structures that feature a local member-facing

approach, with sales and marketing and provider services localized to the state. As part of

HCSC, BCBSMT will still be recognized in its market as Blue Cross and Blue Shield of

Montan4 not HCSC. This model ensures that HCSC's Blue plans can leverage the scale

benefits of HCSC corporate services while remaining a familiar integral and visible part of the

local healthcare market.

. Size and scale: HCSC has over l3M members and operates Blue Cross Blue

Shield-branded plans in four states: Illinois, Texas, New Mexico, and Oklahoma.

o Employment growth opportunities: While HCSC centralizes the management

of certain functions and consolidates others, it has actively distributed roles dealing with

localized issues, such as claims and customer service, throughout its states. HCSC is a growing

company in a growing industry. [n fact, during the last six years, HCSC's workforce has grown

by 20%. HCSC's goal is to maintain or grow jobs at BCBSMT.

o Proven track record integrating Blue plans: HCSC has successfully integrated

Blue plans in Texas in 1998, New Mexico in 2001, and Oklahoma in 2005, providing it with

significant expertise in how to effectively manage integrations that do not disrupt core

operations, including claims and customer service.

o Strong technologt and capabilities: HCSC's capabilities are competitive with,

and in some cases superior to, major national MCOs. HCSC boasts several competencies and

systems that are unique amongst NIO Blues, including care management through MEDecision,
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two Tier [V data centers, strong data analyics, experience with large self-funded accounts, and a

variety of traditional and exchange-based distribution platforms (including Bloom Health, which

HCSC recently jointly acquired with other Blues plans). HCSC's underwriting and actuarial

competencies, marketing and sales support, customer service, and strategic planning capacity

related to an evolving and increasingly competitive market ahead were valuable reasons to align.

Based upon the foregoing, BCBSMT and HCSC concluded that the proposed Alliance

was in their mutual interest and, importantly, also would be in the public interest. BCBSMT and

HCSC moved forward with the necessary negotiations and contractual commitments, including

the engagement of appropriate experts to validate their conclusions and assist in development of

Transaction terms that protect the public assets and interest at the core of the Alliance.

6. Description and valuation of all consideration exchanges as a part of or as a

result of the conversion

a. Schedule of Assets and Liabilities. See Exhibit l.

b. Consideration of Exchanges (as of June 30,2012). See Exhibit 2.

c. Asset Purchase Agreement. See Exhibit 3.

7. Extent to Which Assets Proposed to be Converted are Public Assets

For purposes of this Alliance and Transaction only, and for no other, BCBSMT and

HCSC stipulate that the Conversion Statute applies as though BCBSMT is a Montana public

benefit corporation and the following assets are public assets as defined in Montana Code

Annotated $ 50-4-701(9):

a. the assets and liabilities of the Acquired Business; and
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b. the assets that remain in the old BCBSMT entity, but only after old BCBSMT has

satisfied or otherwise discharged the remaining liabilities of old BCBSMT, including those of

its subsidiaries.

8. The Conversion and Alliance are in the Public Interest

The Conversion Statute guides the conclusion that the proposed Alliance and the

Transaction are in the public interest. In satisfaction of the mandatory criteria to be considered

by the Attomey General and the Commissioner, the Applicants specifically represent as follows:

HCSC represents:

a. No officer, director, or trustee of BCBSMT will receive any immediate or future

remuneration from HCSC as a result of a proposed Transaction except for the reasonable value

of services rendered pursuant to a valid contract between the officer, director, or trustee and

BCBSMT (Mont. Code Ann. $ 50-4-715(2Xe); Appl. at 8).

b. Any management contract under the Transaction is for reasonable value (Mont.

Code Ann. $ 50-4-717(2X0).

c. HCSC will possess surplus in an amount sufficient to comply with the surplus

required under law and provide for the security of HCSC's certificate holders, if any, and

policyholders (Mont. Code Ann. 5 50-4-717(2)(g)(iii)).

BCBSMT represents:

a. The fair market value of public assets is preserved and protected (Mont. Code

Ann. $ 50-4-715 (2)(a); Appl. at7-91. See Consideration of Exchanges, Exhibit 2; Asset Purchase

Agreement, Exhibit 3).
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b. The fair market value of pubic assets is expended or invested with reasonable and

prudent consideration of the potential risk of financial loss associated with the conversion

transaction (Mont. Code Ann. $ 50-4-715(2)(b); Appl. at7-9).

c. The fair market value of the public assets will be distributed as provided in 50-4-

720 (Mont. Code Ann. $ 50-4-715(2Xc); Appl. at 8-9).

d. No part of the public assets BCBSMT will inure directly or indirectly to an

offrcer, director, or trustee of BCBSMT or to an officer, director, trustee, shareholder, or

employee of HCSC or to any other person that is not a foundation approved to receive the assets

by the Attorney General (Mont. Code Ann. $ 50-4-715(2)(d); Appl. at 8-9).

e. No officer, director, or trustee of BCBSMT will receive any immediate or future

remuneration as a result of the proposed Transaction except for the reasonable value of services

rendered pursuant to a valid contract between the offrcer, director, or trustee and BCBSMT

(Mont. Code Ann. $ 50-4-715(2)(e); Appl. at 8-9).

f. The public assets distributed to a foundation will be in the form of cash or a

combination of cash or similar assets that are readily convertible to cash for which a secondary

market exists (Mont. Code Ann. $ 50-4-716(1); Appl. at 8-9; Asset Purchase Agreement, Exhibit

3).

g. BCBSMT exercised due diligence in deciding to engage in the Transaction (Appl.

at6-7,10-21), selecting HCSC as the Transferee (Appl. at2l-24), and negotiating the terms and

conditions of the Transaction (Appl. at23-24; Asset Purchase Agreement, Exhibit 3); see Mont.

Code Ann. $ 50-4-717(2Xa).
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h. Appropriate expert assistance was used in negotiating the Transaction (Mont.

Code Ann. $ 50-4-717(2Xb); expert reports and accompanying curricula vitae and credentials are

attached as Exhibits 4-7).

i. All conflicts of interest were disclosed, including conflicts of interest of board

members, executives, and experts retained by BCBSMT and HCSC (Mont. Code Ann. $ 50-4-

717(2)(c)).

j. The Transaction is compliant with Title 33, chapters 30 and 31 (Mont. Code Ann.

5 s0-4-7r7(zXeXii)).

k. Provisions of the Asset Purchase Agreement that require the payment of money as

liquidated damages or otherwise, in the event of a breach of the agreement by BCBSMT, are in

the public interest (Mont. Code Ann. $ 50-4-717(4)).

Independent Communify Impact and Antitrust Expert Opinion concludes:

a. The Transaction does not have the likelihood of creating a significant adverse

effect on the availability or accessibility of health care services or health insurance coverage in

the affected community, but that failure to complete the Transaction may (Mont. Code Ann. $

50-4-717(2); Financial and Community Impact Report, Proposed Alliance of Blue Cross and

Blue Shield of Montana, Inc. with Health Care Service Corporation, NERA Economic

Consulting (Nov. 10,2012). [Fin. & Comm. Impact Report], attached as Exhibit 4).

b. The Transaction includes sufficient safesuards to ensure that the affected

community will have continued access to affordable health care (Mont. Code Ann. $ 50-4-

717(2)(e); Fin. & Comm. Impact Report, Exhibit 4).

BCBSMT-HCSC APPLICATION FOR APPROVAL OF ALLIANCE Page 27



c. The Transaction is equitable to the public interest, enrollees, insureds,

shareholders, and certificate holders, if any, of BCBSMT (Mont. Code Ann. $ 50-4-717(2)(g)(i);

Fin. & Comm. Impact Report, Exhibit 4).

d. The Transaction will result in efficient economies of scale (Mont. Code Ann. $

50-4-717(3) (a); Fin. & Comm. Impact Report, Exhibit 4).

e. The Transaction will have no adverse impact on competition in any health care

related market in Montana, including the market for health insurance and the markets for

provider services, and thus there is no likelihood of a substantial lessening of competition in any

line of the insurance business or in any provider market (Mont. Code Ann. $ 50-4-717(3Xb); Fin.

& Comm. Impact Report, Exhibit 4; Antitrust Report, Proposed Alliance of Blue Cross and Blue

Shield of Montana, Inc. with Health Care Service Corporation, NERA Economic Consulting

(Nov. 10,20l2)attached as Exhibit 6).

Mandatory Criteria are Met and Exceeded

The Alliance and the Transaction satisfu the mandatory criteria and exceed their

minimum requirements.

From the representations of the Applicants and the evidence presented, the Attorney

General, under Montana Code Annotated $$ 35-2-609,35-2-617, and 50-4-715, should conclude

that:

a. the fair market value of public assets is preserved and protected;

b. the fair market value of public assets will be expended or invested with

reasonable and prudent consideration of the potential risk of financial loss associated with the

Transaction;
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c. the fair market value of the public assets of a nonprofit health entity will be

distributed as provided in Montana Code Annotated $ 50-4-720;

d. no part of the public assets of BCBSMT will inure directly or indirectly to an

officer, director, or trustee of BCBSMT or to an officer, director, trustee, shareholder, or

employee of HCSC or to any other person that is not a foundation approved to receive the assets

by the Attomey General; and

e. no officer, director, or trustee of BCBSMT will receive any immediate or future

remuneration as a result of the proposed Transaction except for the reasonable value of services

rendered pursuant to a valid contract befween the officer, director, or trustee and BCBSMT. See

Schedule of Assets and Liabilities, Exhibit l; Consideration of Exchanges, Exhibit 2; Asset

Purchase Agreement, Exhibit 3.

As discussed in the description of the Transaction, the public assets will be deposited

with a foundation in the form of cash or a combination of cash and assets readily convertible to

cash and for which a secondary market exists, to be distributed in accordance with the

requirements of Montana Code Annotated $ 50-4-720, satisfring the criteria of Montana Code

Annotated $ 50-4-716. Appl.at 8-9.

BCBSMT exercised due diligence in deciding to enter into the Transaction, selecting

HCSC as the Transferee, and negotiating the terms and conditions of the Transaction, including

the use of appropriate expert assistance. The contracts and agreements between the parties are

for reasonable value and the Transaction is compliant with Montana Code Annotated Title 33,

chapters 30 and 31. That the Transaction is in the public interest and will not violate antitrust

principles is validated by the independent expert opinions of NERA Economic Consulting. See,

Fin. & Comm. Impact Report Exhibit 4. Specifically NERA concludes that:
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the proposed alliance is "in the public interest" since it will make BCBSMT
financially more stable, more effrcient, and a stronger competitor. Further the
"public interest" is protected since the proposed alliance will not lead to a
lessening of competition in any relevant market.

Id. at3. The criteria of the Conversion Statute, specifically including Montana Code Annotated

g 50-4-717, are thus satisfied and the Commissioner should also approve the Transaction and

Alliance.

E. Copy of the Conversion Transaction Agreement. Asset Purchase Agteement.

See Exhibit 3.

F. Financial and Communitv Impact Analysis Report from an Indenendent

Expert. Financial and Community lmpact Report, Proposed Alliance of Blue Cross and Blue

Shield of Montana,Inc. with Health Care Service Corporation, NERA Economic Consulting

(Nov. 10,2012), See Exhibit 4.

G. Independent Valuation of the Fair Market Value of BCBSMT.

1. Report Prepared by Actuarial Services & Financial Modeling [nc. As Requested

by Blue Cross and Blue Shield of Montana Regarding Actuarial Appraisal of Certain Health

Care Contracts With Appraisal Dates of January 1,2013 and June 30,2012 (Oct. 19, 2012). See

Exhibit 5.

2. Valuation Analysis, Blue Cross and Blue Shield of Montana As of June 30,2012,

Moss Adams LLP (Nov. 12,2012). See Exhibit 7.

H. Antitrust Analysis. Antitrust Report, Proposed Alliance of Blue Cross and Blue

Shield of Montana, Inc. with Health Care Service Corporation, NERA Economic Consulting

(Nov. 10,2012).. See Exhibit 6.
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Wherefore, Applicants respectfully request that the Commissioner:

l. publish notice of the Application as provided in Montana Code Annotated $ 50-4-

709;

2. with the Attorney General, accept nominations from Applicants for a qualified

person to preside over the public hearing required by Montana Code Annotated $ 50-4-710;

3. with the Attomey General, jointly appoint a qualified person to preside over the

public hearing required by Montana Code Annotated $ 50-4-710;

4. set a time and place for a scheduling and discovery conference to govern the

proceedings;

5. issue a Procedural Order governing the proceedings, including the treatment of

Applicants' confidential and proprietary materials and trade secrets;

6. rule that the Bulk Reinsurance statute, Montana Code Annotated $ 33-2-I20I et

se4., does not apply;

7. with the Attomey General, approve the Conversion Transaction and Alliance of

the Applicants; and

8. prescribe other actions as are deemed necessary and proper in the proceedings.

Respectfully submitted this l5'h day of November,2012.

KELLER, REYNOLDS, DRAKE,
JOHNSON & GILLESPIE. P.C.

Helena. Montana 59624
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CERTIFICATE OF SERVICE

I, Jacqueline T. Lenmark, KELLER, REYNOLDS, DRAKE, JOHNSON & GILLESPIE,

,t-

P.C., certifu that on November lX,20l2,I served a true and correct copy of the foregoing

APPLICATION FOR APPROVAL OF ALLIANCE, by hand delivery as follows:

Courtesy copy hand-delivered to Attorney General-elect Tim Fox, Gough, Shanahan, Johnson &

Waterman, 33 South Last Chance Gulch, Helena, Montana 59601, on November 16, 2012.

DATED this lf day of November. 2012.

Steve Bullock, Esq.
Montana Attorney General
Office of the Attorney General
215 North Sanders, Third Floor
P.O. Box 201401
Helena, Montana 59620-1401

Jesse Laslovich, Esq.

Chief Legal Counsel
Office of the Commissioner of Securities & Insurance
State Auditor's Office
840 Helena Avenue
Helena, Montana 59601

Hand-delivered Novemb er | 6. 20 12 Hand-delivered November | 5. 2012
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EXHIBITS

1. Schedule of Assets and Liabilities to be transferred to HCSC and to be retained by
BCBSMT (Nov. 15,2012)

2. Consideration of Exchanges (as of June 30,2012). The parties anticipate that, early next
year, they will update the valuation to be dated as of December 31, 2012.

3. Asset Purchase Agreement between Blue Cross and Blue shield of Montan4 Inc. and

Health Care Service Corporation (Nov. 15,2012) by and between BCBSMT and HCSC.

4. Financial and Community Impact Report, Proposed Alliance of Blue Cross and Blue
Shield of Montana, Inc. with Health Care Service Corporation, NERA Economic
Consulting (Nov. 10,2012).

5. Report Prepared by Actuarial Services & Financial Modeling Inc. as Requested by Blue
Cross and Blue Shield of Montana Regarding Actuarial Appraisal of Certain Health Care

Contracts With Appraisal Dates of January I,2013 and June 30,2012 (Oct. 19, 2012).

6. Antitrust Report, Proposed Alliance of Blue Cross and Blue Shield of Montana,Inc. with
Health Care Service Corporation, NERA Economic Consulting (Nov. 10,2012).

7. Valuation Analysis, Blue Cross and Blue Shield of Montana As of June 30,2012, Moss
Adams LLP (Nov. 12,2012\.

8. Project Sapphire: Transaction Summary and Analysis (Oct. 8,2012).
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Assets and Liabilities

L Explanation.

This schedule shows both (i) the BCBSMT's balance sheet items to be transferred to HCSC, or retained by the

existing entity, on the transaction closing date and (ii) BCBSMT non-balance sheet items to be transferred to
HCSC, or retained by the existing entity, on the transaCtion closing date. Assets and Liabilities to be transferred

to HCSC include an "X" in the "Transferred to HCSC" column. Assets and Liabilities that will not be

transferred to HCSC include an "X" in the "Remain in Existing Entity" column.

The value of each balance sheet item may be found on Schedule 1.01A. The individual balance sheet accounts

associated with each item" and the value of the assets or liabilities in that account. may be found on Schedule

1.01S.

(1) Listed items may include more than one balance sheet account. For a detailed list of balance sheet

accounts associated with each item. refer to schedule 1.01S.

II. Balance Sheet ltems.

Account Transferred Remain in
Key (1) to HCSC Existing Entity

A. Scheduled Liabilities

l. Pending and Unreported Claims SLI X

2. Aggregate Policy and Claim Reserves SL2 X

3. Health Care and Other Claim Liabilities SL3 X

4. Trade Accounts Payable SL4 X

5. Compensation-Related Liabilities SL5 X

6. Other Accrued Liabilities

6a. Commissions Payable SL6.l X

6b. All other on balance sheet 5L6.2 X

7. Income Taxes Payable SL7 X

8. Defened Subscription Revenue SL8 X

9. Other Miscellaneous Liabilities

9a. Due tolfrom BCBSMT Foundation SL9.l X

9b. Due to/from Caring Foundation 5L9.2 X

9c. Other Miscellaneous Liabilities - Impairment SL9.3 X

9d. All other on balance sheet SL9.4 X

Schedule of Assets Liabilities ll-13-2012 FINAL (2).docx



10. Pension and Related Obligations

l0a. DB Pension Obligations - WSIA & ICMI Employees

l0b. All other on balance sheet

I l. Intangible Liabilities - Hospital Liabilities

12. Contingent Liabilities - Litigation

Sub-Total A: Total Scheduled Liabilities

B. Scheduled Assets

L Health Receivables - Premium Related

2. Health Receivables - Other Health

3. Receivables from Affiliates

3a. Due tolfrom Health-e-Web

3b. Miscellaneous Receivables from Health-e-Web

3c. All other on balance sheet

4. Other Miscellaneous Receivables

5. Dividends and Interest Receivable

6. Deferred Taxes

7. Notes Receivable

8. Prepaid Expenses

9. Land and Buildings

9a. Land - Helena

9b. All other on balance sheet

10. Software

I l. Furniture, Equipment, and Autos

12. Projects in Progress

13. Subsidiaries and Closely-Held Investments

l3a. Regional Advantage

l3b. Prime Therapeutics

l3c. TriWest

l3d. Health-e-Web

13e. WPMI

Schedule of Assets Liabilities ll-13-2012 FINAL (2).docx
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X

SAI

SA2
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SA5

SA6

SA7

SA8

SA9.I

SA9.2

SAIO

SAI I

SAI2

sAl3.l

sAl3.2

sAl3.3

sAl3.4

sAl3.5

x
X

x
x

X

X
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X

X

X

X

X

X

X

X

X

X



I 3f. Clarkston Washington Residence

l3g. Lewiston Idaho Residence

l3h. All other Investments in Subsidiaries on balance sheet

l3i. All other Closely Held lnvestments on balance sheet

14. Pension Assets

l4a. Annuities

l4b. Cash Surrender Value of Life Insurance

14c. Fidelity Funds - Top Hat Plan

15. Intangible Assets - Hospital Assets

Sub-Total B: Total Scheduled Assets

C. Excess of A over B

(to be paid to HCSC from available cash and investments)

l. Cash and Short Term lnvestments

la. Wells Fargo - Merchant Account

lb. Wells Fargo - FEP Investment Account

lc. Wells Fargo - LRSP Controlled Disbursements

ld. PNC - Medicare Advantage

le. Wells Fargo - Admin/VCD

1f. First Interstate Bank - Lockbox

lg. Wells Fargo - NSI Checking

lh. Wells Fargo - QNXT Claims

li. Wells Fargo - QNXT Reissues

lj. Payroll

lk. Wells Fargo - Flex

ll. BRP Cash & Cash Equivalents

1m. All other on balance sheet

2. Common Stocks

2a. WF Specialty Common Stock

2b. WF Premier Common Stock

2c. Other - BCSI
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sAl3.6

sAl3.7

sAl3.8

sAl3.9

sAl4.l

sAl4.2

sAl4.3

SAI5

CSTIl.I

CSTII.2

CSTII.3

CSTII.4

CSTII.5

CSTII.6

CSTII.T

CSTII.8

CSTII.9

CSTII.IO

CSTII.I I
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CSTII.I3

CSTI2.I

CSTI2.2

CSTI2.3

X
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X
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x
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2d. Other - Plans Liabiliw Insurance CSTI2.4

2e. WF Specialty Allowance for FMV of Common Stocks CSTI2.5

2f. WF Premier Allowance for FMV of Common Stocks CSTI2.6

29. Allowance for FMV of Common Stocks - Other CSTI2.7

Account Transferred Remain in
Key (1) to HCSC Existing Entity

CSTI3 X

X

X

X

x
x3. Bonds

Sub-Total C: Acquired Cash and Investments
to be paid to HCSC at closing

m. Non-Balance Sheet ltems.

Transferred Remain in
to HCSC Existing Entity

A. Assets

l. Contracts. All right, title and interest of BCBSMT in, to and X
under all contracts (including without limitation all contracts
listed in Schedule 2.01(aXi)) to which BCBSMT is a party or
assignee, in each case which first accrued before, on or after the
Closing Date. Such contracts ("Contracts") shall include,
without limitation (A) all Insurance Contracts of BCBSMT and
administrative service contracts and arrangements of BCBSMT
with businesses, governmental entities, other entities and
individuals, (B) all contracts and arrangements of BCBSMT
with physician groups, individual physicians, hospitals and other
providers of health care (including without limitation the
Hospital Contracts), (C) all contracts and arrangements of
BCBSMT with reinsurers, (D) all contracts and arrangements of
BCBSMT with producers or insurance agents or brokers, and
(E) all contracts of BCBSMT with other vendors and suppliers.
Such rights shall include without limitation all rights (including
rights of refund and offset), powers, privileges, interests,
deposits, claims, causes of action and options relating or
pertaining to the Contracts, in each case whether first accruing
before, on or after the Closing Date;

2. Intangible Properties. All intangible properties and interests, X
causes of action and claims which first accrue before, on or after
the Closing Date;

3. Marks. All Marks; X

Schedule of Assets Liabilities ll-13-2012 FINAL (2).docx



Transferred Remain in
to HCSC Existing Entity

4. Materials. All materials and supplies, inventories, and X
work-in-progress, including, but not limited to, paper,
cardboard, ink, bindery materials, films, plates, negatives,
shipping materials, and repair and maintenance materials;

5. Books and Records. All of BCBSMT's books, records, X
papers, instruments, licenses, certificates and
authorizations of whatever nature and wherever located
(excluding BCBSMT's minute book) that relate to the
Business or the Assets or which are required or necessary
in order for Purchaser to conduct the Business from and
after the date hereof in the manner in which it is presently
being conducted (collectively, the "Records");

6. Telephone Numbers, Domain Names and Websites. All X
telephone numbers (including toll-free numbers), domain
ruImes and websites used in the operation of the Business;

7. Other Assets. All other assets owned, leased or licensed X
by BCBSMT and used in the operation of the Business.

8. Excluded Contracts. All right, title and interest of
BCBSMT in, to and under the contracts, identified in
Schedule 2.0 I (bxii) (the "Excluded Contracts"); I

9. Retained Subsidiaries. The equity interests of the Retained
Subsidiaries;

10. Retained Administrative Assets. The assets described in
Section 2.01(bxiiD of the Disclosure Schedule (the
"Retained Administrative Assets");

I l. Tax Refunds. Tax Refunds and other Tax assets as set
forth in Article VII;

12. BCBSMT VEBA. The BCBSMT VEBA: and

13. Excluded Real Property. The Real Property identified in
Section 2.01(b)(viii) of the Disclosure Schedule.

B. Liabilities

14. All Liabilities in respect of the Excluded Assets;

t 
To include WSI purchase agreement and promissory note.
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Transferred Remain in
to HCSC Existing Entity

15. All Liabilities arising from, in connection with or related to
the Excluded Contracts;

16. All Liabilities arising from, in connection with or related to
the operation of the Business prior to the Closing
(including Liabilities of the type described in 5.16 and
Liabilities arising from or related to any breach of contract
or breach of or violation of Law prior to the Closing), other
than and solely to the extent of the Assumed Liabilities
referred to in Section2.02(a);

17. All Liabilities which arise from or relate to the ownership,
management or operation of the Retained Subsidiaries
(including any amounts owing by any Company to the
Retained Subsidiaries) or any former Subsidiary or
business unit of BCBSMT;

18. All Liabilities which arise from or relate to the Actions
listed on Schedule2.02(b)(iv) and any Actions (whether
pending as of the Closing or brought subsequent to the
Closing) based on allegations similar to those in the
Actions listed on Schedule 2.02(bXiv);

19. All Liabilities arising from or related to employees of the
Companies or the Retained Subsidiaries (including with
respect to the Excluded Employees), except to the extent
expressly provided otherwise in Article VI;

20. All Liabilities under any employee benefit plans that
BCBSMT participates in (except to the extent expressly
provided otherwise in Article VI) or relating to BMT
Employee Benefits Trust, Inc.;

21. All Liabilities in respect of the on-going administration or
operation of BCBSMT or the Retained Subsidiaries (or
their respective successors) after the Closing (including
without limitation, any Liabilities incurred or created by
BCBSMT after the Closing);

22. All Liabilities to be paid or performed by BCBSMT under
this Agreement or the other Transaction Documents;

X

X

X

X

X

x

X

X
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Transferred Remain in
to HCSC Existing Entity

23. All Liabilities of BCBSMT incurred in connection with the
negotiation and implementation of this Agreement and the
other Transaction Documents and the transactions
contemplated hereby and thereby (including fees and
disbursements of counsel, brokers, financial advisors
and accountants);

24. Any Liability for Taxes (A) of any Company (including
without limitation the HeW Taxes) or (B) of any Person
other than the Companies for which any Company is liable
under Section 1.1502-6 of the Treasury Regulations (or
any similar provision of state, local, or non-U.S. Law), as a
transferee or successor, by contract, or otherwise; and

25. Any Transaction Taxes or any Taxes resulting from excess
parachute payments, within the meaning of Section 280G
of the Code as a result of the Agreement or through the
transactions contemplated thereby.

Note: There may be some overlap / duplication in the items in Part U and Part III.

X

X

X
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BIUE CROSS BLUE SHIELD OF MONTANA, INC
coNslDEMTloN 0F EXCHANGES AS OFTUNE 30,2012

Total Assets
Held By BcBf,

Llabllldes &
Surplus to

Transferto HCSC

Asset to
Remah in BCBS

LIABILITIES:
General Liabilities:

Pendlng & Unreported Claims
Rate Stabilization Reserves
Claim & Case Reserves
Health Care & Other Claim Liabilities
Trade Accouns Payable
Compensation Related Liabilities
Other Accrued Liabilities

Other Accrued Lrabrlitres
A,/P Comrnrssrons

Federal Income Taxes Payable (Non-Current)
Deferred Subscription Revenue
Other Miscellaneous Liabllides

Other Miscellaneous Liabilities
Securides Lending & Other Liabilities

Penslon & Related Obllgadons:
Defined Benefit Pension Liabilitv

HCSC Liability
BCBS Llability

Defined ContribuHon Plan Liabihty (ARCJ

BRP Refi rement Liability
AccounB Payable - Deferred Compensation
Post Retirement Life
Post Retirement Medical
New West Liabilrty (Net)

Condngent Llabilldes:
TOTALUABILITIES

4,a70 4,870
144,620 t79,A6t 4,759

58,028
I,5/J

0

16,146
727

2,978
1,558

(2,18sJ

L4,755
8,584

26,t00

223
26,t97

660
IJ

548
20,033

58,028

L,375
0

T6,L46
727

2,978

1,391

18,755

7,059

25,777

223
26,t97

660
TJ

548
20,033

777

(2,18s)

7,5t4

383

ASSETS:

General Assets:
Cash

Cash Accounts
Cash Accounts / Claims

Health Receivables - Premium Related
Health Care Receivables - Other Health
Medicare Risk Reinsurance Receivable
Receivables from Affillates

Health-E-Web Receivables
lCMl, CBMI Receivables

Otler Miscellaneous Receivables
Dividends & lnterest Receivable
Deferred Taxes
Notes Receivable
Prepaid Expenses

Property, Plant & Equlpment (Net):
Great Falls - Lan4 Building & Improvements
Fuller - Land, Building & lmprovements
Park Ave - Lan4 Building & lmprovements
Donovan - Land, Building & lmprovements
Building lmprovements
Fixed Asset Clearing
Land - Helena

Furdture, Equlpment & Automobiles (Net):
Office Furniture
Office Equipment
Telephone Equipment
Automobiles
Computer Equipment
Artwork

Proiects In Progress:

7,366

4,295
39,260

7,026
3,770

499
895

(3,s87)
22

3,5L2

2,000
3,000
3,300
4,L00

179
z

3,166

67A
38

L,504
62

L,IM
I

136

(s,302)
4,295

39,260
7,026

250

499

3,572

3,520

895
(3,s87)

22

2,000
3,000
3,300

4,700
779

2

3,155

67A
38

1,504
62

L,L75
1



BLUE CROSS BLUE SHIELD OF MONTANA, INC
coNstDEMTtoN oF EXCHANGES AS OFfUNE 30,2012

Ltabtlides &
TotalAssets Surplusto

HeldByBCBf TransfertoHCSC
Asset to

Remalnin BCBS
lnvested Assets:

Bonds Account - Wells Fargo
Bonds
Bonds

Fidelity Funds - Top Hat Plan
Common Stock Account - Wells Fargo Specialty
Common Stock Account - Wells Fargo Ptemier
Common Stock - Triwest
Common Stock - BCSI

Other Plans Liability lnsurance
Common Stock - Allowance for FMV Other
lnvestnent in Subsidiaries - WPMI
lnvestrnent In Subsidiaries - Other CBMI
Investnent ln Subsidiaries - WSIA
Invesbnent ln Subsidiaries - ICMI (Peak 1)
Investnent ln Subsidiaries - lCMl (Otlrer)
lnvesgnent in Subsidiaries - Health-e-Web
lnvesonent in Regional Advantage

Chatham Feasibility Plan
Other lnvestments - lD Residence, Net
Otler Investments - WA Residence, Net
Ot}|er lnvestnrents - Prime Therapeudcs
Benefi t Restoration Annuity
Cash Surrender Value of Life Insurance
New WestAssets (Net)

TOTAIASSETS

ASSETS LESS LtABtLtTtES (SURPLUE

VALUE OF LINES OF BUSINESSb

CASH CONSIDEMTIOIf
TOTAL TANGIBLE & INTANGTBLE ASSETS
INCLUDED INTMNSACTION

____--44.6F9_--.T-

17,6Lt

267
797

2,9L9
12,482
75,227
23,003

179,852 151,316

Ltl6,557

L7,6tl
(L7,6L7) 17,5LL

4t,246

578
8,442

27,503
22,7L7

0.35
r37

1,338
195

2,875
sl,092

967
350

3,881
I

25
267
197

2,919
L2,442
L5,22L
23,003

331,178

4A,AA6

578

22,Lt7

196

32,360

8,442
27,503

0.35
137

1,338

2,A75
57,092

96L
350

25

3,881
8

t64,t6A

-

164,t68

-

Notes:

a. Per Exhibit 22 of Moss Adams valuadon report as of f une 30, 2012.
b. Per third party analysis performed by Actuarial Servrces & Financial Modeling Inc. as ofJune 30, 2012.
c' Permanagemengthecashconsiderationisequaltothevalueofthelinesofbusiness.



BLUE CROSS BLUE SHIELD OF MONTANA, INC
RECONCILIATION OF ASSET VALUE TO PURCHASE PRICE

SURPLUS VALUE OF BCBS"

Less: Retained Assets
Receivables from Affi liates
Dividends & lnterest Receivable
Notes Receivable
Property, Plant & Equipment:
Proiects in Progress:
lnvestment in Subsidiaries
Closely Held Investrnents

Cash and lnvestments, Net ofRelained Lrabrlilies
Total:

Transacilon Cash Consideradonb t7,6tr

Notcs:
a. Per Exhibit 22of Moss Adamsvaluahon reportasoffune 30, 2012.
b. Per managemen! the cash consideration is equal to the value of the lines of business.

t64,t6A

[3,s20)
{8es)
(22)

(12,s81)
(135)

(ss,277)
(2s)

(74,r02)
(146,557)
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ASSET PURCHASE AGREEMENT

THIS ASSET PURCHASE AGREEMENT, dated as of November 14, 2012 (the

"Execution Date"), is by and between BLUE CROSS AND BLUE SHIELD OF MONTANA,
INC. ("BCBSMT"), and HEALTH CARE SERVICE CORPORATION, a Mutual Legal Reserve

Company ("Purchaser").

wITNES$ETH:

WHEREAS, BCBSMT and its subsidiary Health-e-Web, Inc. (collectively referred to
herein as the "Companies") are engaged in the Business; and

WHEREAS, Purchaser wishes to acquire the Business by acquiring certain assets from,
and assuming certain Liabilities of, BCBSMT on the terms and conditions set forth herein;

NOW, THEREFORE, in consideration of the premises and the mutual agreements and

covenants hereinafter set forth, Purchaser and BCBSMT hereby agree as follows:

ARTICLE I
DEFINITIONS

Section 1.01 Certain Defined Terms. As used in this Agreement, the following
terms shall have the following meanings:

"Act" means the Securities Act of 1933, as amended.

"Action" means any claim, action, suit, arbitration or proceeding by or before any

Governmental Authority.

"Acquired Cash and Iw " means cash and marketable securities to be mutually
agreed to by BCBSMT and Purchaser having a value equal to the excess of (i) the gross amount
of the Assumed Liabilities identified in Part A of Schedule 1.01 (the "Scheduled Liabilities"),
over (ii) the gross amount of the Assets identified in Part B of Schedule 1.01 (the "Scheduled
Assets"), determined in each case (x) in accordance with STAT, consistently applied and (y) as

of the Closing Date. For purposes of the Closing, the Acquired Cash and Investments will be (1)

based upon the books and records of BCBSMT as of the calendar month ended immediately
prior to the Closing Date, but adjusted to reflect BCBSMT's and Purchaser's best estimate of
changes to the value of the Scheduled Liabilities and Scheduled Assets in the interim period
prior to the Closing Date and (2) identified on a schedule (the "Acquired Cash and Investments
Schedule") to be executed by Purchaser and BCBSMT at the Closing. A sample calculation of
the Acquired Cash and Investments, is attached hereto as Schedule 1.01A. Acquired Cash and

Investments shall not include any notes or receivables received by BCBSMT (or any of its
Subsidiaries) in connection with the disposition of any Retained Subsidiary.

"Acquired Interests" mears those securities, interests and rights in certain Persons

identified in Schedule 1.01.



"Administrative Services Agreement" means the Administrative Services Agreement,
dated as of September 10, 20l2by and between Purchaser and BCBSMT.

"Affiliate" means, with respect to any specified Person, any other Person that directly, or
indirectly through one or more intermediaries, controls, is controlled by, or is under common
control with, such specified Person.

"Aggregate Consideration" means and includes, with respect to an Extraordinary
Business Combination, the total amount of cash and the fair market value of all other property
paid or payable (or services rendered or to be rendered for less than fair consideration), directly
or indirectly, to BCBSMT or any of its Subsidiaries or to the Foundation, or to some other
independent charitable foundation or charitable entity on behalf of BCBSMT or any of its
Subsidiaries, or to any of its employees or directors, in connection with the transaction
contemplated by the Extraordinary Business Combination, including, without limitation,
payments with respect to any noncompetition, nonsolicitation, so-called employee stay or
"retention" bonuses, and executive employee compensation or executive employee benefits in
excess of that which is usual and customary for persons of similar levels of responsibility and
experience based on the past practices of BCBSMT, but excluding payments made pursuant to
employment agreements or arrangements in effect as of the date of this Agreement.

"Agreement" or "thig_Agreen0ent" means this Asset Purchase Agreement, between
BCBSMT and Purchaser (including the Exhibits hereto and the Disclosure Schedule) and all
amendments hereto made in accordance with the provisions of Section I 1.09.

"Assets" has the meaning specified in Section 2.01(a).

"Assumed Liabilities" has the meaning specified in Section 2.02(a).

"Assignment and Assumption Agreement" has the meaning specified in Section 2.07(b).

"BCBSA" means the Blue Cross Blue Shield Association.

"BCBSMT Pension Plan" has the meaning specified in Section 6.05.

"BCBSMT's Accountants" means Eide Bailly, LLP, independent certified public
accountants of BCBSMT.

"Burdensome Condition" means, with respect to any required regulatory approval and/or
any Law, rule, regulation or administrative interpretation made, adopted, declared, or announced
(written or orally) to be applicable to Purchaser or the Companies or the transactions
contemplated by this Agreement: (i) any term, condition, restriction or limitation that would be
reasonably likely to have a material adverse effect on the economic or business benefits to
Purchaser or the Companies of the transactions contemplated by this Agreement or to the
operations of BCBSMT following Closing (as determined in the sole discretion of Purchaser or
BCBSMT, as applicable), (ii) a requirement that Purchaser's operation of the Business following
the Closing be subject to legal requirements or any restriction, limitation, condition or obligation
on Purchaser that differs materially and adversely from those imposed on companies holding
similar insurance licenses (or certificates of authority) engaged in a business like the Business, in



each case, as determined in the sole discretion of Purchaser, or (iii) a requirement that BCBSMT
be subject to any restriction, limitation, condition or obligation that would reasonably be

expected to have a Material Adverse Effect on BCBSMT or its ability to perform its obligations
under this Agreement or any Transaction Document, to pay its obligations as they come due or to
contribute funds to the Foundation as contemplated hereby.

"Business" means the Companies' business as crrrently conducted, including (i) the
provision of indemnity and managed health insurance products and services, including without
limitation health insurance, health maintenance orgarization, point-of-service, preferred provider
organization, supplemental Medicare insurance, Medicaid managed care, third-party
administrative services and integrated health plan services, and other products and services

within Montana, including the provision of such products and services in Montana by BCBSMT
under the Blue Cross and Blue Shield trademarks and service marks pursuant to a license from
BCBSA and (ii) the claims clearing house business conducted by Health-e-Web.

"Business Day" means any day that is not a Saturday, a Sunday or other day on which
banks are required or authorized by Law to be closed in Helena, Montana.

"CHAMPUS" means the Civilian Health and Medical Program of the Uniformed
Services.

"Claim" shall mean any right or asserted right to payment, whether or not such right is
reduced to judgment, liquidated, unliquidated, fixed, contingent, matured, unmatured, disputed,
undisputed, legal, equitable, secured, or unsecured.

"Closing" has the meaning specified in Section 2.01(a).

"elq$ng_Date" has the meaning specified in Section 2.06.

"Code" means the Internal Revenue Code of 1986, as amended through the date hereof.

"e.ernpAny" means any of the Companies.

"Companies" has the meaning specified in the recitals to this Agreement.

"Competing Business" has the meaning specified in Section 5.17.

"Confidentialitlz Agreement" means the letter agreement dated as of May 23, 2012
between BCBSMT and Purchaser.

"Contracts" has the meaning specified in Section 2.01(a)(i).

"Control" (including the terms "controlled by" and "under common control with"), with
respect to the relationship between or among two or more Persons, means the possession,

directly or indirectly or as trustee, personal representative or executor, of the power to direct or
cause the direction of the affairs or management of a Person, whether through the ownership of
voting securities, as trustee, personal representative or executor, by contract or otherwise,



including, without limitation, the ownership, directly or indirectly, of securities having the power
to elect a majority of the board of directors or similar body goveming the affairs of such Person.

"euslqnqary Agliqq" has the meaning specified in Section 5.01(d).

"Damages" shall have the meaning specified in Section 9.01.

"Disclosure Schedule" means the Disclosure Schedule provided to Purchaser, and

forming apart of this Agreement.

"Employee Roster" shall have the meaning set forth in Section 8.03(n).

"Engumblange" means any security interest, pledge, mortgage, lien (including, without
limitation, environmental and tax liens), charge, encumbrance or adverse claim of any kind.

"Environmental Laws" means any Law, including any judicial or administrative order,
consent decree, judgment, written guidance or written policy relating to the environment, health,
safety or Hazardous Materials, including, without limitation, the Comprehensive Environmental
Response, Compensation and Liability Act of 1980; the Resource Conservation and Recovery
Act,42 U.S.C. $$ 6901 et Sgq.; the Hazardous Materials Transportation Act,49 U.S.C. $$ 6901

et $q.; the Clean Water Act, 33 U.S.C. $$ 1251 et seq.; the Toxic Substances Control Act, 15

U.S.C. $$ 2601 et rqq.; the Clean Air Act, 42 U.S.C. $$ 7401 et ggq.; the Safe Drinking Water
Act, 42 U.S.C. $$ 300f et Sgq.; the Atomic Energy Act, 42 U.S.C. $$ 201 I et seg.; the Federal

Insecticide, Fungicide and Rodenticide Act, 7 U.S.C. $$ 136 et $q.; and the Federal Food, Drug
and Cosmetic Act, 2l U.S.C. $$ 301 et seq., in each case as amended through the date hereof,

and similar laws adopted by states with jurisdiction over the Assets.

"Environmental Permits" means all permits, approvals, identification numbers, licenses

and other authorizations required under any applicable Environmental Law.

"ERISA" has the meaning specified in Section 3.20(a).

"Estimated Acquired Cash and Investments Amount" has the meaning specified in
Section 2.08.

"Excluded Assets" has the meaning specified in Section 2.01(b).

"Excluded Contracts" means the contracts identified in Section 2.01(bXiD of the
Disclosure Schedule.

"Excluded Liabilities" has the meaning specified in Section 2.02(b).

"ExgguIiqq-Datg" has the meaning specified in the preamble.

"Extraordinary Busin " means an sale, transfer or disposition or purchase

of ten percent (10%) or more of the assets of or equity interests in the Companies or any merger,
consolidation, business combination, affiliation, joint venture, recapitalization, assumption
reinsurance, liquidation, dissolution or similar transaction that would be reasonably likely to



result in the transfer of control of BCBSMT and/or HeW (including a change in the composition
of their respective Boards of Directors involving 40o/o or more of Board seats (excluding routine
changes in Board seats which do not arise as a result of any transaction)).

"FEHBP" means the Federal Employee Health Benefits Program.

"Final Acquired Cash and Investments Amount" has the meaning specified in Section
2.08.

"Financial Statements" has the meaning specified in Section 3.06(a).

"First Superior Proposal" has the meaning specified in Section 10.01(c).

"Equqdation" means an independent charitable foundation to which the Purchase Price
shall be contributed by BCBSMT in connection with the transactions contemplated by this
Agreement; provided, however, that in the event the Foundation shall not have been duly
established prior to the Closing Date, references to the Foundation in this Agreement shall mean
(D until such time as the Foundation has been duly established an escrow account or escrow
agent satisfactory to BCBSMT and the Purchaser, and (ii) thereafter, the Foundation.

'oGeneral Conveyance" has the meaning specified in Section 2.47$).

"Government Contract" has the meaning specified in Section 3.1l(d).

"Governmental Authorily" means any United States federal, state or local or any foreign
government, governmental, legislative, executive, regulatory, or administrative branch, authority,
agency, department, or commission, including the IRS, and any court, tribunal, or judicial or
arbitral body.

"Govemmental Order" means any order, writ, judgment, injunction, decree, stipulation,
determination or award entered by or with any Governmental Authority.

"Hazardous Materials" means any chemicals, materials or substances defined as or
included in the definition of "hazardous substances," "hazardous wastes," "hazardous materials,"
"extremely hazardous wastes," "restricted hazardous wastes," "toxic substances," "toxic
pollutants," "contaminants" or "pollutants," or words of similar import, under any applicable
Environmental Law.

"Health Benefit Permits" means those governmental licenses, franchises, permits,
certificates, accreditations, provider numbers, consents, rights, privileges and other
authorizations issued by Governmental Authorities which are necessary under applicable Law to
the conduct of the Business, including without limitation licensure by state departments of
insurance as a health insurer or health maintenance organization, federal qualification under the
Federal HMO Act of 1973 and any required approval by the United States Department of Health
and Human Services.

"Health Care Laws" means all Laws relating to: (i) the licensure, certification,
qualification or authority to transact business in connection with the provision of, payment for, or



arrangement of, health benefits or health insurance, including Laws that regulate managed care,
third-party payors and persons bearing the financial risk for the provision or ilrangement of
health care services and, without limiting the generality of the foregoing, Laws relating to
Medicare and Medicaid programs; (ii) the solicitation or acceptance of improper incentives
involving persons operating in the health care industry, including Laws prohibiting or regulating
fraud and abuse, patient referrals or Provider incentives generally or under the following statutes:
the Federal anti-kickback law (42 U.S.C. $ 1320a-7b) and the regulations promulgated
thereunder, the Stark laws (42 U.S.C. $ 1395nn) and the regulations promulgated thereunder, the
Federal False Claims Act (31 U.S.C. $$ 3729, et seq.), the Federal Civil Monetary Penalties Law
(42 U.S.C. $ 1320a-7a), the Federal Program Fraud Civil Remedies Act (31 U.S.C. $ 3801 et
seq.) and the Federal Health Care Fraud Law (18 U.S.C. $ l3a7); (iii)the administration of
health-care claims or benefits or processing or payment for health care services, treatment or
supplies furnished by providers, including third party administrators, utilization review agents
and persons performing quality assurance, credentialing or coordination of benefits; (iv) billings
to insurance companies, health maintenance orgarizations and other managed care plans, claims
for reimbursement or otherwise related to insurance fraud and abuse; (v) the Consolidated
Omnibus Budget Reconciliation Act of 1985, as amended; (vi) any Laws governing the privacy,
security, integrity, accuracy, transmission, storage or other protection of information about or
belonging to actual or prospective participants in BCBSMT's programs; (vii) any state insurance,
health maintenance organization or managed care Laws (including Laws relating to Medicaid
programs) pursuant to which BCBSMT is required to be licensed or authorized to transact
business; and (viii) the Patient Protection and Affordable Care Act (Pub. L. lll-148) as

amended by the Health Care and Education Reconciliation Act of 2010 (Pub. L. 111-152) and
the regulations promulgated thereunder.

"Health-e-Web" means Health-e-Web, Inc. a Montana for profit corporation.

"HeW Shares" means all of the issued and outstanding shares of common stock of
Health-e-Web.

"HeW Taxes" has the meaning specified in Section 9.01.

"FISB_Ag!" means the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as

amended, and the rules and regulations promulgated thereunder.

"Income Taxes" means Taxes which are imposed upon or with respect to, measured by,
or based upon income, including federal and state income and alternative minimum income
taxes, together with interest, additions to tax and penalties thereon.

"Indebtedness" means, with respect to any Person, (a) all indebtedness of such Person,
whether or not contingent, for borrowed money, (b) all obligations of such Person for the
deferred purchase price ofproperty or services, (c) all obligations of such Person evidenced by
notes (including surplus notes), bonds, debentures or other similar instruments, (d) all
indebtedness created or arising under any conditional sale or other title retention agreement with
respect to property acquired by such Person (even though the rights and remedies of BCBSMT
or lender under such agreement in the event of default are limited to repossession or sale of such
property), (e) all obligations ofsuch Person as lessee under leases that have been or should be, in



accordance with U.S. GAAP or STAT, recorded as capital leases, (0 all obligations, contingent

or otherwise, of such Person under acceptance, letter of credit or similar facilities, (g) all
obligations of such Person to purchase, redeem, retire, defease or otherwise acquire for value any

capital stock of such Person or any warrants, rights or options to acquire such capital stock,

valued, in the case of redeemable preferred stock, at the gteater of its voluntary or involuntary

liquidation preference plus accrued and unpaid dividends, (h) all Indebtedness of others referred

to in clauses (a) through (g) above guaranteed directly or indirectly in any manner by such

Person, or in effect guaranteed directly or indirectly by such Person through an agreement to pay

or purchase such Indebtedness or to advance or supply funds for the payment or purchase of such

Indebtedness, to purchase, sell or lease (as lessee or lessor) property, or to purchase or sell

services, primarily for the purpose of enabling the debtor to make payment of such Indebtedness

or to assure the holder of such Indebtedness against loss, to supply funds to or in any other

manner invest in the debtor (including any agreement to pay for property or services irrespective

of whether such property is received or such services are rendered) or otherwise to assure a

creditor against loss, and (D all Indebtedness referred to in clauses (a) through (g) above secured

by (or for which the holder of such Indebtedness has an existing right, contingent or otherwise, to

be secured by) any Encumbrance on property (including, without limitation, accounts and

contract rights) owned by such Person, even though such Person has not assumed or become

liable for the payment of such Indebtedness.

"Indemnified Party" means a Person seeking indemnification under Section 9.01 or
Section 9.02, as applicable.

"Indemnifying Party" means a Person against whom indemnity is sought under Section

9.01 or Section 9.02, as applicable.

"Independent Accounting Firm" shall mean an accounting firm mutually acceptable to

BCBSMT and Purchaser.

"Insurance Contracts" means all policies, certificates, and other agreements of insurance

and service agreements for the administration of health benefit plans, whether HMO, PPO, health

care or health benefit service contract, health insurance or other product and whether individual

or group, in effect on or after the Closing Date (including all supplements, endorsements, riders

and ancillary agreements in connection therewith) which are issued by the Companies in
connection with the Business.

"Intellectual Property" means (a) inventions, whether or not patentable, whether or not

reduced to practice or whether or not yet made the subject of a pending patent application or
applications, (b) ideas and conceptions of potentially patentable subject matter, including,
without limitation, any patent disclosures, whether or not reduced to practice and whether or not

yet made the subject of a pending patent application or applications, (c) national (including the

United States) and multinational statutory invention registrations, patents, patent registrations

and patent applications (including all reissues, divisions, continuations, continuations-in-part,

extensions and reexaminations) and all rights therein provided by multinational treaties or
conventions and all improvements to the inventions disclosed in each such registration, patent or

application, (d) trademarks, service marks, trade dress, logos, trade names and corporate names,

whether or not registered, including all common law rights, and registrations and applications for



registration thereof, including, but not limited to, all marks registered in the United States Patent

and Trademark Office, the Trademark Offices of the States and Territories of the United States

of America, and the Trademark Offices of other nations throughout the world, and all rights
therein provided by multinational treaties or conventions, (e) copyrights (registered or otherwise)
and registrations and applications for registration thereof, and all rights therein provided by
multinational treaties or conventions, (f) moral rights (including, without limitation, rights of
paternity and integrity), and waivers of such rights by others, (g) computer software, including,
without limitation, source code, operating systems and specifications, data, data bases, files,
documentation and other materials related thereto, (h) trade secrets and confidential, technical or
business information (including ideas, formulas, compositions, inventions, and conceptions of
inventions whether patentable or unpatentable and whether or not reduced to practice), (i)
whether or not confidential, technology (including know-how and show-how), manufacturing
and production processes and techniques, research and development information, drawings,
specifications, designs, plans, proposals, technical data, copyrightable works, financial,
marketing and business data, pricing and cost information, business and marketing plans and
customer and supplier lists and information, O copies and tangible embodiments of all the
foregoing, in whatever form or medium, (k) all rights to obtain and rights to apply for patents,

and to register trademarks and copyrights, and (l) all rights to sue and recover and retain
damages and costs and attorneys' fees for present and past infringement of any of the Intellectual
Property rights hereinabove set out.

"IRS" means the Internal Revenue Service of the United States.

"La\y" means any federal, state, local or foreign statute, law (including the common law),
ordinance, regulation, rule, code, order, or requirement.

"Leased Real Property" means the real property identified in Section 8.01(e) of the
Disclosure Schedule and leased by the Companies as tenant, and which real property is to be

subleased by BCBSMT to Purchaser, together with, to the extent leased by the Companies, all
buildings and other structures, facilities or improvements currently or hereafter located thereon,
all fixtures, systems, equipment and items of personal property of the Companies attached or
appurtenant thereto, and all easements, licenses, rights and appurtenances relating to the
foregoing.

"Liabilities" means any and all debts, liabilities and obligations, whether accrued or
fixed, absolute or contingent, matured or unmatured or determined or determinable, including,
without limitation, those arising under any Law (including, without limitation, any
Environmental Law), Action or Governmental Order, and those arising under any contract,
agreement, arrangement, commitment or undertaking.

"Licensed Intellectual Property" means all Intellectual Property used in the Business and
licensed or sublicensed by any of the Companies from a third party.

"Marks" shall mean all trademarks, service marks, names and licenses owned or used by
BCBSMT, including, but not limited to, (a) all trademarks, service marks, names and licenses
granted or licensed by BCBSA and (b) those set forth in Section 3.1a(a)(i) of the Disclosure
Schedule.



"Material Adverse Effect" means any circumstance relating to, change in, or effect on,
the Business or the Companies that, individually or in the aggregate with any other
circumstances relating to, changes in, or effects on, the Companies or the Business either (A)
causes, or would reasonably be expected to cause, loss or damage to the Companies in excess of
S1,000,000, or (B) causes, or would reasonably be expected to cause (x) a termination,
revocation or other loss or modification of any certificate of authority necessary to conduct the
Business or sell any product in any state held by any Company, or (y) a termination, revocation
or other loss or modification of any of the Marks.

ooMatgrial_Contrac!" has the meaning specified in Section 3.13(a).

"New West Contracts" means those certain Employee Benefit Plan Commitment
Agreements by and between BCBSMT and each of Billings Clinic, Bozeman-Deaconess Health
Services, Community Medical Center, Inc., Northem Montana Hospital and St. Peter's
Community Hospital.

"Option Notice" has the meaning specified in Section 5.13(b).

"Owned Intellectual Property" means all Intellectual Property used in the Business and in
which any of the Companies has an ownership right, title or interest.

"Owned Real Property" means the real property identified in Section 8.01(e) of the
Disclosure Schedule, owned by BCBSMT, and which is to be leased by BCBSMT to Purchaser
or acquired from BCBSMT by Purchaser under the terms of this Agreement, together with all
buildings and other structures, facilities or improvements currently or hereafter located thereon,
all fixtures, systems, equipment and items of personal property of BCBSMT attached or
appurtenant thereto and all easements, licenses, rights and appurtenances relating to the
foregoing.

"Permits" has the meaning specified in Section 3.12(d).

"Permitted Encumbrances" means such of the following as to which no enforcement,
collection, execution, levy or foreclosure proceeding shall have been commenced: (a) liens for
Taxes, assessments and govemmental charges or levies not yet due and payable; (b)
Encumbrances imposed by Law, such as materialmen's, mechanics', carriers', workmen's and
repairmen's liens and other similar liens arising in the ordinary course of business securing
obligations that (i) are not overdue for a period of more than thirty (30) days and (ii) are not in
excess of $50,000 in the case of a single property; (c) pledges or deposits to secure obligations
under workers' compensation laws or similar legislation or to secure public or statutory
obligations; (d) minor survey exceptions, reciprocal easement agreements and other customary
encumbrances on title to real property that (i) were not incurred in connection with any
Indebtedness, (iii) do not render title to the property encumbered thereby unmarketable and (iv)
do not, individually or in the aggregate, materially and adversely affect the value of or the use of
such property for its present pulposes; and (e) any lien, levy or assessment contested in good
faith by the Companies for which it establishes adequate reserves on its books.

"Person" means any individual, partnership, firm, corporation, limited liability company,
association, trust, unincorporated organization or other entity, as well as any syndicate or group



that would be deemed to be a person under Section l3(dx3) of the Securities Exchange Act of
1934, as amended.

"Plans" has the meaning specified in Section 3.20(a).

"Post-Closing Admi " means the Post-Closing
Administrative Services Agreement, by and between BCBSMT and Purchaser, pursuant to which
Purchaser will provide ministerial services related to BCBSMT's winding down of its business
and affairs, a copy of which is attached hereto as Exhibit 2.07(d).

"Purchase Price" has the meaning specified in Section 2.03.

"PuIchasgl" has the meaning specified in the recitals to this Agreement.

"Purchaser Financial Statements" has the meaning specified in Section 4.06.

"Purchaser Indemnitees" has the meaning specified in Section 9.01

"Purchaser's Accountants" means Ernst & Young LLP, the independent certified public
accountants of Purchaser.

"B9AL Plqpg{y" means the Leased Real Property and the Owned Real Property.

"Receivables" means any and all accounts receivable, notes and other amounts receivable
from third parties, including, without limitation, customers and employees, arising from the
conduct of the Business before the Closing Date (other than accounts, notes and other amounts
receivable that are Excluded Assets), whether or not in the ordinary course, together with any
unpaid financing charges accrued thereon.

66Records" has the meaning specified in Section 2.01(a)(viii).

"Reference Balance Sheet" means the audited balance sheet (including related notes and
schedules thereto, if any) of BCBSMT, prepared in accordance with STAT and dated as of
December 31,2011, a copy of which is set forth in Section 3.06(aXi) of the Disclosure Schedule.

"Reference Balance S " means December 3I,2011.

"Release" means releasing, disposing, discharging, injecting, spilling, leaking, leaching,
dumping, emitting, escaping, emptying, seeping, placing and the like into or upon any land or
water or air or otherwise entering into the environment.

"Retained Administrative Assets" has the meaning specified in Section 2.01(bxiiD.

"Retained Employees" has the meaning specified in Section 6.01.

"Retained Subsidiaries" means Combined Benefrts Management, Inc., Western States
Insurance Agency, Peak 1 Administration, and any other Subsidiary of BCBSMT (other than
Health-e-Web and the Acquired Interests).
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"Retained Subsidiaries' Employees" has the meaning specified in Section 6.05.

"Secondary Payor Rules" has the meaning specified in Section 3.30.

6'STAT" means statutory accounting practices prescribed or permitted by the Montana
Department of Insurance (or other applicable domiciliary regulatory authority) applied on a

consistent basis.

"Straddle Period" has the meaning specified in Section 7.04.

"Subsidiary" of any Person means any corporation, limited liability company,
partnership, joint venture, trust or estate of which (or in which) fifty percent (50%) or more of (a)
the outstanding capital stock of such corporation having power to elect a majority of the board of
directors or other governing body of such entity, (b) the interest in the capital or profits of such
limited liability company, partnership or joint venture, or (c) the beneficial interest of such trust
or estate, is at the time directly or indirectly owned by such Person.

"Superior Proposal" means a proposal relating to an Extraordinary Business
Combination that BCBSMT's Board of Directors determines, in its good faith reasonable
judgment, to be superior to the transactions contemplated hereby taking into account a variety of
considerations which may include, but are not limited to, the financial status of the acquiror, the
expertise and experience of the acquiror, the computer systems of the acquiror, the continuation
of benefits to subscribers, employment of employees and payment consideration, together with
such other considerations as BCBSMT's Board of Directors determines in its good faith (after
consultation with its legal counsel) that it is advisable to consider in order to fulfill its duties
under applicable Law.

"Tangible Personal Property" has the meaning specified in Section 3.16(a).

"Tax" or "Taxes" means any and all taxes, fees, levies, duties, tariffs, imposts,
assessments, and other charges of any kind (together with any and all interest, penalties,
additions to tax and additional amounts imposed with respect thereto), including, without
limitation: taxes or other charges on or with respect to income, franchises, licenses, occupations,
windfall or other profits, severance, gross receipts, premiums, property, intangibles, sales, use,
net worth, capital stock, compensation, payroll, employment, social security, workers'
compensation, unemployment, and withholding; taxes or other charges in the nature of excise,
withholding, ad valorem, stamp, transfer, conveyance, controlling interest transfer, value added,
or gains taxes; and license, registration and documentation fees; provided, however, that tax shall
not include charges under a Govemment Contract.

"Tax_ Jlogegding" means any audit, examination, administrative proceeding, protest,
appeal, investigation, inquiry, or judicial or court proceeding relating to the determination,
assessment, adjustment, imposition, or collection of any Tax by any Governmental Authority.

"Tax&funds" means any and all Tax refunds, or Tax credits arising therefrom received
by or credited to any of the Companies or to which any of the Companies is or becomes entitled,
including all interest thereon.
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"Tax Retum" means any tax refurn, declaration, statement, report, schedule, form,

information retum, refund claim, amended return, or estimated payment form relating to any

Tax.

"Tgrmiqation-Eeg." has the meaning specified in Section 5.08(a).

"Third Party Transaction" has the meaning specified in Section 5.08(a).

"Transaction Documents" means this Agreement, the Disclosure Schedule, the

Administrative Services Agreement, the Assignment and Assumption Agreement, the Escrow

Agreement, the Post-Closing Administrative Services Agreement, the leases for the Owned Real

Property substantially in the form attached to this Agreement as Exhibit 8.01(e), the assignments

of leases related to the Leased Real Property identified in Section 8.01(e) of the Disclosure

Schedule and any other document required to be delivered pursuant to Section 2.07 or Article
VIII.

"IlAgSAeIienIqXeS" has the meaning specified in Section 7.05.

"U.S. GAAP" means United States generally accepted accounting principles and

practices in effect from time to time applied consistently throughout the periods involved.

"Vendor" means individuals or entitles that the Companies have substantial business

relationships with, including but not limited to: brokers, agents, suppliers, independent

contractors, consultants, etc.

"WPMI Shares" means all of the issued and outstanding shares of common stock of
WPMI LLC held by BCSBMT or any of its Subsidiaries.

ARTICLE II
PURCHASE OF ASSETS; ASSIGNMENT OF CONTRACTS;

CONSIDERATION; CLOSING

Section 2.01 Purchase of BCBSMT Assets.

(a) On the terms and subject to the conditions set forth in this Agreement, at

the closing described in Section 2.06 (the "Closing"), Purchaser shall purchase from
BCBSMT, and BCBSMT shall sell, assign, transfer, convey and deliver to Purchaser, all
of the assets of BCBSMT (other than the Excluded Assets) wherever located (the

"Assets"), free and clear of all Encumbrances other than Permitted Encumbrances,

including without limitation the following:

(D Contracts. All right, title and interest of BCBSMT in, to and

under all contracts to which BCBSMT is a party or assignee, other than the

Excluded Contracts, in each case which first accrued before, on or after ttre

Closing Date. Such contracts ("Contracts") shall include, without limitation
(A) all Insurance Contracts of BCBSMT and administrative service

contracts and arrangements of BCBSMT with businesses, govemmental

entities, other entities and individuals, (B) all contracts and arrangements of
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BCBSMT with physician groups, individual physicians, hospitals and other
providers of health care (including without limitation the New West
Contracts), (C) all contracts and arrangements of BCBSMT with reinsurers,
(D) all contracts and arrangements of BCBSMT with producers or insurance
agents or brokers, and (E) all contracts of BCBSMT with other vendors and
suppliers. Such rights shall include without limitation all rights (including
rights of refund and offset), powers, privileges, interests, deposits, claims,
causes of action and options relating or pertaining to the Contracts, in each
case whether first accruing before, on or after the Closing Date;

(ii) Acquired Cash and Investments. The Acquired Cash and
Investments;

(iiD HEW Shares. The HEW Shares;

(iv) Acquired Interests. The Acquired Interests and all Books and
Records with respect thereto;

(v) Intangible Properties. All intangible properties and interests,
causes of action and claims which first accrue before, on or after the Closing
Date;

(vi) Marks. All Marks;

(vii) Materials. All materials and supplies, inventories, and work-
in-progress, including, but not limited to, paper, cardboard, ink, bindery
materials, films, plates, negatives, shipping materials, and repair and
maintenance materials;

(viii) Books and Records. All of BCBSMT's books, records,
papers, instruments, licenses, certificates and authorizations of whatever
nature and wherever located (excluding BCBSMT's minute book) that relate
to the Business or the Assets or which are required or necessary in order for
Purchaser to conduct the Business from and after the date hereof in the
manner in which it is presently being conducted (collectively, the
"Becords");

(ix) Receivables. All Receivables of BCBSMT and all other
rights of BCBSMT to payment for goods sold or leased or for services
rendered or for coverage afforded (including premium receivables, amounts
due from providers, health care receivables, salvage and subrogation,
coordination of benefit amounts and reinsurance recoverables), in each case

for periods before the Closing Date or with respect to items or claims first
accruing before the Closing Date, including without limitation those that are

not evidenced by instruments or chattel paper, whether or not they have
been earned by performance or have been written off or reserved against as

a bad debt or doubtful account in any financial statements of BCBSMT,
together with all instruments and all documents of title representing any of

l3



the foregoing, all rights in any merchandise or goods which any of the same

represent, and all rights, title, security and guarantees in favor of BCBSMT
with respect to any of the foregoing;

(x) Intellectual Property. All Owned Intellectual Property and
Licensed Intellectual Property;

(xD Real Estate. All right, title and interest of BCBSMT to the
Real Property identified in Section 8.01(e) of the Disclosure Schedule;

(xii) Insurance. All insurance policies issued to BCBSMT and all
of BCBSMT's rights thereunder, except to the extent that any of the
Companies, their Affiliates or any Person claiming through any of them
have coverage rights under any such insurance policies in relation to
Excluded Liabilities;

(xiii) Fumiture. Fixtures and Equipment. All fumiture, fixtures
and equipment of BCBSMT, specifically including all computer hardware
and software owned or used by BCBSMT (including all computer hardware
and software and all affiliated and supporting systems (together with an

inventory of all such fumiture, fixtures and equipment);

(xiv) Deposits. All deposits by BCBSMT with a third party,
including statutory deposits with or on account of the Montana Insurance
Department, security deposits, and any deposits with or on account of the
BCBSA;

(xv) Telephone Numbers. Domain Names and Websites. All
telephone numbers (including toll-free numbers), domain names and
websites used in the operation of the Business;

(xvi) Prepaid Expenses. All prepaid expenses of the Business as of
the Closing Date;

(xvii) Other Specified Assets. All assets marked with an 'x' under
the column heading 'HCSC' in Schedule 1.01 (including the bank accounts
so identified therein); and

(xviii) Other Assets. All other assets owned, leased or licensed by
BCBSMT and used in the operation of the Business.

For the avoidance of doubt, (A) Purchaser is acquiring all assets of the type included in
Schedule l.0l and marked with an 'x' under the column heading 'HCSC' and (B) the Assets
described in Section 2.01(a)(i), Section 2.01(a)(v)-(viii), Section 2.01(a)(xii) and Section
2.01(a)(xv) are not reflected in Schedule 1.01 because such items are typically not carried on
statutory balance sheets and because the parties are in agreement that the value for such items is
reflected in the Purchase Price and therefore need not be included in Schedule 1.01.
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(b) Notwithstanding the foregoing, BCBSMT shall not assign, and does not
hereby assign, to Purchaser, and the Assets shall not include, the following assets,

business, and operations (the "Exgluded-Asgels") :

(D Cash. Cash, other than any cash included in the Acquired
Cash and Investments:

(iD Excluded Contracts. All right, title and interest of BCBSMT
in, to and under the contracts, identified in Schedule 2.01(b)(ii) (the
"Excluded_eenEac'ls") ;

(iii) Retained Administrative Assets. The assets described in
Section 2.01Oxiii) of the Disclosure Schedule (the "Retained
Administrative Assets");

(iv) Retained Investments. lnvestments, other than any
investments included in the Acquired Cash and Investments;

(v) Retained Subsidiaries. The equity interests of the Retained
Subsidiaries:

(vi) Tax Refunds. Tax Refunds and other Tax assets as set forth
in Article VII:

(viD BCBSMT VEBA. BMT Employee Benefits Trust,Inc.; and

(viii) Excluded Real Property. The Real Property identified in
Section 2.01(b)(viii) of the Disclosure Schedule.

Section 2.02 Assumption of Liabilities.

(a) Effective as of the Closing, Purchaser shall assume, perform and discharge
only the following specific Liabilities of BCBSMT (collectively, the "Assumed
Liabilities") (and specifically excluding the Excluded Liabilities);

(i) All Liabilities of the Companies under the Contracts
referenced in clauses (A) - (E) of Section 2.01(a)(i), (other than in respect of
any breach, default or violation thereof);

(iD Liabilities in respect of trade accounts payable, solely to the
extent exclusively relating to the Business (other than in respect of any
breach, default or violation of any contract with respect thereto);

(iii) All Liabilities marked with an 'x' under the column heading
'HCSC'in Schedule 1.01: and

(iv) All Liabilities of the Companies specifically assumed by
Purchaser pursuant to Article VI.

l5



(b) Notwithstanding anything herein (or in any other Transaction Document)
to the contrary, Purchaser does not and shall not assume, any Liabilities other than the
Assumed Liabilities specifically described in Section 2.02(a), and all Liabilities of the

Companies or the Retained Subsidiaries other than the Assumed Liabilities are expressly
excluded from the Assumed Liabilities and referred to herein collectively as the
"Excluded Liabilities." For the avoidance of doubt and without limitation of the
foregoing, the Excluded Liabilities include, among other Liabilities:

(i) All Liabilities in respect of the Excluded Assets;

(iD All Liabilities arising from, in connection with or related to
the Excluded Contracts;

(iii) All Liabilities arising from, in connection with or related to
the operation of the Business prior to the Closing (including Liabilities of
the type described in Section 5.16 and Liabilities arising from or related to
any breach of contract or breach of or violation of Law prior to the Closing),
other than and solelv to the extent of the Assumed Liabilities referred to in
Section 2.02(a);

(iv) All Liabilities which arise from or relate to the ownership,
management or operation of the Retained Subsidiaries (including any
amounts owing by any Company to the Retained Subsidiaries) or any former
Subsidiary or business unit of BCBSMT;

(v) All Liabilities which arise from or relate to the Actions listed
on Schedule 2.02(b)(v) and any Actions (whether pending as of the Closing
or brought subsequent to the Closing) based on allegations similar to those
in the Actions listed on Schedule 2.02(b)(v);

(vi) All Liabilities arising from or related to employees of the
Companies or the Retained Subsidiaries (including with respect to the
Excluded Employees), except to the extent expressly provided otherwise in
Article VI;

(vii) All Liabilities under any employee benefit plans that
BCBSMT participates in (except to the extent expressly provided otherwise
in Article VI) or relating to BMT Employee Benefits Trust, Inc.;

(viii) All Liabilities in respect of the on-going administration or
operation of BCBSMT or the Retained Subsidiaries (or their respective
successors) after the Closing (including without limitation, any Liabilities
incurred or created by BCBSMT after the Closing);

(ix) All Liabilities to be paid or performed by BCBSMT under
this Agreement or the other Transaction Documents;
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(x) All Liabilities of BCBSMT incurred in connection with the
negotiation and implementation of this Agreement and the other Transaction
Documents and the transactions contemplated hereby and thereby (including
fees and disbursements of counsel. brokers. financial advisors
and accountants);

(xi) any Liability for Taxes (A) of any Company (including
without limitation the HeW Taxes) or (B) of any Person other than the
Companies for which any Company is liable under Section 1.1502-6 of the
Treasury Regulations (or any similar provision of state, local, or non-U.S.
Law), as a transferee or successor, by contract, or otherwise; and

(xiD any Transaction Taxes or any Taxes resulting from excess
parachute payments, within the meaning of Section 280G of the Code, as a
result of this Agreement or the transactions contemplated hereby.

(c) Purchaser assumes no obligations, liability or commitment of the
Companies other than as set forth in Section 2.02(a). BCBSMT shall pay, satisff and
discharge all Excluded Liabilities.

(d) Purchaser accepts and assumes the Assumed Liabilities subject to any and
all rights, defenses, setoffs and counterclaims to which BCBSMT (or HeW) would be

entitled with respect to the Assumed Liabilities. It is expressly understood and agreed by
the parties that no rights, defenses, setoffs or counterclaims are waived by the execution
of the Agreement or the consummation of the transactions contemplated by this
Agreement and that, as of the Closing Date, Purchaser shall be fully entitled to and
subrogated to all such rights, defenses, setoffs and counterclaims and the benefits thereof
as if it were BCBSMT (or HeW). Purchaser (and not BCBSMT) shall be entitled to
defend, compromise and settle each and every Assumed Liability.

(e) All premiums and other receipts on the Assumed Liabilities (whether in
the form of checks, drafts, money orders, postal notes or otherwise) received after the
Closing by any party or person shall be the sole property of Purchaser. BCBSMT shall
promptly deliver to Purchaser all premiums and other receipts received after Closing by
BCBSMT or any of its Affiliates on the Assumed Liabilities. All premiums and other
receipts after Closing shall bear all necessary endorsements required to effect transfer
thereofto Purchaser.

(0 BCBSMT shall cooperate with Purchaser, and shall promptly supply
Purchaser with any and all necessary data and information in its possession, in connection
with Purchaser's efforts to secure insurance coverage for any Assumed Liabilities.

Section 2.03 Purchase Price. Subject to the terms, covenants and conditions of
this Agreement, at the Closing, Purchaser shall, in addition to the assumption of the Assumed
Liabilities, pay to BCBSMT (or, if required, to the Foundation), as consideration for the transfer
by BCBSMT of the Assets to Purchaser and the other obligations of BCBSMT hereunder, a cash
purchase price of $17,611,000 (Seventeen Million Six Hundred Eleven Thousand Dollars),
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payable by wire transfer of immediately available funds to an account designated by BCBSMT
(the "Purchase Price").

Section 2.O4 Further Assurances.

(a) BCBSMT shall transfer and deliver to Purchaser within a reasonable time
after its receipt, any cash or other property that BCBSMT may receive subsequent to the
Closing Date that Purchaser would otherwise be entitled to receive under this Agreement
in respect of any Assets, Claims, Contracts, subscriptions, commitments, accounts, sales

orders, purchase orders, Receivables of any character, or any other items transferred or to
be transferred to Purchaser pursuant to this Agreement, including any amounts payable as

interest in respect thereof.

(b) From and after Closing, BCBSMT will (if requested by Purchaser) advise
all account debtors of BCBSMT to make payment of such accounts (but excluding any
Excluded Assets) to Purchaser at an office or post office box designated by Purchaser.
BCBSMT hereby constitutes and appoints Purchaser as the true and lawful attomey of
BCBSMT, for the benefit of and at the expense of Purchaser: (i) to collect for the account
of Purchaser all Receivables of any character and any items to be sold and transferred to
Purchaser as provided in this Agreement; and (ii) to endorse in favor of Pwchaser all
checks or other instruments received by Purchaser or BCBSMT on and after the Closing
Date, in respect of accounts receivable and other claims of BCBSMT transferred to
Purchaser under the terms of this Agreement.

(c) From and after the Closing Date, upon request of Purchaser, BCBSMT
shall duly execute, acknowledge and deliver all such further acts, deeds, assignments,
transfers, conveyances, powers of attorney and assurances, as may be reasonably required
to convey to and vest in Purchaser, and protect its rights, title and interest in and
enjoyment of, all the Assets and the Business of BCBSMT to be assigned, transferred and
conveyed pursuant to and as provided in and subject to the provisions of this Agreement
and as may be appropriate otherwise to carry out the transactions contemplated by this
Agreement. BCBSMT shall take all such steps as may be required to put Purchaser in
actual possession and operating control of the Assets purchased in accordance with this
Agreement.

Section 2.05 Name. Effective as of the Closing Date, BCBSMT shall cease to
use the name "Blue Cross" "Blue Shield" or any similar name. On the Closing Date, BCBSMT
shall file with the office of the Secretary of State of the State of Montana all documents
necessary to change the name of BCBSMT to a name reasonably satisfactory to Purchaser.

Section 2.06 Time and Place of the Closing. The Closing of the transactions
described in this Agreement shall take place (a) at the offices of BCBSMT, 560 N. Park Avenue,
Helena, MT 59601 at 9:00 A.M. on the last Business Day of the calendar month in which the
conditions set forth in Section 8.01, Section 8.02, and Section 8.03 shall have been fulfilled or
waived, such Closing to be effective at 11:59 p.m. on the Closing Date, or (b) at such other
place, time and date as the parties may agree in writing (the "Closing Date").
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Section 2.07 Actions to be Taken at the Closing. At the Closing, the Parties

shall take the following actions and make the following deliveries:

(a) Purchase Price Payments. Purchaser shall pay BCBSMT (or, if required,
the Foundation), the Purchase Price as described in Section 2.03.

(b) Assignment and Assumption Agreement. BCBSMT and Purchaser shall
execute and deliver an Assignment and Assumption Agreement in the form attached to
this Agreement as Exhibit 2.07(b) (the "Assignment and Assumption Agreement") with
respect to the transfer of the Assets (including without limitation the Acquired Cash and
Investments) and the assumption of the Assumed Liabilities. BCBSMT shall deliver to
Purchaser all other stock powers, bills of sale with endorsements, assignments, and other
good and suffrcient instruments of transfer, conveyance and assignment as shall be
effective to vest in Purchaser good title, free and clear of all Encumbrances other than
Permitted Encumbrances, to the Assets.

(c) Records. BCBSMT shall deliver to Purchaser all Records.

(d) Other Transaction Documents. Each of BCBSMT and Purchaser shall
execute and deliver the Escrow Agreement, the Post-Closing Administrative Services
Agreement and each of the other Transaction Documents to which such Person is a party.

Section 2.O8 Post-Closing Adjustment.

The purpose of BCBSMT transferring the Acquired Cash and Investments to Purchaser is
to ensure that Purchaser receives one dollar of Assets for each dollar of Assumed Liabilities. The
parties acknowledge and agree that the Acquired Cash and Investments Schedule will reflect
estimates of the Scheduled Assets and Scheduled Liabilities as of the Closing Date (such

estimated amount calculated in connection with the Closing, the "Estimated Acquired Cash and
Investments Amount"). Within 60 days after the Closing, Purchaser shall submit to BCBSMT
Purchaser's estimate ("Purchaser's Estimate") of the Scheduled Assets and Scheduled Liabilities
and corresponding calculation of the Acquired Cash and Investments. If BCBSMT disputes
Purchaser's Estimate of the Acquired Cash and Investments within thirty (30) days of
Purchaser's delivery of Purchaser's Estimate to BCBSMT, then for a period of not more than
thirty (30) days, the parties shall work together in good faith to determine the actual value of the

Scheduled Assets and the Scheduled Liabilities and actual Acquired Cash and Investments (as

finally determined pursuant to this Section 2.08, the "Final Acquired Cash and Investments
Amount"). Any unresolved disputes with respect to the foregoing as of the end of such thirty
(30) day period, shall be submitted for arbitration between the parties pursuant to Section I 1.1 l.
If the Final Acquired Cash and Investments Amount is less than the Estimated Acquired Cash
and Investments Amount, then Purchaser shall, within 10 Business Days of the date of the
parties' agreement (or the resolution of any dispute regarding the same or the date that is thiny
(30) days following the delivery of Purchaser's Estimate in the event that BCBSMT does not
timely deliver a notice of dispute with respect thereto), pay to BCBSMT by wire transfer of
immediately available funds to the account designated by BCBSMT, the amount of such
difference. If the Final Acquired Cash and Investments Amount is greater than the Estimated
Acquired Cash and Investments Amount, then BCBSMT shall, within 10 Business Days of the
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date of the parties' agreement (or the resolution of any dispute regarding the same or the date

that is thirty (30) days following the delivery of Purchaser's Estimate in the event that BCBSMT
does not timely deliver a notice of dispute with respect thereto), pay to Purchaser by wire
transfer of immediately available funds to the account designated by Purchaser, the amount of
such difference.

ARTICLE III
REPRESENTATIONS AND WARRANTIES OF BCBSMT

As an inducement to Purchaser to enter into this Agreement, BCBSMT hereby represents

and warrants to Purchaser that, as of the date of this Agreement and as of the Closing Date:

Section 3.01 Oreanization and Authority.

(a) BCBSMT is a mutual benefit health service corporation duly organized,
validly existing and in good standing under the laws of the State of Montana. HeW is a
corporation duly organized, validly existing and in good standing under the laws of the
state in which it was organized. Subject to the necessary approvals by Govemmental
Authorities described in Section 3.05, BCBSMT has all necessary corporate power and

authority to enter into this Agreement and the other Transaction Documents, to carry out
its obligations hereunder and thereunder and to consummate the transactions
contemplated hereby and thereby. The execution and delivery of this Agreement and the
other Transaction Documents by BCBSMT, the performance by BCBSMT of its
obligations hereunder and thereunder and the consummation by BCBSMT of the
transactions contemplated hereby and thereby have been duly authoizedby all requisite
corporate action on the part of BCBSMT. This Agreement has been, and upon their
execution the other Transaction Documents will be, duly executed and delivered by
BCBSMT, and (assuming due authorization, execution and delivery by Purchaser) this
Agreement constitutes, and upon their execution the other Transaction Documents will
constitute, legal, valid and binding obligations of BCBSMT enforceable against

BCBSMT in accordance with their respective terms, except that such enforcement may
be subject to (i) bankruptcy, insolvency, reorganization, moratorium, or similar laws
affecting or relating to the enforcement of creditors' rights generally, (ii) applicable
insurance company delinquency, rehabilitation and liquidation laws and (iii) general

equitable principles.

(b) Except as set forth in Section 3.01(b) of the Disclosure Schedule, each of
BCBSMT and HeW is duly licensed or qualified to do business and is in good standing in
each jurisdiction in which the properties owned or leased by it or the operation of the
Business makes such licensing or qualification necessary, except where the failure to be

so licensed or qualified and in good standing would not, individually or in the aggregate,

reasonably be expected to have a Material Adverse Effect. Without limiting the
generality of the foregoing, each of BCBSMT and HeW has all material Health Benefit
Permits necessary to own its assets and conduct its Business as such Business is now
conducted, and all such Health Benefit Permits are in full force and effect and are listed
in Section 3.01(b) of the Disclosure Schedule. Except as set forth on in Section 3.01(b)
of the Disclosure Schedule, none of the Companies has engaged in any activity which
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would reasonably be expected to cause the loss, limitation, restriction, revocation or
suspension of any of the material Health Benefit Permits, and no action, proceeding,
claim or notification with respect to any loss, limitation, restriction, revocation or
suspension of any of the material Health Benefit Permits is pending or, to the knowledge
of BCBSMT, threatened. Except as set forth in Section 3.05 of the Disclosure Schedule,
the execution and delivery of this Agreement and the consummation of the transactions
contemplated herein will not limit, restrict, revoke, suspend or terminate, or result in the
limitation, loss, restriction, revocation, suspension or termination of, any of the Health
Benefit Permits.

(c) The Companies have previously made available to Purchaser true and
complete copies of all required filings made by the Companies within the past three (3)
years to federal and state Governmental Authorities, including without limitation the
Montana Department of lnsurance. As of their respective dates, such filings did not
contain any untrue statement of a material fact except such as would not result in a

violation of any Law which, individually or in the aggregate, would be reasonably
expected to have a Material Adverse Effect.

Section 3.O2 Capitalization and Ownership Interests.

(a) As of the date of this Agreement, BCBSMT is a Montana mutual benefit
health service corporation with no authorized or issued capital stock. There are no
outstanding or authorized options, warrants, stock subscription rights, preemption rights,
stock appreciation rights, phantom stock, profit participation or similar rights with respect
to BCBSMT or HeW, or any agreement or obligation to issue or grant any of the
foregoing. The HeW Shares included in the Assets constitute all of the issued and
outstanding shares of capital stock of HeW.

(b) Section 3.02(b) of the Disclosure Schedule sets forth each corporation,
partnership, joint venture, association or other entity in which BCBSMT or any of its
Subsidiaries owns, of record or beneficially, any direct or indirect equity or other
ownership interest, or any right (contingent or otherwise) to acquire the same together
with a description of such ownership interest, except for the ownership of securities
having no more than five percent (5%) of the outstanding voting power of any entity
which are listed on any national securities exchange or traded actively in the national
over-the-counter market. Except as described in Section 3.02(b) of the Disclosure
Schedule, neither BCBSMT nor HeW is a member of (nor is any part of the Business
conducted through) any partnership, nor is BCBSMT or HeW a participant in any joint
venture or similar arrangement. Except as noted in Section 3.02(b) of the Disclosure
Schedule, BCBSMT's ownership interest in the entities set forth therein are owned by
BCBSMT free and clear of all Encumbrances other than Permitted Encumbrances.
BCBSMT has full power, right and authority to vote all of such ownership interests.
Except as set forth in Section 3.02(b) of the Disclosure Schedule, neither BCBSMT nor
HeW is a party to or bound by any voting trust, proxy, or other agreement affecting or
relating to its right to transfer or vote the ownership interests set forth in Section 3.02(b)
of the Disclosure Schedule.
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Section 3.O3 Books and Records. In all material respects the minute books of
the Companies for the period since January 1,2009 contain accurate records of all meetings and

accurately reflect all meetings and other actions taken by the Board of Directors of such entity,
all committees of the Board of Directors, and members (if any). Complete and accurate copies
of all such minute books have been provided to Purchaser.

Section 3.O4 No Conflict. Except as set forth in Section 3.04 of the Disclosure
Schedule or as may result from any facts or circumstances relating to Purchaser, the execution,
delivery and performance of this Agreement and the other Transaction Documents by BCBSMT
and HeW do not and will not (a) violate, conflict with or result in the breach of any provision of
the charter or By-laws (or similar orgarizational documents) of any of the Companies, (b)
conflict with or violate any Law or Governmental Order applicable to any of the Companies or
any of their respective assets, properties or businesses in a manner that would reasonably be

expected to have a Material Adverse Effect, or (c) conflict with, result in any breach ol
constitute a default (or event which with the giving of notice or lapse of time, or both, would
become a default) under, require any consent under, or give to others any rights of termination,
amendment, acceleration, suspension, revocation or cancellation of, or result in the creation of
any Encumbrance on any of the assets or properties of any of the Companies pursuant to, any
note, bond, mortgage or indenture, contract, agreement, lease, sublease, license, permit, franchise
or other instrument or arrangement to which any of the Companies is a party or by which any of
their respective assets or properties is bound or affected, except, with respect to this clause (c),
such as would not, individually or in the aggregate, reasonably be expected to be have a Material
Adverse Effect.

Section 3.05 Consents and Approvals of Governmental Authorities. Except for:
(i) the filing of appropriate documents to effect the transactions contemplated herein as required
by the laws of the State of Montana, (ii) the approval of the Montana Department of Insurance,
the Montana Department of Justice and the Illinois Insurance Department and such other
Govemmental Authorities as have jurisdiction over Purchaser, (iii) the filing of a Pre-Merger
Notification pursuant to the HSR Act, if applicable, and (iv) the consents and approvals listed in
Section 3.05 of the Disclosure Schedule, no consent, approval or authorization of, or declaration,
filing or registration with, any Governmental Authority is required to be obtained or made by the
Companies in connection with the execution, delivery and performance of this Agreement and
each Transaction Document or the transactions contemplated herein and therein, except such as

would not, individually or in the aggregate, reasonably be expected to have a Material Adverse
Effect or give rise to a Burdensome Condition.

Section 3.O6 Financial Information; Books and Records.

(a)

(D True and complete copies of (x) the audited STAT balance
sheets of BCBSMT for each of the two (2) fiscal years ended as of
December 31,2010 and December 31, 201I, and the related audited
statements of income, retained earnings, and changes in financial position,
together with all related notes and schedules thereto, accompanied by the
reports thereon of BCBSMT's Accountants (a copy of which has been
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previously delivered to Purchaser), and (y) the unaudited STAT financial
statements of BCBSMT for the period ended September 30, 2012 (the
"Latest Balance Sheet Date" and the balance sheet as of such date, the
"Latest Balance Sheet") have been delivered by BCBSMT to Purchaser
(collectively referred to herein as the "Financial Statements"). The
Financial Statements. (1) were prepared in accordance with the books of
account and other financial records of BCBSMT, (2) present fairly and
accurately in all material respects the financial condition and results of
operations and cash flows of BCBSMT as of the dates thereof or for the
periods covered thereby, (3) have been prepared in accordance with STAT
applied on a basis consistent with past practices throughout the periods
involved, and (a) will include all adjustments (consisting only of normal
recurring accruals) other than, in the case of any interim financial statement,
normal year end adjustments that are necessary, for a fair presentation of
financial condition and results of the operations as of the dates thereof for
the periods covered thereby. Any statutory statements delivered pursuant to
Section 5.16 will satisfr all criteria and requirements in the foregoing
clauses (l)-(4).

(iD True and complete copies of (x) the audited GAAP balance
sheets of HeW for each of the two (2) fiscal years ended as of December 31,
201 0 and December 3l , 201I , and the related audited statements of income,
retained earnings, and changes in financial position, together with all related
notes and schedules thereto, accompanied by the reports thereon of
BCBSMT's Accountants (all of which are expressly acknowledged to be
consolidated in the audited financial statements of its parent, Combined
Benefits, Management, Inc.), and (y) the unaudited GAAP financial
statements of HeW for the period ended September 30,2012 (the "Latest
HeW Balance Sheet") have been delivered by BCBSMT to Purchaser
(collectively referred to herein as the "HeW Financial Statements"). The
HeW Financial Statements (1) were prepared in accordance with the books
of account and other financial records of HeW, (2) present fairly and
accurately in all material respects the financial condition and results of
operations and cash flows of HeW as of the dates thereof or for the periods
covered thereby, (3) have been prepared in accordance with GAAP applied
on a basis consistent with past practices and throughout the periods
involved, and (a) will include all adjustments (consisting only of normal
recurring accruals) other than, in the case of any interim financial statement,
normal year end adjustments and that are necessary for a fair presentation of
financial condition and results of the operations as of the dates thereof for
the periods covered thereby. Any financial statements delivered pursuant to
Section 5.16 will satisff all criteria and requirements in the foregoing
clauses (l)-(4).

(b) The books of account and other financial records of the Companies: (i)
have been maintained in accordance with STAT (or in the case of HeW, in accordance
with GAAP) in each case applied on a basis consistent with past practices and throughout
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the periods involved, (ii) have been maintained in accordance with good business and

accounting practices and (iii) are true and correct in all material respects.

(c) The aggregate actuarial reserves and other actuarial amounts held in
respect of Liabilities with respect to BCBSMT as established or reflected on the
Reference Balance Sheet:

(A) were (1) determined in accordance with STAT, (2) fairly
stated in accordance with sound actuarial principles, and (3) based on
sound actuarial assumptions;

(B) met the requirements of the applicable insurance laws
(including those applicable to health maintenance organizations) of the
State of Montana or any other state having such jurisdiction, in all material
respects; and

(C) were adequate and sufficient (under generally accepted
actuarial standards consistently applied) to cover the total amount of all
the reasonably anticipated matured and unmatured Liabilities of the
Companies under all outstanding Insurance Contracts pursuant to which
any of the Companies has any liability.

(iiD The aggregate actuarial reserves and other actuarial amounts held
in respect of Liabilities with respect to BCBSMT as established or reflected on any
statutory statement delivered pursuant to Section 5.15 will comply with the requirements
and meet the standards set forth in subsections (A)-(C) above.

(d) BCBSMT's surplus, determined in accordance with STAT, is sufficient to
meet the minimum Managed Care OrganizationRisk Based Capital requirements adopted
by BCBSA to maintain the Marks.

Section 3.O7 No Undisclosed Liabilities.

(a) Except with respect to the Excluded Liabilities, there are no Liabilities of
the Companies of a type required to be reflected on the Financial Statements other than
Liabilities (i) reflected or reserved against on the Reference Balance Sheet or the GAAP
balance sheet of HeW, (ii) disclosed in Section 3.07(a) of the Disclosure Schedule, or (iii)
incurred since the date of the Reference Balance Sheet inthe ordinary course of business
and consistent with past practice of the Companies and which do not and would not
reasonably be expected to have a Material Adverse Effect. Reserves that are reflected on
the Reference Balance Sheet against Liabilities are in amounts that have been established
on a basis consistent with the past practices of the Companies and in accordance with
STAT in the case of BCBSMT or GAAP in the case of Health-e-Web.

(b) Other than Excluded Liabilities, as of the Reference Balance Sheet Date
there were no material Liabilities of the Companies which are known to BCBSMT and
which were not reported on either (x) the face of the Latest Balance Sheet or the face of
the Latest HeW Balance Sheet or (z) Section 3.07(b) of the Disclosure Schedule.
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Section 3.08 Receivables. Section 3.08 of the Disclosure Schedule is an aged
list of the Receivables as of the Latest Balance Sheet Date showing separately those Receivables
that as of such date had been outstanding (i) for thirty (30) days or less, (ii) thirty-one (31) to
sixty (60) days, (iii) sixty-one (61) to ninety (90) days, and (iv) more than ninety (90) days.
Except to the extent, if any, reserved for on the Latest Balance Sheet, all Receivables reflected
on the Latest Balance Sheet arose from, and the Receivables existing on the Closing Date will
have arisen from, the ordinary course of the Business consistent with past practice of the
Companies. Except as set forth in Section 3.08 of the Disclosure Schedule, reserves on the
Latest Balance Sheet for the non-collection of Receivables were reasonable on the Latest
Balance Sheet Date based on the past experience of the Companies.

Section 3.09 Conduct in the Ordinary Course: Absence of Certain Changes.
Events and Conditions.

(a) Since the Reference Balance Sheet Date, there has been no Material
Adverse Effect.

(b) Since the Reference Balance Sheet Date, except as disclosed in Section
3.09 of the Disclosure Schedule, the Business has been conducted in the ordinary course
and consistent with past practice. As amplification and not limitation of the foregoing,
except as disclosed in Section 3.09 of the Disclosure Schedule or in the ordinary course
and consistent with past practice, since the Reference Balance Sheet Date, none of the
Companies has:

(D permitted or allowed any of its material Assets (whether
tangible or intangible) to be subjected to any material Encumbrance, other
than Permitted Encumbrances and Encumbrances that will be released at or
prior to the Closing;

(iD written down or written up (or failed to write down or write
up) other than in accordance with STAT consistent with past practice, in any
material way, the value of any Receivables or revalued any assets other than
in the ordinary course of business consistent with past practice and in
accordance with STAT;

(iii) made any material change in any method of accounting or
accounting practice or policy other than such changes required or permitted
by STAT and disclosed in Section 3.09 of the Disclosure Schedule;

(iv) amended, terminated, canceled or compromised any claims
or waived any other rights of material value with respect to the Assets;

(v) sold, transferred, leased, subleased, licensed or otherwise
disposed of any material Assets, real, personal or mixed (including, without
limitation, leasehold interests and intangible property);

(vi) issued, sold or transferred any notes, bonds or other
securities, or any option, warrant or other right to acquire the same;
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(vii) taken any action or omitted to take any action which would
reasonably be expected to cause BCBSMT to no longer meet the
requirements of Section 833(c) of the Code;

(viii) merged with, entered into a consolidation with or acquired an

equity or other ownership interest of five percent (5%) or more in any
Person or acquired a substantial portion of the assets or business of any
Person or any division or line of business thereof;

(ix) except as specifically provided for in the Companies' capital
expense budgets for 2012, made any capital expenditure or commitment for
any capital expenditure in excess of $50,000 individually or $100,000 in the
aggregarc;

(x) except as is consistent with the Companies' ordinary course
operations, issued any sales orders or otherwise agreed to make any
purchases involving exchanges in value in excess of $50,000 individually or
$200,000 in the aggregate from any particular vendor or relating to a

specific project;

(xi) made any material changes in the Business' methods of
operation, including, without limitation, material changes in practices and
policies relating to purchasing, marketing, selling and pricing;

(xii) made any material express or deemed election or settled or
compromised any material liability with respect to Taxes;

(xiii) incurred any Indebtedness individually or in the aggregate in
excess of $50,000;

(xiv) made any loan to, guaranteed any Indebtedness of or
otherwise incurred any Indebtedness on behalf of any other Person;

(xv) failed to pay any creditor any material amount owed to such
creditor when due;

(xvi) except as specifically provided in the Companies' annual

operating budgets for 2012 (and even in such circumstance, subject to
disclosure of any individual increase in compensation which exceeds 10%)
granted any increase, or announced any increase, in the wages, salaries,

compensation, bonuses, incentives, payable by it to any of its employees, or
granted or announced any increase in any pension or other benefits payable
by it to any of its employees including, without limitation, any increase or
change pursuant to any Plan, or established or increased or promised to
increase any benefits under any Plan, in either case except as required by
Law or any collective bargaining agreement;
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(xvii) hired any employees except in the ordinary course of
business, or entered into any agreement, arrangement or transaction with
any of its directors, officers or employees (or, to the knowledge of
BCBSMT, with any spouse, lineal descendant or Affiliate of, any such
Person);

(xviii) terminated, discontinued, closed or disposed of any facility or
other business operation, or laid off any employees (other than layoffs of
less than fifty (50) employees in any six (6) month period in the ordinary
course of business consistent in all material respects with past practices) or
implemented any early retirement, separation or severance program
providing early retirement benefits or announced any such action or
program for the future;

(xix) disclosed any secret or confidential material Intellectual
Property (except by way of issuance of a patent or pursuant to a

confidentiality agreement) or permitted to lapse or go abandoned any
material Intellectual Property (or any registration or grant thereof or any
application relating thereto) owned by it;

(xx) allowed any material Permit or Environmental Permit that
was issued to it to lapse or terminate or failed to renew any material
insurance policy, Permit or Environmental Permit;

(xxi) failed to maintain its property and equipment in good repair
and operating condition in all material respects;

(xxii) suffered any casualty, loss or damage with respect to any of
the Assets which in the aggregate have a replacement cost of more than
$100,000, whether or not such losses or damage shall have been covered by
insurance;

(xxiii) consented to any material modification or amendment to or
the termination of any Material Contract or its rights thereunder, except in
the ordinary course of the Business consistent with past practice;

(xxiv) amended or restated its charter or By-laws (or other
organizational documents); or

(xxv) agreed, whether in writing or otherwise, to take any of the
actions specified in this Section 3.09 or granted any options to purchase,
rights of first refusal, rights of first offer or any other similar rights with
respect to any of the actions specified in this Section 3.09, except as

expressly contemplated by this Agreement or the other Transaction
Documents.

Section 3.10 Litigation. Except as set forth in Section 3.10 of the Disclosure
Schedule (which, with respect to each Action disclosed therein, sets forth the parties, nature of
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the proceeding, date and method commenced, amount of damages or other relief sought and, if
applicable, paid or granted), there are no Actions by or against any of the Companies pending
before any Governmental Authority (or, to the knowledge of BCBSMT, threatened to be brought
by or before any Govemmental Authority) that would reasonably be expected to have a Material
Adverse Effect. None of the matters disclosed in Section 3.10 of the Disclosure Schedule would
reasonably be expected to affect the legality, validity or enforceability of this Agreement, any
other Transaction Documents or the consummation of the transactions contemplated hereby or
thereby. Except as set forth in Section 3.10 of the Disclosure Schedule, none of the Companies
or any of their respective assets or properties, including, without limitation, the Assets, is subject
to any Governmental Order (nor, to the knowledge of BCBSMT, are there any such

Governmental Orders threatened to be imposed by any Govemmental Authority) which has had

or would reasonably be expected to have a Material Adverse Effect.

Section 3.1I Compliance with Laws. Except as otherwise set forth in Section
3.11 of the Disclosure Schedule:

(a) The Companies have conducted and continue to conduct the Business in
accordance with all Laws in all material respects, including without limitation Health
Care Laws and Governmental Orders applicable to the Companies or any of their
respective properties or assets, and BCBSMT is not aware of any acts or circumstances
which would constitute or result in any such violation. Section 3.11 of the Disclosure
Schedule sets forth a list of each material Govemmental Order applicable to the
Companies or any of their respective properties or assets, and copies of such
Governmental Orders have been provided to the Purchaser. No such Govemmental
Order has had or would reasonably be expected to have a Material Adverse Effect.

(b) None of the Companies is a party to any material contract with or other
undertaking to, or is subject to any material order by, or is a recipient of any supervisory
letter or other written communication of any kind from, any Governmental Authority,
including without limitation on its investment, sales or trade practices and policies, its
underwriting practices and policies, or its management. None of the Companies has been
advised by a Govemmental Authority that it is contemplating issuing or requesting (or is
considering the appropriateness of issuing or requesting) any order, contract or other
communication of the kind described above in this Section 3.11(b).

(c) There are no current or pending audits with regard to any contract
currently or formerly in existence between any of the Companies and Medicare, FEHBP,
CHAMPUS, Medicaid, Indian Health Service or any other govemmental health benefit
program and none of the Companies has been the subject of any such audit within the last
three (3) years.

(d) The Companies are operating and have operated in compliance in all
material respects with all contractual, statutory, regulatory and other requirements
applicable to the Companies as providers of insurance coverage to employees of the
federal, state and local governments and subdivisions and to beneficiaries under programs
sponsored or administered by any such governments or subdivisions thereof (collectively
"Government Contracts") and none of them is subject to any material claim for a penalty,
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fine, retum of premium, repayment of costs charged, renegotiation of charges or fees,

change in claims or billings as a result of audit, adjustment, charge, retroactive
restatements of costs or charges, or other liability in respect of any Government Contract.

(e) The Companies are, and the Companies' businesses are being conducted,
in compliance in all material respects with the Health Insurance Portability and

Accountability Act of 1996 (Pub. L. No. 104-191), as amended by the Health Information
Technology for Economic and Clinical Health Act (Pub. L. No. 111-5), any
implementing regulations and any state medical information Laws applicable to the
business of the Companies or their Subsidiaries (collectively, the "Privacy Laws").

Section 3.12 Environmental and Other Permits and Licenses: Related Matters.
Except as set forth in Section 3.12 of the Disclosure Schedule:

(a) There are no outstanding or, to BCBSMT's knowledge, threatened actions,
claims, proceedings, determinations or judgments by any pffity, including but not limited
to any Governmental Authority, against or involving any of the Companies, or to
BCBSMT's knowledge, involving any of the Companies' predecessors in interest in any
matter arising under any Environmental Law or requiring the remediation or removal of
Hazardous Materials that would reasonably be expected to have a Material Adverse
Effect. There are no outstanding or, to BCBSMT's knowledge, threatened orders,
determinations or written notices of violation issued by any Govemmental Authority
administering Environmental Laws in connection with ownership of or operation by the
Companies of the Business which have not been complied with in all material respects or
resolved to the satisfaction of such Govemmental Authority and that would reasonably be

expected to have a Material Adverse Effect.

(b) The Business is in compliance in all material respects with all applicable
Environmental Laws governing the Companies and the Business including, but not
limited to, all discharges of Hazardous Materials into or onto the soil and/or the ground or
surface water, emissions of Hazardous Materials into the ambient air, and generation,
accumulation, labeling, transportation, removal, handling, treatment, storage and disposal
of Hazardous Materials. The Companies have complied in all material respects with all
notice, record keeping and reporting requirements imposed by any Governmental
Authority and any informational requests or demands arising under any
Environmental Laws.

(c) To the knowledge of BCBSMT, none of the Companies has released,
disposed of or caused or permitted the disposal of any Hazardous Materials upon any of
the Real Property or any of the real properties at which the Companies have conducted
the Business in violation in any material respect of applicable Environmental Laws. To
the knowledge of BCBSMT, none of the Companies has, directly or indirectly, disposed
of Hazardous Materials off-site in violation in any material respect of applicable
Environmental Laws.

(d) Except as disclosed in Section3.l2of the Disclosure Schedule and except
for Health Benefit Permits which are covered in Section 3.01(b), the Companies currently
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hold all the health and safety and other permits, licenses, authorizations, franchises,
certificates, exemptions and approvals of Govemmental Authorities (collectively,
"Permits"), including, without limitation, Environmental Permits, necessary for the
current use, occupancy and operation of each of its assets and properties, including,
without limitation, the Assets, and the conduct of the Business, excluding those the
absence of which would not or would not reasonably be expected to have a Material
Adverse Effect, and all such Permits and Environmental Permits are in full force and

effect in all material respects. Excep as disclosed in Section 3.12 of the Disclosure
Schedule, the Companies are, in all material respects, in compliance with all material
Permits and the requirements of all Environmental Permits. Section 3.12 of the
Disclosure Schedule identifies all material Permits and Environmental Permits which are

nontransferable or which will require the consent of any Governmental Authority in order
to be transferred to Purchaser in the event of the consummation of the transactions
contemplated by this Agreement.

Section 3.13 Material Contracts.

(a) For purposes of this Agreement, "Material Contracts" shall mean and
include (1) all contracts, agteements, leases and subleases requiring an annual payment
by the Companies in excess of $50,000 conceming the management or operation of any
Real Property (including, without limitation, brokerage contracts) listed or otherwise
disclosed in Section 8.01(e) of the Disclosure Schedule, (2) all agreements relating to
Intellectual Property set forth in Section 3.14(a) of the Disclosure Schedule, (3) all
Insurance Contracts set forth in Section 3.18 of the Disclosure Schedule, (4) all
agreements relating to the fumishing of health care services set forth in Section 3.19 of
the Disclosure Schedule, and (5) each of the contracts and agreements listed in clauses
(i)-(x) in Section 3.13(b), in any case whether such contract or agreement is in writing or
oral.

(b) Section 3.13(b) of the Disclosure Schedule lists each of the following
contracts and agreements (including, without limitation, oral agreements) of each of the
Companies:

(i) each contract, agreement, invoice, purchase order and other
arrangement, for the purchase of personal property with any supplier or for
the furnishing of services to the Companies or otherwise related to the
Business under the terms of which any of the Companies (A) is likely to pay
or otherwise give consideration in the aggregate either during the calendar
year ended December 31,2012 or over the remaining term of such contract
of more than $100,000 for medical services of a physician or physician
group, $100,000 for medical and/or hospital services from a single hospital,
or $100,000 with respect to any other supplier or service provider, and (B)
cannot be canceled by any of the Companies without penalty or further
payment and without more than ninety (90) days' notice;

(iD all broker, distributor, dealer, manufacturer's representative,
franchise, agency, sales promotion, market research, marketing consulting
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and advertising contracts and agreements requiring an annual payment by
the Companies of an amount in excess of $50,000;

(iii) all management contracts and contracts with independent
contractors or consultants (or similar arrangements) which are not
cancelable without penalty or further payment and without more than thirty
(30) days' notice requiring payment by BCBSMT of an amount in excess of
$50,000;

(iv) all contracts and agreements relating to Indebtedness, other
than those regarding Indebtedness of less than $100,000 in the aggregate
and which have been incurred in the ordinary course of business consistent
with past practice;

(v) all contracts and agreements with any Governmental
Authority other than Insurance Contracts;

(vi) all contracts and agreements that limit the ability of any of
the Companies to compete in any line of business or with any Person or in
any geographic area or during any period of time or to contract with any
Person;

(vii) all contracts and agreements between or among any
Company and any Affiliate of BCBSMT;

(viii) all contracts and agreements providing for annual benefits in
excess of$50,000 under any Plan;

(ix) all contracts, agreements, leases and subleases relating to the
Tangible Personal Property (specifically including all computer hardware);
and

(x) other contracts and agreements, whether or not made in the
ordinary course of the Business, which are material to the Companies or the
conduct of the Business, or the absence of which would reasonably be

expected to have a Material Adverse Effect.

Section 3.04 or Section 3.05 of the Disclosure Schedule or Exhibit 8.01(c) or 8.01(e) also
indicates whether consent is necessary to transfer to Purchaser each such Material Contract to
which any Company is a party without penalty or other adverse consequence. For purposes of
this Section 3.13 and Section 3.15, Section 3.16 and Section 3.I7,the term "lease" shall include
any and all leases, subleases, sale/leaseback agreements or similar arrangements.

(c) Except as disclosed in Section 3.13(c) of the Disclosure Schedule and
subject to obtaining third party consents listed in or Section 3.04 or Section 3.05 of the
Disclosure Schedule or Exhibit 8.01(c) or 8.01(e), each Material Contract: (i) is valid and
binding on the respective parties thereto and is in full force and effect, (ii) is freely and
fully assignable to Purchaser without penalty or other material adverse consequences, and
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(iii) upon consummation of the transactions contemplated by this Agreement and the
Transaction Documents, except to the extent that any consents set forth in Section 3.04 or
Section 3.05 of the Disclosure Schedule or Exhibit 8.01(c) or 8.01(e) are not obtained,
shall continue in fuIl force and effect without penalty or other adverse consequence.

None of the Companies is in material breach of, or default under, any Material Contract.

(d) Except as disclosed in Section 3.13(d) of the Disclosure Schedule, to
BCBSMT's knowledge, no other party to any Material Contract is in breach thereof or
default thereunder.

(e) Except as disclosed in Section 3.13(e) of the Disclosure Schedule, there is
no contract, agreement or other arrangement granting any Person any preferential right to
purchase any of the material properties or assets of any of the Companies, including,
without limitation, the Assets.

(0 The Companies have not entered into any material contract with a Vendor
(whether written or oral) or otherwise engaged the services of any individual or entity
that has been: (i) charged with a criminal offense involving govemment business, (ii)
listed by a federal governmental agency as debaned or excluded from government
business, (iii) to BCBSMT's knowledge after due inquiry, proposed for disbarment,
exclusion or suspension, or (iv) to BCBSMT's knowledge after due inquiry, otherwise
excluded from federal program participation.

Section 3.14 Intellectual Property.

(a) Section 3.la(aXD of the Disclosure Schedule sets forth a true and

complete list and identification of each patent and patent application, and of each material
registration or application for registration of all registrable Owned Intellectual Property,
and Section 3.la(a)(ii) of the Disclosure Schedule sets forth a true and complete list of all
licenses and sublicenses of material Licensed Intellectual Property with the exception of
"off-the-shelf software. Except as otherwise described in Section 3.14(a)(a)(i) of the
Disclosure Schedule for each item listed in Section 3.1a(a)(a)(i) of the Disclosure
Schedule which is held by assignment, the assignment has been duly recorded with the

state or national trademark office from which the original patent or registration issued or
before which the patent application or application for registration is pending. Except as

disclosed in Section 3.la(a)(iii) of the Disclosure Schedule, the rights of the Companies
in or to such Owned Intellectual Property or Licensed Intellectual Property do not, to the
knowledge of BCBSMT, conflict with or infringe on the rights of any other Person, and
none of the Companies has received any written notice from any Person to such effect.

(b) Except to the extent any of the following would not, individually or in the
aggregate, reasonably be expected to have a Material Adverse Effect: (i) all the Owned
Intellectual Property is owned by the Companies, free and clear of any Encumbrance
other than Permitted Encumbrances and (ii) no Actions have been made or asserted or are

pending (nor, to the knowledge of BCBSMT, has any such Action been threatened)

against any of the Companies either (A) based upon or challenging or seeking to deny or
restrict the use by the Companies of any of the Owned Intellectual Property or (B)
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alleging that any services provided, or products manufacttned or sold by the Companies
are being provided, manufactured or sold in violation of any patents or trademarks, or any
other rights of any Person. To the knowledge of BCBSMT, no Person is using any
patents, copyrights, trademarks, service marks, trade names, trade secrets or similar
property that are confusingly similar to the Owned Intellectual Property or that infringe
upon the Owned Intellectual Property or upon the rights of the Companies therein.
Except as disclosed in Section 3.14(b) of the Disclosure Schedule, none of the
Companies has granted any license or other right to any other Person with respect to the
Owned Intellectual Property. Subject to obtaining all third party consents listed in
Section 3.04 or Section 3.05 of the Disclosure Schedule or Exhibit 8.01(c) or 8.01(e), the
consummation of the transactions contemplated by this Agreement will not result in the
termination or impairment of any of the material Owned Intellectual Property.

(c) BCBSMT has, or has caused to be, delivered to Purchaser correct and
complete copies of all licenses and sublicenses for material Licensed Intellectual Property
set forth in Section 3.la(a)(ii) of the Disclosure Schedule and any and all ancillary
documents pertaining thereto (including, but not limited to, all amendments, consents and
evidence of commencement dates and expiration dates).

(d) No Actions are pending (nor, to the knowledge of BCBSMT, has any such
Action been threatened) against any of the Companies either (i) based upon or
challenging or seeking to deny or restrict the use by the Companies of any of the
Licensed Intellectual Property or (ii) alleging that any Licensed Intellectual Property is
being licensed, sublicensed or used in violation of any patents or trademarks, or any other
rights of any Person, except such actions as would not, individually or in the aggregate,
reasonably be expected to have a Material Adverse Effect.

(e) Subject to obtaining third-party consents listed in Section 3.04 or Section
3.05 of the Disclosure Schedule or Exhibit 8.01(c) or 8.01(e), as a result of the
transactions contemplated hereby, upon the Closing, Purchaser shall own or possess, or
own or possess adequate and enforceable licenses, sublicenses or other rights to use,
without payment of any fee other than fees pursuant to the terms of those licenses,
sublicenses or other grants of rights which are listed on Section 3.la(a)(ii) of the
Disclosure Schedule, all the Owned Intellectual Property and Licensed Intellectual
Property material to the operation of the Business.

(0 The Intellectual Property to be transferred as a result of the transactions
contemplated hereby constitutes all the material Intellectual Property used in the conduct
of the Business.

Section 3.15 Real Property.

(a) Section 8.01(e) of the Disclosure Schedule lists: (i) the street address of
each parcel of Owned Real Property and (ii) the current owner of each such parcel of
Owned Real Property (if other than BCBSMT or HeW).
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(b) Section 8.01(e) of the Disclosure Schedule lists: (i) the street address of
each parcel of Leased Real Property, and (ii) the identity of the lessor, lessee and current
occupant (if different from lessee) of each such parcel of Leased Real Property..

(c) Except as described in Section 3.15(c) or Section 3.11 of the Disclosure
Schedule, there is no violation of any Law (including, without limitation, any building,
planning or zoning Law) relating to any of the Owned Real Property or, to the knowledge
of BCBSMT, the Leased Real Property, except for such violations as would not,
individually or in the aggregate, reasonably be expected to have a Material Adverse
Effect. Except as set forth in Section 3.15(c) of the Disclosure Schedule, none of the
Companies has leased or subleased any parcel or any portion of any parcel of Real
Property to any other Person, nor has any Company assigned its interest under any lease

or sublease listed in Section 3.15(b) of the Disclosure Schedule to any third party.

(d) There are no condemnation proceedings or eminent domain proceedings
of any kind pending or, to the knowledge of BCBSMT, threatened against any of the
Owned Real Property or, to the knowledge of BCBSMT, the Leased Real Property that
would reasonably be expected to have a Material Adverse Effect.

(e) Except as described in Section 3.15(e) of the Disclosure Schedule and for
such matters as would not reasonably be expected to have a Material Adverse Effect, no
improvements on the Owned Real Property or, to the knowledge of BCBSMT, the
Leased Real Property and none of the current uses and conditions thereof violate in any
respect any applicable deed restrictions or other applicable covenants, restrictions,
agreements, existing site plan approvals, zoning or subdivision regulations, or urban
redevelopment plans as modified by any duly issued variances, and no material Permits,
licenses or certificates pertaining to the ownership or operation of all improvements on
the Owned Real Property, or, to the knowledge of BCBSMT, the Leased Real Property
other than those which are transferable with the Real Property are required by any
Govemmental Authority having jurisdiction over the Real Property.

(0 Except as described in Section 3.15(f) of the Disclosure Schedule and for
such matters as would not reasonably be expected to have a Material Adverse Effect, no
improvements on any Owned Real Property encroach on any adjoining premises, and
there are no encroachments on any Owned Real Property by any improvements located
on any adjoining premises.

(g) Subject to obtaining third-party consents listed in Section 3.04 or Section
3.05 of the Disclosure Schedule, the Companies have, and upon the Closing Purchaser
will have, the full right to exercise any renewal options contained in the leases and
subleases pertaining to the Leased Real Property on the terms and conditions contained
therein and upon due exercise would be entitled to enjoy the use of each Leased Real
Property for the full term of such renewal options.

Section 3.16 Tangible Personal Property.
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(a) Section 3.16(a) of the Disclosure Schedule sets forth a schedule listing
each item or distinct group of machinery, equipment, tools, supplies, furniture, fixtures,
personalty, vehicles, rolling stock and other tangible personal property used in the
Business or owned or leased by any of the Companies with a book value in excess of
$50,000 (the "Tangible Personal Property").

(b) BCBSMT has, or has caused to be, made available to Purchaser correct
and complete copies of all leases and subleases for Tangible Personal Property and any
and all material ancillary documents pertaining thereto (including, but not limited to, all
amendments, consents and evidence of commencement dates and expiration dates). With
respect to each ofsuch leases and subleases:

(i) such lease or sublease, together with all ancillary documents
delivered pursuant to the first sentence of this Section 3.16(b), is legal,
valid, binding, enforceable (except that such enforcement may be subject to
(A) bankruptcy, insolvency, reorganization, moratorium, or similar laws
affecting or, relating to the enforcement of creditors' rights generally, (B)
applicable insurance company delinquency, rehabilitation and liquidation
laws and (C) general equitable principles), and in full force and effect and
represents the entire agreement between the respective lessor and lessee

with respect to such property;

(iD except as set forth in Section 3.16(b) of the Disclosure
Schedule and subject to obtaining third-party consents listed on Exhibit
8.01(e), such lease or sublease will not cease to be legal, valid, binding,
enforceable and in full force and effect on terms identical to those currently
in effect as a result of the consummation of the transactions contemplated by
this Agreement, nor will the consummation of the transactions contemplated
by this Agreement constitute a breach or default under such lease or
sublease or otherwise give the lessor a right to terminate such lease or
sublease;

(iii) except as otherwise disclosed in Section 3.16(b) of the
Disclosure Schedule, with respect to each such lease or sublease: (A) none
of the Companies has received any notice of early cancellation or
termination under such lease or sublease and no lessor has any right of early
termination or cancellation under such lease or sublease except in
connection with the default of the Companies thereunder, (B) none of the
Companies has received any notice of a breach 'or default under such lease

or sublease, which breach or default has not been cured, and (C) none of the
Companies has granted to any other Person any rights, adverse or otherwise,
under such lease or sublease: and

(iv) neither BCBSMT or Hew (as applicable), nor (to the
knowledge of BCBSMT) any other party to such lease or sublease, is
breach or default in any material respect, and, to the knowledge
BCBSMT, subject to obtaining any consent (listed in Section 3.04 or

ln
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Section 3.05 of the Disclosure Schedule or Exhibit 8.01(c) or 8.01(e)) to
assign such lease or sublease pursuant to this Agreement, no event has

occurred that, with notice or lapse of time would constitute such a breach or
default or permit termination, modification or acceleration under such lease

or sublease.

(c) The Companies have the full right to exercise any renewal options
contained in the leases and subleases pertaining to the Tangible Personal Property on the
terms and conditions therein and upon due exercise would be entitled to enjoy the use of
each item of leased Tangible Personal Property for the full term of such renewal options.

Section 3.17 Assets. Except as disclosed in Section 3.17 of the Disclosure
Schedule, the Companies own, lease or have the legal right to use all the properties and assets

constituting the Assets, including, without limitation, the Owned Intellectual Property, the
Licensed Intellectual Property, the Real Property and the Tangible Personal Property, used in the
conduct of the Business or otherwise owned, leased or used by the Companies and, with respect
to contract rights, is a party to and enjoys the right to the benefits of all contracts, agreements and
other arrangements used by, or necessary to the Companies in the conduct of the Business, free

and clear of all Encumbrances, other than Permitted Encumbrances, all of which properties,
assets and rights are conveyed to Purchaser hereunder (directly or indirectly). The Companies
have title or contract rights with respect to or, in the case of leased or subleased Assets, valid and
subsisting leasehold interests in all the Assets sufficient to permit the Companies to conduct the
Business as it is currently being conducted, and to consummate the transactions contemplated by
this Agreement. Except as set forth in Section 3.17 of the Disclosure Schedule, the Companies
have good (subject in certain cases to the consent of third parties) title to all the Owned Real
Property. The Assets, as conveyed hereunder and under the other Transaction Documents,
include all properties, rights, titles and interests necessary for the operation of the Business.

Section 3.18 Sienificant Agreements. Listed in Section 3.18 of the Disclosure
Schedule are the names and addresses of all employers, multiple employers associations, trusts
and other health benefits plans with which the Companies have Insurance Contracts for the
provision or administration of health benefits to more than 100 employees, members or
beneficiaries (including govemment sponsored plans such as Medicaid and Medicare). Except
as disclosed in Section 3.18 of the Disclosure Schedule, BCBSMT has not received any notice
and has no reason to believe that (i) any significant Insurance Contract of any of the Companies
will terminate prior to the renewal or termination date specified therein, or (ii) the Companies'
provision of services pursuant to any such Insurance Contract will be substantially reduced prior
to the renewal or termination date specified therein.

Section 3.19 Suppliers. Listed in Section 3.19 of the Disclosure Schedule are

the names and addresses of suppliers and other providers of goods or services (other than
physicians, hospitals or other Persons furnishing health care services) which invoiced any of the
Companies for amounts in excess of $100,000 in each case during the twelve-month period
ended August 3I,2012, and the amount for which each such supplier invoiced the Companies
during suchperiod. Except as disclosed in Section 3.19 of the Disclosure Schedule, BCBSMT
has not received any notice that any such supplier will not sell supplies, merchandise and other
goods to Purchaser at any time after the Closing Date on terms and conditions substantially

36



equivalent to those imposed on current sales to the Business, subject to general and customary
price increases.

Section 3.20 Employee Benefit Matters.

(a) Plans and Material Documents. Section 3.20(a) of the Disclosure
Schedule lists (i) all employee benefit plans (as defined in Section 3(3) of the Employee
Retirement Income Security Act of 1974, as amended, ("ERISA")) and all bonus,
incentive, defened compensation, retiree medical or life insurance, supplemental
retirement, severance or other benefit plans, programs or arrangements, and all
employment, termination, severance or other contracts or agreements, whether legally
enforceable or not, and whether funded or not, to which any of the Companies is a party,
with respect to which any of the Companies has any obligation or which are maintained,
contributed to or sponsored by any of the Companies for the benefit of any current or
former employee, officer or director of any of the Companies, including frozen or
terminated plans as to which any of the Companies may still have liability, (ii) each
employee benefit plan for which any of the Companies could incur liability under Section
4069 of ERISA in the event such plan has been or were to be terminated, (iii) any plan in
respect of which any of the Companies could incur liability under Section 4212(c) ot
ERISA, (iv) any contracts, arrangements or understandings between any of the
Companies and any employee of any of the Companies including, without limitation, any
contracts, arrangements or understandings (A) relating to a sale of any of the Companies,
(B) relating to the payment of severance benefits, or (C) relating to the payment of
benefits as a result of a change of control, (v) all cafeteria plans established pursuant to
Section 125 of the Code, and (vi) all rabbi trusts, secular trusts or other funding vehicles
for any benefit plan or arrangement listed in Section 3.20(a) of the Disclosure Schedule,
other than trusts established pursuant to Section a01(a) of the Code for a benefit plan or
arrangement listed in Section 3.20(a) of the Disclosure Schedule (all of the above,
collectively, the "Plans"). Except as disclosed on Section 3.20(a) of the Disclosure
Schedule, there are no other employee benefit plans, programs, arrangements or
agreements, whether formal or informal, whether in writing or not, with respect to which
any of the Companies has any obligation or which are maintained, contributed to or
sponsored by any of the Companies for the benefit of any current or former employee,
officer or director.

(b) Absence of Certain Types of Plans. Except as set forth on Section 3.20(b)
of the Disclosure Schedule, none of the Plans is a multiemployer plan (within the
meaning of Section 3(37) or a00l(a)(3) of ERISA) or a single employer pension plan
(within the meaning of Section400l(a)(15) of ERISA) for which any of the Companies
could incur liability under Section 4063 or 4064 of ERISA. Except as set forth in Section
3.20(b) of the Disclosure Schedule, none of the Plans (i) provides for any payment in the
nature of compensation (within the meaning of Intemal Revenue Code section
280G(bX2)(A)) such as the payment of separation, severance, termination or similar type
benefits to any Person or obligates any of the Companies to make such payments as a
result of any transaction contemplated by this Agreement or as a result of a change in
control within the meaning of such term under Section 280G of the Code or change in the
ownership of a substantial portion of the assets of the corporation within the meaning of
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Section 280G of the Code, or (ii) provides for or promises retiree medical, disability or
life insurance benefits to any current or former employee, officer or director of any of the
Companies. Each of the Plans is subject only to the laws of the United States or a

political subdivision thereof.

(c) Compliance with Applicable Law. Except as disclosed on Section 3.20(c)

of the Disclosure Schedule, and except for such matters as would not reasonably be

expected to have a Material Adverse Effect, each Plan is now and always has been

operated and administered in accordance with the requirements of all applicable Law,
each of the Companies has performed all obligations required to be performed by it
under, and is not in default under, any Plan, and no legal Action pending or, to the
knowledge of BCBSMT, threatened with respect to any Plan (other than claims for
benefits in the ordinary course) and, to the knowledge of BCBSMT, no fact or event
exists that could give rise to any such Action.

(d) Qualification of Certain Plans. Except as disclosed with reasonable

specificity on Section 3.20(d) of the Disclosure Schedule, each Plan which is intended to
be qualified under Section aOl(a) of the Code (including but not limited to Plans intended
to comply with Section a0l(k) of the Code) has received a favorable determination letter
from the IRS after 1996 that it is so qualified; and each trust established in connection
with any Plan which is intended to be exempt from federal income taxation under either
Sections 501(a) or 501(c)(9) of the Code has received a determination letter from the IRS
after 1996 that it is so exempt, and, to the knowledge of BCBSMT, no fact or event has

occurred since the date of such determination letter from the IRS to adversely affect such
qualified status.

(e) Absence of Certain Liabilities and Events. Neither the Companies nor, to
the knowledge of BCBSMT, any other party in interest (within the meaning of Section
3(14) of ERISA) or disqualified person (within the meaning of Section4975 of the Code)
has, engaged in a prohibited transaction (within the meaning of Section 406 of ERISA or
Section 497 5 of the Code) with respect to any Plan. None of the Companies has incurred
any liability for any excise tax arising under Section 497I,4972,4980 or 49808 of the
Code and, to the knowledge of BCBSMT, no fact or event exists which could give rise to
any such liability. None of the Companies has incurred any liability under, arising out of
or by operation of Title IV of ERISA (other than liability for premiums to the Pension
Benefit Guaranty Corporation arising in the ordinary course). No complete or partial
termination has occurred within the five (5) years preceding the date hereof with respect

to any Plan. No reportable event (within the meaning of Section 4043 of ERISA) has

occurred or is expected to occur with respect to any Plan subject to Title IV of ERISA.
No Plan had an accumulated funding deficiency (within the meaning of Section 304 of
ERISA or Section 431 of the Code), whether or not waived, as of the most recently ended

plan year of such Plan. None of the assets of the Companies is the subject of any lien
arising under Section 302(f) or Section 303(k) of ERISA or Section 412(n) or Section
430(k) of the Code; the Companies have not been required to post any security under
Section 307 of ERISA or Section a0l@)(29) of the Code; and no fact or event exists
which could give rise to any such lien or requirement to post any such security.
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(D Plan Contributions and Funding. All contributions, premiums or
payments required to be made with respect to any Plan have been made on or before their
due dates. All such contributions, for years for which Returns have been filed, have been
fully deducted for income tax purposes and no such deduction has been challenged or
disallowed by any government entity and no fact or event exists which could give rise to
any such challenge or disallowance.

Section 3.21 Labor Matters.

(a) (i) None of the Companies is a party to any collective bargaining
agreement or other labor union contract applicable to persons employed by the
Companies or in the Business, and, to BCBSMT's knowledge, there are no organizational
campaigns, petitions or other unionization activities seeking recognition of a collective
bargaining unit involving employees of the Companies; (ii) there are no strikes,
slowdowns or material work stoppages pending or, to BCBSMT's knowledge, threatened
between any of the Companies and any of their respective employees, and none of the
Companies has experienced any such strike, slowdown or work stoppage within the past
three (3) years; (iii) the Companies have paid in full to all their respective employees, or
adequately accrued for in accordance with STAT in the case of BCBSMT or GAAP in
the case of Health-e-Web, as applicable, all wages, salaries, commissions, bonuses,
benefits and other compensation due to or on behalf of such employees; (iv) none of the
Companies is a party to or otherwise bound by, any consent decree with, or citation by,
any Govemmental Authority relating to employees or employment practices; and (v) the
Companies are in compliance in all material respects with the requirements of the
Workers Adjustment and Retraining Notification Act and any of its state or municipal
equivalents ("WARN").

(b) BCBSMT has provided Purchaser copies of all contracts requiring the
annual payment by any of the Companies of an amount in excess of $50,000 with any of
its employees, agents, consultants, officers, salespeople, sales representatives,
distributors, or dealers that is not cancelable by the Companies without penalty or
premium on not more than thirty (30) days' notice. Except as set forth in Section 3.21 of
the Disclosure Schedule, none of the Companies has promulgated any policy or entered
into any agreement relating to the payment of severance pay to any current employees
whose employment is terminated or suspended, voluntarily or otherwise.

Section 3.22 Key Employees.

(a) BCBSMT has provided Purchaser all material information concerning the
name, place of employment, the current annual salary rates, bonuses, deferred or
contingent compensation, pension, accrued vacation, "golden parachute", "change of
control", non-competition and other like benefits paid or payable (in cash or otherwise),
the date of employment and a description of position and job function of each current
salaried employee, officer, director, consultant or agent of any of the Companies whose
annual compensation exceeded (or, in the calendar year 2012, is expected to exceed)

$150,000. Except as set forth in Section 3.22 of the Disclosure Schedule, none of the
senior management of the Companies has resigned or threatened to resign.
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(b) All directors, officers, management employees, and technical and

professional employees of the Companies have been notified of their obligation to the
Companies to maintain in confidence all confidential or proprietary information acquired
by them in the course of their employment.

Section 3.23 Certain Interests.

(a) Except as disclosed in Section3.23(a) of the Disclosure Schedule, to the
knowledge of BCBSMT, no officer or director of the Companies, or his or her spouse or
parent, sibling or lineal descendants (in each case, whether by birth or adoption):

(i) has any direct or indirect financial interest in any competitor
of the Companies or any supplier required to be identified in Section 3.19 of
the Disclosure Schedule, provided, however, that the ownership of securities
representing no more than two percent (2%) of the outstanding voting power
of any competitor or supplier, and which are also listed on any national
securities exchange or traded actively in the national over-the-counter
market, shall not be deemed to be a financial interest so long as the Person

owning such securities is not involved with the management or operation of
such competitor or supplier;

(iD owns, directly or indirectly, in whole or in part, or has any
other interest in any material tangible or intangible property which the
Companies use or have used in the conduct of the Business or otherwise; or

(iiD has outstanding any Indebtedness to the Companies.

(b) Except as disclosed in Section3.23(b) of the Disclosure Schedule, none of
the Companies has any Liability or any other material obligation of any nature
whatsoever to, any officer or director of the Companies, or, to the knowledge of
BCBSMT, to his or her spouse or parent, sibling or lineal descendants (in each case,

whether by birth or adoption) other than base salary, annual bonus and Plan benefit
compensation obligations incurred in the ordinary course of business, and reimbursable
business expenses incurred by them in the ordinary course of business.

(c) Except as disclosed in Section 3.23(c) of the Disclosure Schedule, to the
knowledge of BCBSMT, no director, offrcer, agent or employee of any of the

Companies, or any member of the family of such director, officer, agent or employee has,

directly or indirectly received, or will directly or indirectly receive, any fee, commission,
compensation or other consideration whatsoever from the Companies for in any manner
aiding, promoting or assisting in the fulfillment of this Agreement, except as may be

disclosed in certificates or affrdavits to be filed with the Montana Department of
Insurance.

Section 3.24 Tax Matters.

Except as disclosed with reasonable specificity on Section 3.24 of the
Disclosure Schedule:
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(a) All Tax Returns required to be filed with respect to the Companies, the
Business and/or the Assets have been timely filed, each such Tax Return is true, correct
and complete in all material respects, and the Companies have paid all Taxes required to
be paid on or before the due date for payment thereof.

(b) The Companies have withheld and paid all Taxes required to have been
withheld and paid in connection with any amounts paid or owing to any employee,
independent contractor, creditor, stockholder, or other third party, and all Forms W-2 and
1099 required to be filed with respect thereto have been properly completed and timely
filed.

(c) No Tax Proceedings are pending, in progress, or, to the knowledge of
BCBSMT, threatened with respect to either of the Companies.

(d) No adjustment, deficiency, assessment, or claim in respect of any Tax has

been proposed, made, asserted or, to the knowledge of BCBSMT, threatened, against any
Company, and neither Company has waived any statute of limitations in respect of any
Taxes or agreed to any extension of time with respect to a Tax assessment or deficiency.

(e) There are no Encumbrances for Taxes on any assets or income of either of
the Companies other than Permitted Encumbrances.

(0 Neither Company is required to file Tax Returns in any state (or
subdivision thereof; other than Montana, and no claim has ever been made by a

Governmental Authority in a jurisdiction in which either Company does not file Tax
Returns that such Company is or may be subject to taxation by the jurisdiction.

(g) Neither Company has participated in any "reportable transaction" within
the meaning of Section6707A(cXl) of the Code and Section 1.6011-4(b) of the Treasury
Regulations.

(h) Neither Company (i) has ever been a member of an "affiliated group"
withinthe meaning of Section 1504(a) of the Code filing a consolidated federal income
Tax Return (or any similar provision of state, local or foreign Law) other than such an
"affiliated group" with respect to which BCBSMT was the common parent or (ii) has any
liability for the Taxes of any Person under Section 1.1502-6 of the Treasury Regulations
(or any similar provision of state, local, or non-U.S. Law), as a transferee or successor, by
contract, or otherwise.

(D Neither Company has participated in or cooperated with an intemational
boycott within the meaning of Section999 of the Code.

0) No material change has occurred in the operations of any Company or in
its structure (in each such case, within the meaning of Section 833(c)(2)(C) of the Code)
after August 16, 1986.

(k) Each of the high deductible health plans that any of the Companies
administers, insures, and/or markets, or that any of the Companies sponsors for its
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employees, and the spouses and dependents of its employees, as compatible with health
savings accounts as defined in Section 223(d) of the Code) (each such plan, an "HSA
qualified HDHP") satisfies the requirements of Sections 223(c)(2) and 223(9) of the

Code. Any such HSA qualified HDHP provides a preventive drug benefit that is exempt
from the health plan's deductible satisfies the requirements for the safe harbor set forth in
Section 223(c)(2)(C) of the Code.

0) Health-e-Web will not be required to include any item of income in, or
exclude any item of deduction from, taxable income for any taxable period (or portion
thereof) beginning after the Closing Date as a result of any (i) change in method of
accounting for a taxable period ending on or prior to the Closing Date, (ii) "closing
agreement" as described in Section 7l2I of the Code (or any corresponding or similar
provision of state, local, or non-U.S. income Tax Law) executed on or prior to the

Closing Date, (iii) intercompany transaction or excess loss account described in Treasury
Regulations under Section 1502 of the Code (or any corresponding or similarprovision
of state, local, or non-U.S. income Tax Law) (iv) any use of an improper method of
accounting for a taxable period ending on or prior to the Closing Date, (v) installment
sale or open transaction disposition made on or prior to the Closing Date, (vi) prepaid
amount received on or prior to the Closing Date, or (vii) election under Section 108(i) of
the Code.

(m) Health-e-Web has not (i) requested or received any private letter ruling
from the IRS (or any comparable ruling from any other Governmental Authority) or (ii)
granted any power of attomey with respect to any Tax matter that has not expired or been
revoked.

(n) No payments made to or on behalf of any service provider in connection
with the transactions contemplated by this Agreement will be subject to the excise Tax
imposed under Section 4999 of the Code.

Section 3.25 Insurance.

(a) Section 3.25(a) of the Disclosure Schedule sets forth the following
information with respect to each material insurance policy (including policies providing
property, casualty, liability, workers' compensation, and bond and surety arrangements)

under which any of the Companies has been an insured, a named insured or otherwise the
principal beneficiary of coverage, which policy covers occurrences or claims made as of
or during the three (3) years preceding the date hereof:

(D the name of the insurer and the names of the principal insured
and each named insured;

(ii) the policy number and the period of coverage; and

(iii) the type, scope (including an indication of whether the
coverage was on a claims made, occulTence or other basis) and amount of
coverage.
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(b) With respect to each such insurance policy: (i) to the knowledge of
BCBSMT, the policy is legal, valid, binding and enforceable in accordance with its terms
in all material respects (except that such enforcement may be subject to (A) bankruptcy,
insolvency, reorganization, moratorium, or similar Laws affecting or relating to the
enforcement of creditors' rights generally, (B) applicable insurance company
delinquency, rehabilitation and liquidation Laws and (C) general equitable principles)
and except for policies that have expired under their terms in the ordinary course, is in
full force and effect; and (ii) none of the Companies is in breach or default in any
material respect (including any breach or default with respect to the payment of
premiums or the giving of notice), and no event has occurred which, with notice or the
lapse of time, would constitute such a breach or default or permit termination or
modification under the policy.

(c) Section 3.25(c) of the Disclosure Schedule sets forth all material risks
against which any of the Companies is self-insured or which are covered under any risk
retention program in which any of the Companies participates and details for the last five
(5) years of the Companies' loss experience with respect to such risks.

(d) At no time subsequent to January 1,2009 has any of the Companies (i)
been denied any insurance or indemnity bond coverage which it has requested, (ii) failed
to have its material assets and risks covered by valid insurance policies issued by
responsible insurance companies in types and amounts of coverage that are commercially
reasonable for companies engaged in businesses similar to the Business, (iii) made any
material reduction in the scope or amount of its insurance coverage, (iv) been notified in
writing that any existing material insurance coverage will not be available in the future
substantially on the same terms as are now in effect, or (v) suffered any extraordinary
increase in premium for renewed coverage. Since January 1,2009, no insurance carrier
has canceled, failed to renew or reduced any insurance coverage for any of the
Companies or given any notice or other indication of its intention to cancel, not renew or
reduce any such coverage.

(e) At the time of the Closing, all material insurance policies currently in
effect or comparable replacement policies will be outstanding and duly in force.

Section 3.26 Accounts: Lockboxes: Safe Deposit Boxes: Powers of Attomey.
Section 3.26 of the Disclosure Schedule is a true and complete list of (i) the names of each bank,
savings and loan association, securities or commodities broker or other financial institution in
which any of the Companies has an account, including cash contribution accounts, and the names
ofall persons authorized to draw thereon or have access thereto, (ii) the location ofall lockboxes
and safe deposit boxes of the Companies and the names of all Persons authorized to draw thereon
or have access thereto, and (iii) the names of all Persons, if any, holding powers of attomey from
any of the Companies relating to the Business or the Companies.

Section 3.27 Brokers. Except as set forth in Section 3.27 of the Disclosure
Schedule, no broker, finder or investment banker is entitled to any brokerage, finder's or other
fee or commission in connection with the transactions contemplated by this Agreement or the
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other Transaction Documents based upon arrangements made by or on behalf of either of the

Companies.

Section 3.28 Arrangements for Reinsurance and Stop-Loss Insurance. Except

as set forth in Section 3.28 of the Disclosure Schedule, to the knowledge of BCBSMT, none of
the Companies has any liability on the date of this Agreement under any stop-loss or reinsurance

arrangements for the benefit of any self-funded employer accounts, except as to defined

retentions.

Section 3.29 Brokers and Agents: Fronting. To BCBSMT's knowledge, no

broker/agent through which any of the Companies places or sells products who is among the top
frfty (50) brokers/agents based on annual commission volume has indicated any unwillingness to
participate with Purchaser in connection with the Business. Except as indicated in Section 3.29

of the Disclosure Schedule, none of the Companies is a party to any pools or fronting,
quota-sharing or similar agreement to place or sell insurance for the full or partial benefit of any

other insurance company.

Section 3.30 Medicare Secondary Payor Rules. Except as set forth in Section

3.30 of the Disclosure Schedule, without in any way limiting the generality of other

representations and warranties made herein by BCBSMT, all actions taken or failed to have been

taken by the Companies or their respective agents in connection with the insuring or
administration of healthcare plans maintained for the Companies' employer clients or other

clients have been taken or omitted in compliance in all material respects with the so-called

"Medicare Secondary Payor Rules," and all applicable federal Laws, as supplemented by the

regulations of the Department of Health and Human Services, concerning Medicare Secondary

Payor liability ("secondary Payor Rules"); no healthcare plan administered or insured by any of
the Companies has any liability of any nature (including but not limited to any liability under the

Code, ERISA, the Social Security Act and Age Discrimination in Employment Act) to the

United States of America or to any other Person with respect to the Secondary Payor Rules.

None of the Companies nor any of their respective agents have incurred any liability with respect

to acts taken or omitted prior to Closing under existing or prior contracts with its employer

clients or other clients for any excise tax liability under Section 5000 of the Code.

Section 3.31 Reinsurance and Coinsurance. Section 3.31 of the Disclosure

Schedule contains a list of all reinsurance or coinsurance treaties or agreements, including
retrocessional agreements, to which any of the Companies is a party or under which either

Company has any existing rights, obligations or liabilities ("Reinsurance"). Except as set forth in
Section 3.31 to the Disclosure Schedule hereto, no insurer or reinsurer or group of affiliated
insurers or reinsurers accounted for either the direction to the Companies or the ceding by the

Companies of insurance or reinsurance business, in either case, in an aggregate amount equal to

two percent or more of the consolidated gross premium income of the Companies taken as a

whole for the year ended December 3I,2011. BCBSMT was entitled to take credit in its
statutory financial statements for the year 20ll in accordance with STAT and applicable Law for
that portion of the Reinsurance as to which credit was taken in such statements. The treaties and

agreements constituting the Reinsurance are in full force and effect in all material respects. The

transactions to be effected under this Agreement will not materially limit the ability of the

Companies to collect any amounts owing under the terms of the Reinsurance.
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ARTICLE IV
REPRESENTATIONS AND WARRANTIES OF PURCHASER

As an inducement to BCBSMT to enter into this Agreement, Purchaser hereby represents
and warrants to BCBSMT that, as of the date of this Agreement and as of the Closing Date:

Section 4.01 Organization and Authoritv of Purchaser. Purchaser is a mutual
insurance company duly organized, validly existing and in good standing under the Laws of the
State of Illinois. Subject to the necessary approvals by Governmental Authorities described in
Article VIII, Purchaser has or will have all necessary corporate power and authority to enter into
this Agreement and the other Transaction Documents, to carry out its obligations hereunder and
thereunder and to consummate the transactions contemplated hereby and thereby. The execution
and delivery of this Agreement and the other Transaction Documents have been duly authorized
by all requisite corporate action on the part of Purchaser. This Agreement has been, and upon
their execution the Transaction Documents will be, duly executed and delivered by Purchaser,
and (assuming due authorization, execution and delivery by BCBSMT) this Agreement
constitutes, and upon their execution the Transaction Documents will constitute, legal, valid and
binding obligations of Purchaser, enforceable against Purchaser in accordance with their
respective terms, except that such enforcement may be subject to (i) bankruptcy, insolvency,
reorganization, moratorium or other similar Laws affecting or relating to the enforcement of
creditors' rights generally, (ii) applicable insurance company delinquency; rehabilitation and
liquidation Laws and (iii) general equitable principles.

Section 4.O2 No Conflict. Assuming compliance with the requirements of the
HSR Act, except as may result from any facts or circumstances relating solely to BCBSMT, the
execution, delivery and performance of this Agreement and the other Transaction Documents by
Purchaser do not and will not (a) violate, conflict with or result in the breach of any provision of
the Articles of Incorporation or By-laws of Purchaser, (b) conflict with or violate any Law or
Governmental Order applicable to Purchaser, or (c) except as set forth on Section 4.02 of the
Disclosure Schedule, conflict with, or result in any breach of, constitute a default (or event which
with the giving of notice or lapse of time, or both, would become a default) 'under, require any
consent under, or give to others any rights of termination, amendment, acceleration, suspension,
revocation or cancellation ol or result in the creation of any Encumbrance on any of the assets or
properties of Purchaser pursuant to, any note, bond, mortgage or indenture, contract, agreement,
lease, sublease, license, permit, franchise or other instrument or arrangement to which Purchaser
is a party or by which any of such assets or properties is bound or affected, which, in the cases of
clauses (b) and (c), would have a material adverse effect on the ability of Purchaser to
consummate the transactions contemplated by this Agreement or by the Transaction Documents.

Section 4.03 Brokers. No broker, finder or investment banker is entitled to any
brokerage, finder's or other fee or commission in connection with the transactions contemplated
by this Agreement based upon arrangements made by or on behalf of Purchaser.

Section 4.04 No Pecuniary Interest. To Purchaser's knowledge, no director,
officer, agent or employee of Purchaser, or any member of the family of such, director, officer,
agent or employee, has directly or indirectly received, or will directly or indirectly receive, any
fee, commission, compensation or other consideration whatsoever for in any manner aiding,
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promoting or assisting in the fulfillment of this Agreement, except as may be disclosed in
certificates or affidavits to be filed with the Illinois Insurance Department and the Montana
Department of Insurance.

Section 4.05 Consents and Approvals of Governmental Authorities. Except for:
(i) the filing of appropriate documents to effect the transactions contemplated herein as required
by the Laws of the State of Montana, (ii) the approval of the Montana Department of Insurance
and the Montana Department of Justice (including approvals of such matters as (x) the
transactions contemplated herein, (y) any approvals or permits necessary to allow Purchaser to
continue to issue the same Insurance Contracts, and to continue to use the same rate structure,
cunently used or available to BCBSMT (including HMO and TPA licenses), and (z) approvals
of management or administrative agreements), and such other Governmental Authorities as have
jurisdiction' over BCBSMT, and the Illinois Insurance Department and the Texas Department of
Insurance, and (iii) the filing of a Pre-Merger Notification pursuant to the HSR Act, if applicable,
and the consents and approvals listed in Section 4.05 of the Disclosure Schedule, no consent,
approval or authorization of, or declaration, filing or registration with, any Governmental
Authority is required to be obtained or made by Purchaser in connection with the execution,
delivery and performance of this Agreement and the other Transaction Documents and the
transactions contemplated herein and therein by Purchaser, except such as would not,
individually or in the aggregate, reasonably be expected to have a material adverse effect on
Purchaser's ability to consummate the transactions contemplated by this Agreement.

Section 4.06 Financial Statements. True and complete copies of (i) the audited
STAT balance sheets of Purchaser for each of the two (2) fiscal years ended as of December 31,
2010 and December 31, 2011, and the related audited STAT statements of income, retained
earnings, and changes in financial position, together with all related notes and schedules thereto,
accompanied by the reports thereon of Purchaser's Accountants and (iD the unaudited STAT
financial statements for Purchaser for the period ended September 30,2012, have been delivered
by Purchaser to BCBSMT (collectively referred to herein as the "Purchaser Financial
Statements"). The Purchaser Financial Statements (i) present fairly and accurately in all material
respects the financial condition and results of operations of Purchaser as of the dates thereof or
for the periods covered thereby, and (ii) have been prepared in accordance with STAT, applied
on a basis consistent with past practices and throughout the periods involved. Since December
31,2011, no event has occurred that would, individually or in the aggregate, reasonably be
expected to have a material adverse effect on Purchaser's ability to consummate the transactions
contemplated by this Agreement.

Section4.OT InvestmentRepresentations.

(a) Purchaser is acquiring the HeW Shares for its own account for investment
and not for distribution, assignment or resale to others.

(b) Purchaser understands that the HeW Shares have not been registered under
the Act in reliance upon an exemption therefrom for nonpublic offerings, and understands
that the HeW Shares may not be sold or otherwise transferred unless such sale or other
transfer is registered under the Act or an exemption from registration is available, and a
legend evidencing such restrictions will be placed on such shares.
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(c) Purchaser is, and as of the Closing Date will be, an "accredited investor"
within the meaning given such term in Regulation D promulgated under the Act.

(d) Purchaser either by itself or with the assistance of financial advisors
employed by it has sufficient knowledge and experience to evaluate the merits and bear
the economic risks of an investment in the HeW Shares.

Section 4.08 Financing. Purchaser has suffrcient funds or financing
commitments to permit Purchaser to consummate the transaction contemplated by this
Agreement.

Section 5.Ol

ARTICLE V
ADDITIONAL AGREEMENTS

Conduct of Business Prior to the Closing.

(a) BCBSMT covenants and agrees that, except with the prior approval of
Purchaser, between the Execution Date and the Closing, the Companies shall conduct the
Business only in the ordinary course and either consistent with the Companies' prior
practice or pursuant to Customary Actions. Without limiting the generality of the
foregoing, the Companies shall use corlmercially reasonable efforts to: (i) continue their
advertising and promotional activities in accordance with past practice or pursuant to
Customary Actions; (ii) not materially shorten or lengthen the customary payment cycles
for any 'of their payables or receivables; (iii) (A) preserve intact their business
organization and the business organization of the Business, (B) keep available to
Purchaser the services of the employees of the Companies, (C) continue in full force and
effect without material modification all existing insurance policies currently maintained
in respect of the Companies and the Business, and (D) preserve their current
relationships, in all material respects, with their customers, suppliers, producers, agents,
brokers, providers, Vendors and other persons with which they have significant business
relationships; (iv) exercise, but only after notice to Purchaser and receipt of Purchaser's
prior written approval, any rights of renewal pwsuant to the terms of any of the leases or
subleases set forth in Section 3.15(b) of the Disclosure Schedule which by their terms
would otherwise expire; and (v) not engage in any practice, take any action, fail to take
any action or enter into any transaction which would reasonably be expected to cause any
representation or warranty of BCBSMT to be untrue in any material respect at any time
prior to the Closing Date, or result in a breach in any material respect of any covenant
made by BCBSMT in this Agreement.

(b) Except in the ordinary course and either consistent with past practice or
pursuant to Customary Actions, BCBSMT covenants and agrees that, after the Execution
Date and prior to the Closing, without the prior written consent of Purchaser, BCBSMT
will not do any of the things enumerated in clauses (i) through (xxi) and (xxiii) through
(xxvi) in the second sentence of Section 3.09(b), except as set forth on Section 5.01(b) of
the Disclosure Schedule.
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(c) Promptly following execution of this Agreement, BCBSMT will cooperate
with Purchaser in planning for the combination and integration of the businesses.

BCBSMT shall advise Purchaser of the status of achieving BCBSMT's then current
business plan (as has been presented to Purchaser), including all of the material
components thereof, such as sales, emollment, revenues, investment income, quarterly
claim trends, medical loss ratio, administrative expenses, net income, reserves and
statutory capital (as indicated on the quarterly balance sheet). BCBSMT will also keep
Purchaser informed and consult with Purchaser about its general rating, rate formulations,
pricing, product forms, product offerings and purchasing policies, as well as the
applicable trends and retention experience arising from BCBSMT's business planning
and underwriting process.

(d) For purposes of this Agreement, a "Customar.y Action" means an action
taken that occurs in the ordinary course of the relevant Person's business and where the
taking of such action is generally recognized as being customary for enterprises of similar
size and scope in such Person's line of business.

Section 5-O2 Access to Information.

(a) From the Execution Date until the Closing, upon reasonable notice, and
subject to attorney/client privilege, BCBSMT shall, and shall cause each of its
Subsidiaries, officers, directors, employees, agents, accountants and counsel to: (i) afford
the officers, employees and authorized agents, accountants, counsel, and representatives
of Purchaser reasonable access, during normal business hours, to the offices, properties,
other facilities, books and records of the Companies including, without limitation,
customer lists and contracts, membership lists, claims data, employee and benefits files,
and relevant provider information, and to those officers, directors, employees, agents,
accountants and counsel of the Companies who have any knowledge relating to the
Companies or the Business, (ii) furnish to the officers, employees and authorized agents,
accountants, counsel, and representatives of Purchaser such additional financial and
operating data and other information regarding the Business and the assets, properties and
goodwill of the Companies as Purchaser may from time to time reasonably request, and
(iii) cooperate with and assist Purchaser in planning and preparing for post-Closing
operations, including without limitation matters relating to customer and employee
retention.

(b) For a period of six (6) years (or such longer period as may be reasonably
necessary to assist BCBSMT in the winding-up of its business and affairs (including
payment of the Excluded Liabilities), but in any event, not more than ten (10) years) after
the Closing Date, Purchaser shall (i) retain the books and records of the Companies
which are transferred to Purchaser pursuant to this Agreement relating to periods prior to
the Closing in a manner reasonably consistent with the prior practices of the Companies,
and (ii) upon reasonable notice, afford the officers, employees and authorized agents and
representatives of BCBSMT reasonable access (including the right to make, at
BCBSMT's expense, photocopies), during normal business hours, to such books and
records, in each case, to the extent necessary for BCBSMT to wind-up its business and
affairs (including payment of the Excluded Liabilities).
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Section 5.03 Confidentiality. Except for disclosures made in accordance with
Section 5.07(b), BCBSMT agrees to, and will cause its Subsidiaries, its agents, representatives,

Affiliates, employees, officers and directors to: (i) treat and hold as confidential (and not disclose
or provide access to any Person to) all information relating to trade secrets, processes, patent or
trademark applications, product development, price, customer and supplier lists, pricing and

marketing plans, policies and strategies, operations methods, product development techniques,
business acquisition plans, new personnel acquisition plans and any other confidential
information with respect to the Business, the Companies, or Purchaser and Purchaser's business,
(ii) in the event that any of the Companies or any such agent, representative, Affiliate, employee,
officer or director becomes legally compelled to disclose any such information, provide
Purchaser with prompt written notice of such requirement so that Purchaser may seek a
protective order or other remedy or waive compliance with this Section 5.03, (iii) in the event
that such protective order or other remedy is not obtained, or Purchaser waives compliance with
this Section 5.03, furnish only that portion of such confidential information which is legally
required to be provided and exercise its reasonable best efforts to obtain assurances that
confidential treatment will be accorded such information; and (iv) promptly furnish (at or as soon

as practicable following the Closing or the termination of this Agreement) to Purchaser any and

all copies (in whatever form or medium) of all such confidential information which relates to the
Purchaser or the Purchaser's business then in the possession of the Companies or any of their
respective agents, representatives, Affiliates, employees, officers and directors and destroy any
and all additional copies then in the possession of the Companies or any of their respective
agents, representatives, Affiliates, employees, officers and directors of such information and of
any analyses, compilations, studies or other documents prepared, in whole or in part, on the basis

thereof; plqvi,ded, however, that BCBSMT may retain one copy of all such information for
transaction archival pufposes, and that this sentence shall not apply to any information that, at

the time of disclosure, is available publicly and was not disclosed in breach of this Agreement by
any of the Companies, their respective agents, representatives, Affrliates, employees, officers or
directors; and provided further that specific information shall not be deemed to be within the
foregoing exception merely because it is embraced in general disclosures in the public domain.
In addition, ffiy combination of features shall not be deemed to be within the foregoing
exception merely because the individual features are in the public domain unless the combination
itself and its principle of operation are in the public domain. BCBSMT agrees and acknowledges
that remedies at Law for any breach of its obligations under this Section 5.03 are inadequate and

that in addition thereto Purchaser shall be entitled to seek equitable relief, including injunction
and specific performance, in the event of any such breach, without the necessity of
demonstrating the inadequacy of money damages. Until the Closing, BCBSMT and Purchaser

shall continue to abide by the Confidentiality Agreement.

Section 5.O4 Regulatory and Other Authorizations; Notices and Consents.

(a) Without limiting the generality or effect of any other provision hereof,
each of the parties will use commercially reasonable efforts to take, or cause to be taken,
all reasonable actions, and to do or cause to be done, and to assist and cooperate with the
other party in doing, all things reasonable, necessary or advisable, and proper to
consummate and make effective, in the most expeditious mtrnner practicable, the
transactions contemplated by this Agreement, including (i) the obtaining of all necessary
actions or nonactions, waivers, consents and approvals from Governmental Authorities
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and the making of all necessary registrations and filings (including those referred to in
Section 3.05 and Section 4.05), and the taking of all reasonable steps as may be necessary
to obtain approval or waiver from, or to avoid an Action or proceeding by, any
Governmental Authority, (ii) the obtaining of all necessary. consents, approvals or
waivers from third parties, (iii) the defending of any lawsuits or other legal proceedings,
whether judicial or administrative, challenging this Agreement or the consummation of
the transactions contemplated by this Agreement, including seeking to have any stay or
temporary restraining order entered by any court or other Govemmental Authority
vacated or reversed, and (iv) the execution and delivery of any additional instruments
necessary to consummate the transactions contemplated by, and to fully carry out the
purposes of, this Agreement; provided that the forgoing shall not require either party to
consent to any Burdensome Condition. Without limiting the generality of this paragraph
(a), the parties agree to the allocation of principal responsibilities set forth in paragraphs
(b) through (d) as follows:

(b) HSR. Each party hereto agrees to make an appropriate filing pursuant to
the HSR Act, if applicable, with respect to the transactions contemplated by this
Agreement on or prior to a date to be mutually agreed by the parties, and, thereafter, to
supply as promptly as practicable to the appropriate Governmental Authorities any
additional information and documentary material that may be requested pursuant to the
HSR AcL

(c) Conversion Transaction Filing. The parties shall jointly prepare and file
the Montana Conversion Transaction regulatory filings and other regulatory filings in
connection with this Agreement and the transactions contemplated hereby, and shall
coordinate the conduct of the hearing before the Montana Department of Insurance and
Montana Attorney General in connection with such filings.

(d) Third Party Consents. BCBSMT shall give promptly such notices to third
parties and use its commercially reasonable efforts to obtain such third party consents as

Purchaser may reasonably deem necessary in connection with the transactions
contemplated by this Agreement. If such consent, approval or authorization cannot be

obtained, BCBSMT will use commercially reasonable efforts to provide Purchaser with
the rights and benefits of the affected lease, license, contract, commitment or other
agreement or alTangement for the term of such lease, license, contract or other agreement
or iurangement, and, if BCBSMT provides such rights and benefits, Purchaser shall
assume the obligations and burdens thereunder. Purchaser shall cooperate and use
commercially reasonable efforts to assist BCBSMT in giving such notices and obtaining
such consents; provided, however, that Purchaser shall have no obligation to give any
guarantee or other consideration of any nature in connection with any such notice or
consent or to consent to any change in the terms of any Material Contract which
Purchaser determines in the reasonable exercise of its judgment to be adverse to the
interests of Purchaser or the Business.

(e) Regulatory Discussions. Each party shall exercise its reasonable best
efforts to, (i) in advance of any scheduled discussions or meetings with any relevant
Government Authority regarding the transactions contemplated herein or other
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transactions material to the Business, advise the other party of the issues it believes are

likely to be discussed in such discussions or meetings (and the participants in such
discussions or meetings) and consult with the other party as to the other party's views on
such issues, and (ii) provide to the other party, promptly after any discussion or meeting
with regulatory authorities regarding the transactions contemplated herein or other
transactions material to the Business, a briefing of the issues discussed and the positions
taken by such party and the applicable Government Authority.

Section 5.05 Notice of Developments. Prior to the Closing, each party shall
promptly notify the other in writing of (i) all events, circumstances, facts and occurrences arising
subsequent to the date of this Agreement and known to such party which would reasonably be

expected to result in any material breach of a representation or warranty or covenant of such
party in this Agreement or which would reasonably be expected to have the effect of making any
representation or wa:ranty of such party in this Agreement untrue or incorrect in any material
respect (it being understood and agreed that any such notification shall not have the effect of
modifring the Disclosure Schedules for purposes of determining the accuracy of the
representations and warranties of such party under Section 8.02(b) or Section 8.03(a), as the case

may be, nor have the effect of curing any breach of any representation or warranty for purposes

of Section 9.01 or Section 9.02, as the case may be), and (ii) any written notice or other written
communication from or to any rating agency in connection with this Agreement or the

transactions contemplated hereby, or otherwise, and from or to any Governmental Authority in
connection with this Agreement or the transactions contemplated hereby, and (iii) all other
adverse developments known to such party affecting the assets, Liabilities, business, financial
condition, operations, results of operations, customer or supplier relations or employee relations
of any of the Companies or the Business (other than immaterial items).

Section 5.06 Reinsurance Matters. Each of the parties shall use its reasonable

best efforts, and shall reasonably cooperate with each other in such effons, to obtain
endorsements to each reinsurance agreement or coinsurance treaty or agreement which
constitutes Reinsurance to the extent necessary to add the Purchaser as an additional reinsured
party to such agreements or treaties. Each of such endorsements shall not reduce any rights
under the applicable reinsurance agreement or coinsurance treaty or agreement.

Section 5.O7 No Solicitation or Negotiation.

(a) BCBSMT agrees that, between the Execution Date and the earlier of the

Closing and the termination of this Agreement, none of the Companies nor any of their
respective Affiliates, officers, directors, representatives or agents will (D solicit, initiate
or encourage any other proposals or offers from any Person for an Extraordinary
Business Combination, or (ii) engage in any discussions or negotiations with, or furnish
to any other Person any information with respect to, or otherwise cooperate in any way,
assist or participate in, facilitate or encourage any effort or attempt by any other Person
relating to, an Extraordinary Business Combination. BCBSMT immediately shall cease

and cause to be terminated all existing discussions and negotiations with any Persons

conducted heretofore with respect to an Extraordinary Business Combination. BCBSMT
agrees not to, without the prior written consent of Purchaser, release any Person from, or
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waive any provision of, any confidentiality or standstill agreement to which BCBSMT is
aparty.

(b) Nothing contained in this Section 5.07 or in any other provision of this
Agreement shall prohibit BCBSMT from (i) stating that it is bound by this Agreement,
(ii) making any disclosure of information required by Law (provided BCBSMT uses

commercially reasonable efforts to obtain confidential treatment for such information),
(iii) communicating any information to the Board of Directors, management or advisors
of any of the Companies, or (iv) to the extent required to comport with the exercise of the

fiduciary duties of the Board of Directors of BCBSMT (after consultation with its outside

counsel and financial advisors), providing non-public information regarding the

Companies to, or negotiating with, any third party (provided such party is subject to an

executed confidentiality agreement) that makes, or expresses in writing an interest in
making, an unsolicited proposal for an Extraordinary Business Combination if the Board

of Directors of BCBSMT shall have determined in its good faith reasonable judgment,

after consultation with its outside legal counsel and financial advisors, that its statutory or
fiduciary duties require it to provide non-public information to and pursue negotiations
with such third party to determine if the unsolicited proposal or the written expression of
an interest therein for an Extraordinary Business Combination is a Superior Proposal.
Notwithstanding the foregoing provisions of this Section 5.07(b), neither BCBSMT nor
its Board of Directors may terminate this Agreement except in accordance with the terms

of Article X.

(c) From the Execution Date hereof until the earlier of the Closing Date or the
termination of this Agreement, BCBSMT shall notify Purchaser (in accordance with
Section I 1.02 hereof) promptly (and in any event within forty-eight (48) hours) after

receipt of a written proposal or offer for an Extraordinary Business Combination, and

shall, in any such notice to Purchaser, indicate in reasonable detail the identity of the
Person making such proposal or offer and the terms and conditions of such proposal or
offer. BCBSMT will keep Purchaser fully informed of the status and details (including
amendments or proposed amendments) of any such proposal or offer.

Section 5.08 Termination Fees.

(a) In the event that this Agreement is terminated pursuant to Section 10.01(a)

or Section 10.01(c) BCBSMT shall pay to Purchaser, by wire transfer of immediately
available funds, an amount equal to 3o/o of the Purchase Price (the "Termination Fee") (i)
if terminated pursuant to Section 10.01(c), then at the time of the termination of this
Agreement, and (ii) if within 2 years from the date this Agreement is terminated pursuant

to Section 10.01(a), BCBSMT enters into an agreement providing for or consummates an

Extraordinary Business Combination with a party other than Purchaser (a "Third Party

Transaction"), then upon the consummation of the Third Party Transaction. No
Termination Fee shall be payable by BCBSMT upon the consummation of a Third Party

Transaction that occurs after the second anniversary of the termination of this Agreement
as described above.
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(b) The payment of fees provided for in Section 5.08(a) shall not in any way
limit any remedies against BCBSMT under this Agreement for breach of any covenant,
representation or warranty of this Agreement by BCBSMT, and Purchaser reserves its
rights to pursue its remedies, at Law or in equity, against BCBSMT therefor. BCBSMT
acknowledges that the agreements contained in this Section 5.08 are an integral part of
the transactions contemplated by this Agreement and are not a penalty, and that, without
these agreements, Purchaser would not enter into this Agreement.

Section 5.O9 Directors.

(a) At least 90 days prior to the Purchaser's first annual members' meeting
after the Closing Date, BCBSMT will deliver to the Purchaser a list of four (4) candidates
to be considered for nomination and election to the Purchaser's Board of Directors.
Purchaser will use its reasonable best efforts (including the voting of proxies held by
Purchaser's management) to cause one (1) of such candidates to be nominated and
elected to the Board of Directors of Purchaser for a three year term at Purchaser's first
annual members' meeting after the Closing Date. The nomination and election of this
individual is subject to Purchaser's by-laws and corporate policies relevant to director
qualifications.

(b) After the Closing, Purchaser will create a local advisory board having a

majority of Montana residents to provide advice, consultation and recommendations to
Purchaser's Board of Directors on matters relating to Purchaser's Montana business.

(c) Notwithstanding anything to the contrary in this Agreement, the Purchaser
is not assuming, and will not become subject to any corporate governance, board
composition or other similar requirements governing BCBSMT or any of the Retained
Subsidiaries.

Section 5.10 Use of Proceeds: Contribution.

(a) The Purchase Price shall be paid to BCBSMT (or if required, the
Foundation).

(b) Purchaser shall have no other responsibility or obligation whatsoever to
make a contribution or other payment to the Foundation.

Section 5.11 HeW Shares; WPMI Shares. Prior to the Closing, BCBSMT shall
cause Combined Benefits Management, Inc. to distribute, sell or otherwise transfer the HeW
Shares and the WPMI Shares to BCBSMT. Any obligation of BCBSMT to pay for or otherwise
purchase or provide value for the HeW Shares and the WPMI Shares (and any Taxes arising with
respect thereto) shall be an Excluded Liability.

Section 5.12 Further Action.

(a) Each ofthe parties hereto shall use all reasonable efforts to take, or cause

to be taken, all appropriate action, do or cause to be done all things necessary, proper or
advisable under applicable Laws, and execute and deliver such documents and other
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papers, as may be required to carry out the provisions of this Agreement and consummate
and make effective the transactions contemplated by this Agreement.

(b) At the request of Purchaser, BCBSMT shall reasonably cooperate with,
and use reasonable best efforts to assist, Purchaser in recovering under the insurance
policies of BCBSMT for claims with respect to the Business existing or arising from any
past acts or events occwring or failing to occur or alleged to have occurred or to have

failed to occur (including loss under property insurance coverage) prior to the Closing or
any conditions existing or alleged to have existed prior to the Closing. Additionally,
BCBSMT shall use reasonable best efforts, subject to the terms of such insurance policies
of BCBSMT, to preserve and retain the right to make claims and receive recoveries under
such insurance policies of BCBSMT for the benefit of BCBSMT and/or Purchaser under
any such insurance policy of BCBSMT maintained as of the date hereof by either
BCBSMT or its Affrliates covering any loss, liability, damage or expense (to the full
extent of the existing coverage) relating to the Assets, the Business, or the Assumed
Liabilities that relates to or arises out of occurrences prior to the Closing.

Section 5.13 Risht to Match Offer After Termination of Agreement.

(a) During the term of this Agreement, BCBSMT shall comply with the

provisions of Section 5.07 relating to an Extraordinary Business Combination. This
Section 5.13 shall apply from and after the effective date of the termination of this
Agreement for any reason except a termination of this Agreement by BCBSMT pursuant
to Section 10.01(b) or Section 10.01(c) (after payment to Purchaser of the Termination
Fee described in Section 5.08(a)) made in accordance with and subject to BCBSMT's
compliance with the requirements applicable to such termination. Except as provided in
the preceding sentence, this Section 5.13 shall survive termination of this Agreement
until the third anniversary of the termination hereof.

(b) BCBSMT shall not enter into a commitment with a third party with regard
to the terms of an Extraordinary Business Combination within one hundred eighty (180)

days following the effective date of the termination of this Agreement other than with
respect to a termination pursuant to Section 10.01(b) or Section 10.01(c) (the "Initial
Period") unless notice of the proposed terms thereof (an "Option Notice") is delivered to
Purchaser. The Option Notice shall state the name of the third party, the nature of the

Extraordinary Business Combination, the Aggregate Consideration and all other material
terms of the proposed Extraordinary Business Combination. BCBSMT shall give
Purchaser the first option to consummate the Extraordinary Business Combination at

100% of the Aggregate Consideration and otherwise substantially on the terms contained
in the Option Notice. Purchaser shall have thirty (30) days from its receipt of the Option
Notice to exercise its option, in which case BCBSMT shall conclude an agreement on
such terms with Purchaser. Alternatively, Purchaser may elect not to exercise its option
by giving BCBSMT written notice within such 30-day period of such declination. The
failure of Purchaser to give timely written notice to BCBSMT of Purchaser's exercise of
its option shall be deemed to be a declination of the option by Purchaser. If BCBSMT
and the third party do not enter into such a definitive agreement for the Extraordinary
Business Combination proposed in the Option Notice within sixty (60) days following
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Purchaser's actual or deemed declination of its option, BCBSMT shall again be subject to
the terms and conditions of this Section 5.13.

(c) If an Option Notice is not delivered to Purchaser during the Initial Period
or if an Option Notice is delivered within such time but a definitive agreement for the
Extraordinary Business Combination on the terms specified in the Option Notice is not
thereafter executed by BCBSMT and the third party within the time provided for in
paragraph (b) above, then, until the third (3rd) anniversary ofthe effective date ofsuch
termination, Purchaser shall have the following continuing right of first refusal with
respect to Extraordinary Business Combinations proposed after the expiration of the
Initial Period. In such event, an Option Notice shall be delivered to Purchaser by
BCBSMT after the expiration of the Initial Period when BCBSMT reaches acceptable
terms regarding an Extraordinary Business Combination with a third party, and shall state

the name of the third party, the nature of the Extraordinary Business Combination, the
Aggregate Consideration and all other material terms of the proposed Extraordinary
Business Combination. BCBSMT shall give Purchaser the first option to consummate
the Extraordinary Business Combination substantially on the terms contained in the
Option Notice; provided that the Aggregate Consideration payable by Purchaser shall be
lI0% of the Aggregate Consideration set forth in the Option Notice. Purchaser shall
have thirty (30) days from its receipt of the Option Notice to exercise its option, in which
case BCBSMT shall execute an agreement on such terms with Purchaser. Alternatively,
Purchaser may elect not to exercise its option. The failure of Purchaser to give timely
written notice to BCBSMT of Purchaser's exercise of its option shall be deemed to be a
declination of the option by Purchaser. If BCBSMT and the third party do not enter into
a definitive agreement for the Extraordinary Business Combination within sixty (60) days
following Purchaser's actual or deemed declination of its option, BCBSMT shall again be
subject to the terms and conditions of this Section 5.13.

(d) Nothing in this Section 5.13 shall limit or relieve BCBSMT of its
obligation to pay the Termination Fee pursuant to, and on the conditions set forth in,
Section 5.08.

Section 5.14 Disclosure Addendum. Until the Closing, BCBSMT shall, on the
first Business Day of each calendar quarter and on the Business Day immediately prior to the
Closing Date, deliver to Purchaser an addendum to the Disclosure Schedule to update the
Disclosure Schedules delivered concurrently with the execution and delivery of this Agreement
so that the Disclosure Schedules, together with the addenda, are accurate as of the date of such
delivery (it being understood and agreed that the delivery of such quarterly addenda shall in no
way affect BCBSMT's obligations pursuant to Section 5.05). Such addenda shall not have the
effect of modifying the Disclosure Schedules for purposes of determining the accuracy of the
representations and warranties of BCBSMT under Section 8.03(a) nor have the effect of curing
any breach of any representation or warranty for purposes of Section 9.01.

Section 5.15 Statutory Insurance Statements. Between the date of this
Agreement and the Closing Date, BCBSMT shall deliver to Purchaser all annual and quarterly
financial statements of BCBSMT, prepared in accordance with STAT, required to be filed with
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the governmental authority regulating insurance in the State of Montana promptly after filing
such statements with the State of Montana.

Section 5. 16 Intercompany Arrangements. Prior to the Closing and without any
liability to Purchaser or HeW, BCBSMT shall terminate, or cause to be terminated, any contract
or other arrangement between BCBSMT or HeW, on the one hand, and any Retained Subsidiary
(except as set forth in Section 5.16 of the Disclosure Schedule), on the other hand, which
Purchaser shall request to be terminated.

Section 5. l7 Noncompetition. During the period beginning on the Closing Date
and ending 3 years after the Closing Date, BCBSMT and the Retained Subsidiaries, excluding
however Western States Insurance Agency (collectively the "BCBSMT Remaining Entities")
will not directly or indirectly solicit any present or former customers of the Companies, or
engage, whether as principal or as an agent, officer, director, employee, consultant, shareholder

or otherwise, alone or in association or joint venture with any other Person, in any Competing
Business; provided, however, that nothing in this Section 5.17 shall be construed to prohibit or
limit in any way (a) any of the BCBSMT Remaining Entities from owning not more than 5olo

percent of any class of equity securities of any entity that is listed on a national securities
exchange or registered pursuant to the Securities Exchange Act of 1934, as amended, provided
that none of the Remaining Entities participates in the management or operation of such
corporation or (b) any officer or director of BCBSMT from accepting employment with any
Competing Business if such offrcer or director may do so without violating any agreement with
BCBSMT. For purposes of this Agreement, the term "Competing Business" shall mean any type
of insurance, managed care or administrative services that the Companies perform as of the
Closing Date.

Section 5.18 Termination of the Administrative Services Agreement. For the
avoidance of doubt and not in limitation of Section 1 1.06 or any other provision herein or
therein, the Administrative Services Agreement shall terminate in accordance with the terms
thereof upon the Closing.

Section 5.19 Attorney-ClientPrivilege.

Purchaser and BCBSMT will cooperate and work together in a good faith effort to
maintain, for BCBSMT's benefit, the attomey-client privilege and attomey work product status
accorded to documents and files (in paper and electronic form) and legal advice to the extent
relating to (l) Excluded Assets and Excluded Liabilities and (ii) BCBSMT's evaluation and
negotiation of the transactions contemplated by this Agreement. Purchaser and BCBSMT will
cooperate and work together in a good faith effort to maintain, for HCSC's benefit, the attorney-
client privilege and work product status accorded to documents and files (in paper and electronic
form) and legal advice with respect to the Business, the Assets and the Assumed Liabilities
following the Closing.
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ARTICLE VI
EMPLOYEE MATTERS

Section 6.O1 Retained Employees. Effective as of the Closing, Purchaser shall
provide offers of employment to all employees listed on the Employee Roster as of the Closing
Date (the "Retained Employees"). BCBSMT shall (x) on or before December 15,2012, provide
to Purchaser a list of all employees employed by BCBSMT as of the date of this Agreement, and
(y) update such list thereafter to reflect terminations and new hires necessary for the conduct of
the Business, providing such update to Purchaser on or prior to the fifteenth calendar day of each

calendar month until the Closing. With respect to each Retained Employee, Purchaser shall offer
employment at an annual base salary equal to or greater than the annual base salary of such

Retained Employee in effect as of immediately prior to the Closing. Notrarithstanding the
foregoing, Purchaser shall not be obligated to hire any individual receiving long-term disability
benefits from the Companies (the "Excluded Employees").

Section 6.O2 Treatment of Retained Employees in Employee Benefit Plans of
Purchaser.

(a) Effective as of the Closing, Purchaser shall cause all Retained Employees
who accept offers of employment with Purchaser to become eligible to participate in all
employee benefit plans sponsored by Purchaser, except as provided for herein, including
all retirement plans, payroll, welfare, and other benefit programs offered to similarly
situated employees of Purchaser. Purchaser will grant Retained Employees who accept

offers of employment with full credit for all service with the Companies as reflected on
the books and records of the Companies as of the last date of hire for purposes of
eligibility and vesting, but with the exception of paid time off accrual) not benefit
accrual, under Purchaser's retirement plans, welfare plans or other employee benefits and
programs. The rights of Retained Employees to participate in employee benefit plans
maintained by Purchaser and the benefits provided thereunder shall be determined in
accordance with the provisions of such plans and programs. Nothing in this Section 6.02

shall preclude Purchaser from making any amendments or modifications to any such
plans and programs or terminating any such plans or programs consistent with the
provisions of such plans and programs.

(b) Purchaser's cash or deferred compensation arrangement, which is
qualified under Section 401(k) of the Internal Revenue Code shall accept individual
rollover contributions derived from distributions upon separation from service of the
accounts of Retained Employees in the Blue Cross and Blue Shield of Montana Tax-
favored Savings Program, as provided by the relevant sections of such Programs.

Section 6.03 Treatment of BCBSMT Welfare Benefit Plans and Other
Prosrams.

(a) For the Plan Year in which the Closing occurs, Purchaser shall keep in
effect, at Purchaser's sole and absolute discretion either by becoming the policyholder, or
adopting a similar plan or program, substantially similar coverage to that provided by the
BCBSMT group health plan in effect at the time of Closing. The Retained Employees
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shall be permitted, and the parties shall work together, to transfer all deductible and

coinsurance balances under the BCBSMT group health plan in effect at the time of
Closing, and elections and account balances under the BCBSMT health savings account,
flexible spending account, and dependent care account to Purchaser's administrators. No
later than the first Plan Year following the Plan Year in which the Closing occurs,
Retained Employees shall participate in the open enrollment for the Purchaser health
benefit plans and programs that Purchaser generally makes available to its employees
other than Retained Employees. Nothing in this Section 6.03 shall preclude Purchaser
from making any amendments or modifications to any such plans and programs or
terminating any such plans or programs consistent with the provisions of such plans and
programs.

(b) On or before the Closing Date, the Companies shall pay the Retained
Employees the cash value of their accrued balances under the Companies' Earned
Personal Time ("EPT") program, and the EPT program will terminate. The Retained
Employees will transition to Purchaser's Paid Time Off Program in a manner that is
established by the parties and consistent with Montana law.

Section 6.04 Termination of Participation in Employee Benefit Plans. Except as

otherwise provided for herein, as of the Closing Date, BCBSMT shall take such action as

necessary to terminate the Companies participation as a participating employer in all employee
benefit plans that the Companies participated in as a participating employer prior to the Closing
Date except to the extent that it is determined after the Closing that such employee benefrt plans
remain for the benefit of employees who continue in the service of BCBSMT after the Closing
Date.

Section 6.05 BCBSMT's Pension Plan.

(a) On or before Closing, with respect to participants in the Non-Contributory
Retirement Program for Certain Employees of Blue Cross and Blue Shield of Montana,
Inc. ("BCBSMT Pension Plan") who are employed by the Retained Subsidiaries
("Retained Subsidiaries' Employees"), BCBSMT will take all necessary actions, as

acceptable to Purchaser, including adopting plan amendments, to terminate active
participation of Retained Subsidiaries' Employees who are employed on such date.

Purchaser shall have no liabilitv for future accruals for the Retained Subsidiaries'
Employees.

(b) On or before the Closing Date, BCBSMT shall contribute approximately
$27 million (the "Estimated Contribution Amount") to the BCBSMT Pension Plan trust.
The Estimated Contribution Amount has been calculated in accordance with Accounting
Standards Codification (ASC) 715 and has been estimated by the parties as that which is
required to fully fund (i) past benefit accruals for participants in the BCBSMT Pension
Plan, (ii) benefit accruals from the date of this Agreement through December 31,2014 for
participants in the BCBSMT Pension Plan and (iii) post-Closing benefrt accruals for
BCBSMT Pension Plan participants in Group I and Group II in accordance with Section
6.05(c) below (such amount being referred to as the "Full Funding Amount"). The
parties shall calculate and agree on a final calculation of the Full Funding Amount (the
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"Final Contribution Amount") at least l0 days prior to the Closing Date, and BCBSMT
shall contribute immediately available funds equal to the Final Contribution Amount to
the BCBSMT Pension Plan on or prior to the Closing Date. The funding status of the
BCBSMT Pension Plan, taking into account the Final Contribution Amount, shall be

reflected in the Acquired Cash and Investments Schedule to be executed by the Parties at
the Closing and the amount of Acquired Cash and Investments to be transferred to
Purchaser at the Closing. Effective on the Closing Date, Purchaser shall assume the
benefit obligations, assume control of the BCBSMT Pension Plan trust, and take all
actions necessary to become the plan sponsor of the BCBSMT Pension Plan.

(c) After becoming the plan sponsor of the BCBSMT Pension Plan,
Purchaser may, in its sole and absolute discretion, merge the BCBSMT Pension Plan into
the Purchaser's pension plan and, irrespective of whether such merger is implemented,
shall utilize a three-tiered transition approach to provide the following post-closing
benefit accruals to certain BCBSMT Pension Plan participants based on age and years of
vesting service, as such term is defined under the BSBCMT Pension Plan, as of Closing.
These benefits shall be as follows: (1) Group I, consisting of participants with atleast25
years of vesting service or participants whose age and vesting service equals or exceeds
75, shall continue to eam benefits under the BCBSMT Pension Plan formula in effect as

of Closing and shall accrue such benefit in lieu of any'ocash balance" benefit or any other
defined benefit structure implemented by Purchaser in the future; (2) Group II,
consisting of participants whose age and vesting service equals or exceeds 60 and who do
not qualiS under Group I, shall be entitled to a two-part pension benefit. The first part of
the pension benefit shall be based on the BCBSMT Pension Plan formula in effect as of
Closing with service, compensation, and age taken into account through such date. After
Closing, Group II participants shall no longer accrue any further BCBSMT Pension Plan
benefits, provided, however, age and compensation earned by the participants subsequent
to Closing shall be taken into account in determining each Group II participant's final
accrued benefit under the BCBSMT Pension Plan formula. The second part of the
pension benefit for Group II participants shall consist of benefits which accrue on and
after the Closing under the Purchaser's cash balance formula or any other defined benefit
structure implemented by Purchaser in the future subsequent to the Closing Date; and (3)
Group III, consisting of participants who do not qualifu for Group I or II, shall be entitled
to a benefit based on the BCBSMT Pension Plan formula in effect as of Closing with
service, compensation and age taken into account through the later of such date or
December 3I,2014. After Closing or December 31,2014, as applicable, although age

will be considered in determining each Group III participant's final accrued benefit
equivalent under the BCBSMT Pension Plan formula, Group III participants shall accrue
no further benefit for any service credit or compensation under the BCBSMT Pension
Plan formula, and shall be eligible to participate in the cash balance formula or any other
defined benefit structure implemented by Purchaser in the future.

(d) Except as otherwise provided in this Section 6.05 which is intended to
preserve the BCBSMT Pension Plan formula for the participants as detailed above,
nothing in this Section 6.05 is intended to limit Purchaser's ability or discretion to amend,
modify, revise, terminate or otherwise change its pension plan in accordance with the
terms of the plan.
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Section 6.06 Treatment of Retained Employees in BCBSMT's Nonqualified
Plans. Consistent with the rules contained under Section 409A of the Internal Revenue Code,
and applicable interpretive authority, BCBSMT shall amend and freeze and the Purchaser shall
assume the liabilities as of Closing of the Blue Cross and Blue Shield of Montana, Inc. Executive
Deferred Compensation Plan (the "Top Hat Plan") and the Blue Cross and Blue Shield of
Montana Benefit Restoration Plan (the "BRP") as reflected in Schedule 1.01 (the "Nonqualified
Plans"). With respect to all Retained Employees who accept offers of employment with
Purchaser in connection with the asset transfer provided by this Agreement, there shall be no
"separation from service," as such term applies to the Nonqualified Plans (or as such term
applies to any other plan, agreement or uurangement of BCBSMT that is not a Nonqualified Plan
as defined in this Section 6.06 but is subject to Section 409A of the Internal Revenue Code and

under which any such Retained Employee is a participant or to which any such Retained
Employee is a party), on the Closing Date. Such Retained Employees shall instead be

considered separated from service on the date of separation from the Purchaser. BCBSMT shall
transfer to Purchaser all accrued Nonqualified Plan liabilities, including any asset, trust or other
accounts, which Plan liabilities shall be included as a Scheduled Liability in the calculations
required in Schedule 1.01 to determine Acquired Cash and Investments payable to Purchaser.

Those Retained Employees who participate in the Nonqualified Plans and
who accept offers of employment with Purchaser shall cease active participation
in the Nonqualified Plans, as follows:

(a) For any such Retained Employee who is a Participant in the Top Hat Plan
on the Closing Date, the Deferred Compensation as defined in Section l.l2 of the Top
Hat Plan shall no longer include future contributions and shall be limited to the
Participant's Account Balance determined as of the Closing Date and subject to
adjustment after the Closing Date only with respect to the notional investments in which
the Account is deemed to be invested, including any deemed income, expense, gain and
loss attributed to the notional investments, under the terms of the Top Hat Plan or any
successor plan established by Purchaser, and with respect to any distributions to the
Participant or Participant' s beneficiary.

(b) For any such Retained Employee who is a Participant in the BRP on the
Closing Date, the dollar amount of the BRP annuity benefit shall be determined under the
terms of the plan as if the Participant incurred a Separation from Service on the Closing
Date, regardless of the actual date of commencement of the annuity benefit under the
terms of the BRP as of Closing, provided however that if the BRP is amended on or
before the Closing Date to provide that such benefit shall be adjusted to an actuarially
equivalent amount of annuity benefit commencing on the actual date of commencement
of the annuity benefit, and such actuarial equivalence is defined by reference to the
discount rate and mortality table used in the most recent (as of the Closing Date) annual
valuation of the plan for purposes of FASB Accounting Standards Codification 715
("ASC 715"), such adjustment shall not be deemed to constitute "active participation."

Section 6.07 WARN. COBRA and HIPAA Notices. To the extent required of
the Companies or any of their respective Affiliates by applicable Law, the Companies or any
such Affiliate shall provide all notices relating to the termination of employees of the Companies
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or any Affiliate in connection with the transactions contemplated by this Agreement, including,
without limitation, the notice obligations arising under the Worker Adjustment and Retraining
Notification Act ("WARN"), the Consolidated Omnibus Budget and Reconciliation Act of 1985,
or the Health Insurance Portability and Accountability Act of 1996. WARN related Liabilities to
any such employees which result from any delay in providing WARN notices to such employees
shall be paid by the party causing the delay.

Section 6.O8 Non-Solicitation of Employees. During the period beginning on
the date of this Agreement and ending two (2) years after the Closing Date, none of the
Companies shall hire or solicit to hire any Retained Employee unless such Retained Employee
did not accept employment with Purchaser, has been terminated by Purchaser or has received a

written notice from Purchaser stating that Purchaser does not intend to continue to employ such
Retained Employee in a position similar to the one he or she had with the Companies.

Section 6.09 Miscellaneous.

(a) Except as expressly provided in this Article VI, Purchaser shall not be
subject to any Liability under any Plan or other benefit arrangement of any kind of the
Companies and their Affiliates after the Closing Date including, but not by way of
limitation, any Liability under Title IV of ERISA. BCBSMT shall pay or perform any
liability under any Plan or other benefrt arrangement of any kind which is not expressly
assumed by Purchaser under this Article VI.

(b) Nothing in this Article VI is intended to cause Purchaser to employ a
Retained Employee on a basis other than as an employee at will. No provision of this
Article VI shall create any third-party beneficiary rights in any Retained Employee in
respect of continued employment or any benefit that may be provided pursuant to
this Article VI.

Section 7.O1

ARTICLE VII
TAX MATTERS

Allocation. Within 180 days after Closing, Pwchaser shall propose
a determination of the allocation of the Purchase Price and the Assumed Liabilities among the
Assets and prepare and deliver to BCBSMT a written schedule showing such proposed
allocation. BCBSMT agrees to be bound by and follow such allocation for all income tax
purposes unless BCBSMT shall, within 30 days of delivery of the proposed allocations, conclude
in good faith that the allocations are unreasonable and provide notice of such conclusion and the
reasons therefore to Purchaser, in which case the parties shall endeavor in good faith to agree

upon allocations. Should the parties not reach agreement within 20 days after BCBSMT has
provided notice of their disagreement to Purchaser, the parties shall submit the matter to the
Independent Accounting Firm, which shall be asked to determine appropriate allocations within
30 days of the submission of the matter, and the parties agree to be bound by and follow the
determination of the Independent Accounting Firm. Purchaser and BCBSMT shall each timely
file Form 8594 with the IRS in accordance with the allocation established pursuant to this
Section 7.01.
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Section7.02 [IntentionallyOmitted]

Section 7.03 Tax Returns and Payments.

(a) BCBSMT shall prepare and file or otherwise furnish in proper form to the
appropriate Governmental Authority (or cause to be prepared and filed or so fumished) in
a timely manner all Tax Returns relating to the Companies, and, for all periods through
and including the Closing Date, the Business, and/or the Assets, with respect to all
taxable periods ending before or including the Closing Date, including (without
limitation) all affiliated, consolidated, combined, or unitary Tax Returns that include
BCBSMT and Health-e-Web. All such Tax Retums shall be true, correct, and complete
in all material respects, and shall be prepared in a manner consistent with past practice
except as otherwise required by applicable Law. BCBSMT shall timely pay, or cause to
be timely paid, all Taxes shown as due on such Tax Retums. BCBSMT shall cause

Health-e-Web to make or deposit (or shall on Health-e-Web's behalf make or deposit) all
estimated Tax payments due on or before the Closing Date on a timely basis, in such
manner and amounts as will prevent any penalties.

(b) BCBSMT shall include the income of Health-e-Web (including any
deferred items triggered into income by Section 1.1502-13 of the Treasury Regulations
and any excess loss account taken into income under Section 1.1502-19 of the Treasury
Regulations) on BCBSMT's consolidated federal Income Tax Returns (and any
analogous affiliated, consolidated, combined or unitary state or local Income Tax
Returns) for all periods through the Closing Date and pay any federal, state and local
Income Taxes attributable to such income. All Tax Returns with respect to such Income
Taxes shall be prepared and filed in a manner consistent with past practice, except as

otherwise required by applicable Law, provided that Health-e-Web's items of income,
gain, deduction, and loss for the period ending on the Closing Date shall be determined
under Section 1.1502-76 of the Treasury Regulations, and BCBSMT shall make no
election and shall take no action to transfer or attribute to itself any net operating loss or
other Tax attribute of Health-e-Web, including, but not limited to, an election under
Section I.1502-20(g) of the Treasury Regulations. BCBSMT shall provide a copy of
each such Tax Return to Purchaser at least thirty (30) days prior to the filing deadline for
such Tax Return for Purchaser's review and approval, which approval shall not be
unreasonably withheld or delayed. Purchase shall cause Health-e-Web to furnish
information to BCBSMT as reasonably requested by BCBSMT to allow BCBSMT to
satisff its obligations under this Section 7.03(b).

(c) Purchaser shall prepare and file, or cause to be prepared and filed, all Tax
Retums to be filed by Health-e-Web after the Closing Date with respect to taxable
periods ending prior to, or including, the Closing Date, except for Tax Returns described
in Section 7.03(b). Each such Tax Return shall be prepared in a manner consistent with
past practice, except as otherwise required by applicable Law. Purchaser shall provide a

copy of each such Tax Retum to BCBSMT at least thirty (30) days prior to the filing
deadline for such Tax Return for BCBSMT's review and approval, which approval shall
not be unreasonably withheld or delayed. BCBSMT shall pay or cause to be paid the
Taxes shown as due on any such Tax Return to the extent such Taxes relate to (or
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include) any taxable period (or portion thereof, determined in accordance with Section
7.04 ending on or before the Closing Date.

Section 7.04 Straddle Periods. To the extent permitted or required by Law or
administrative practice, the taxable year of Health-e-Web which includes the Closing Date shall
be treated as closing on (and including) the Closing Date. In the case of any Tax period that
includes (but does not end on) the Closing Date (a "Straddle Period"), th" amount of any Taxes

of Health-e-Web not based upon or measured by income, activities, events, the level of any item,
gain, receipts, proceeds, profits or similar items for portion of the Straddle Period ending on the
Closing Date will be deemed to be the amount of such Taxes for the entire Straddle Period
multiplied by a fraction, the numerator of which is the number of days in the Straddle Period
ending on the Closing Date and the denominator of which is the number of days in such Straddle
Period. The amount of any other Taxes for a Straddle Period that relate to the portion of the
Straddle Period ending on the Closing Date will be determined based on an interim closing of the
books as of the close of business on the Closing Date; gqvXlgl, however, that any item
determined on an annual or periodic basis (such as deductions for depreciation or real estate

Taxes) shall be apportioned on a daily basis.

Section 7.05 Transaction Taxes.

BCBSMT shall be responsible for and shall timely pay, or promptly reimburse Purchaser
for, any and all Taxes (including any and all interest, penalties, additions to tax and additional
amounts imposed with respect thereto) which become payable in connection with the
transactions contemplated by this Agreement, including, but not limited to, any transfer, gains,

sales, use, value added, stock transfer, and stamp Taxes; any Income Taxes imposed as a result
of triggering "intercompany gains" under Section 1.1502-13 of the Treasury Regulations or
similar provisions of federal, state or local Tax laws; and any transfer, recording, registration,
and other fees (collectively, "Transaction Taxes"). If any Transaction Tax is paid or deposited
on or prior to the Closing Date, or the Assets are otherwise reduced on account of a Transaction
Tax, then the Purchase Price shall, without duplication, be reduced by the amount of such
Transaction Tax or BCBSMT shall pay such amount to Purchaser. To the extent applicable,
Purchaser shall complete and execute a resale or other exemption certificate with respect to any
inventory items deemed sold hereunder, and shall provide BCBSMT with an executed copy
thereof.

Section 7.06 Cooperation and Exchange of Information.

Upon the terms set forth in Section 5.02, BCBSMT and Purchaser will provide each other
with such cooperation and information (including copies of Tax Records) as either of them
reasonably may request of the other in conducting due diligence, filing any Tax Return,
including any amended Tax Return or claim for refund, determining a liability for Taxes or a
right to a refund of Taxes, participating in or conducting any Tax Proceeding or making
representations to or fumishing information to parties subsequently desiring to purchase all or a
part of the Business from Purchaser. BCBSMT shall make its employees available on a basis
mutually convenient to both parties to provide explanations of any documents or information
provided hereunder. Any information obtained under this Section 7.06 shall be kept confidential
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except as may be otherwise necessary in connection with the preparation or filing of any Tax
Retum or anv Tax Proceedins.

Section 7.07 Miscellaneous.

(a) BCBSMT and Purchaser agree to treat all payments made by either to or
for the benefit of the other under the indemnity provisions of this Agreement, for any
misrepresentations or breach of warranties or covenants, or to reimburse the other for an
item for which it is responsible hereunder, as adjustments to the Purchase Price or as

capital contributions for Tax purposes.

(b) Purchaser and BCBSMT each shall be entitled to recover professional fees
and related costs that it may reasonably incur to enforce the provisions of this Article VIL

(c) BCBSMT shall cause any and all Tax sharing agreements to which
Health-e-Web is a party to be terminated, and all amounts due under each of such
agreements to be paid in full, prior to the Closing.

(d) Prior to the Closing Date, BCBSMT shall deliver to Purchaser a certificate
that BCBSMT is not a "foreign person" as defined in Section 1445 of the Code.

ARTICLE VIII
CONDITIONS TO CLOSING

Section 8.01 Conditions to Each Party's Obligations. The respective obligations
of each party to consummate the transactions contemplated by this Agreement shall be subject to
the fulfillment, at or prior to the Closing, of each of the following conditions:

(a) HSR Act. Any waiting period (and any extension thereof) under the HSR
Act applicable to the transactions contemplated hereby shall have expired or shall have
been terminated.

(b) No Proceeding or Litigation. No Action shall be pending by or before any
Govemmental Authority against either BCBSMT or Purchaser (i) seeking to restrain or
materially and adversely alter the transactions contemplated by this Agreement,
(ii) which is likely to render it impossible or unlawful to consummate the transactions
contemplated by this Agreement or (iii) which is reasonably likely to have a Material
Adverse Effect; provided, however, that the provisions of this Section 8.01(b) shall not
apply to a party if such party has solicited or encouraged any such Action.

(c) Consents and Approvals. Each of Purchaser and BCBSMT shall have
received all approvals, licenses and certificates from Govemmental Authorities set forth
on Exhibit 8.01(c) without the existence of a Burdensome Condition, which approvals,
licenses and certificates shall be in full force and effect and in final, non-appealable form.

(d) Consents. Purchaser and BCBSMT shall have received (each in form and
substance reasonably satisfactory to Purchaser and BCBSMT) those third party consents
listed on Exhibit 8.01(d) hereto, without material conditions.
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(e) Real Property Purchaser and BCBSMT shall have executed: (i) leases

related to the Owned Real Property identified in Section 8.01(e) of the Disclosure
Schedule, substantially in the form attached to this Agreement as Exhibit 8.01(e), and (ii)
assignments of leases related to Leased Real Property identified in Section 8.01(e) of the
Disclosure Schedule.

Section 8.02 Conditions to Oblieations of BCBSMT. The obligations of
BCBSMT to consummate the transactions contemplated by this Agreement shall be subject to
the fulfillment, at or prior to the Closing, of each of the following conditions:

(a) Purchase Price. Purchaser shall pay BCBSMT (or, if required, the
Foundation), the Purchase Price as described in Section2.03.

(b) Representations. Warranties and Covenants. The representations and

warranties of Purchaser contained in this Agreement shall be (i) in the case of
representations and warranties qualified by materiality or Material Adverse Effect or the
like, true and correct as of the Closing, and (ii) in the case of representations and

warranties not so qualified, true and correct in all material respects as of the Closing, with
the same force and effect as if made as of the Closing Date, other than such

representations and warranties as are made as of another date, and the covenants and

agreements contained in this Agreement to be complied with by Purchaser on or before
the Closing shall have been complied with in all material respects. BCBSMT shall have

received a certificate from Purchaser to such effects signed by a duly authorized officer
thereof.

(c) Resolutions. BCBSMT shall have received a true and complete copy
certified by the Secretary or an Assistant Secretary of Purchaser, of the resolutions duly
and validly adopted by the Board of Directors of Purchaser evidencing its authorization
of the execution and delivery of this Agreement and the Transaction Documents to which
it is a party and the consummation of the transactions contemplated hereby and thereby.

(d) Incumbency Certificate. BCBSMT shall have received a certificate of the
Secretary or an Assistant Secretary of Purchaser certifying the names and signatures of
the officers of Purchaser authoized to sign this Agreement and the Transaction
Documents and the other documents to be delivered hereunder and thereunder.

(e) Leeal Opinion. BCBSMT shall have received from Purchaser's legal
counsel an opinion, addressed to BCBSMT and dated the Closing Date, in a mutually
acceptable form.

(0 Other Deliveries. BCBSMT shall have received from Purchaser copies
(executed, where applicable) of the Transaction Documents, including the documents

listed in Section 2.07(b) and Section 2.07(d).

Section 8.03 Conditions to Obligations of Purchaser. The obligations of
Purchaser to consummate the transactions contemplated by this Agreement shall be subject to the

fulfillment, at or prior to the Closing, of each of the following conditions:
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(a) Representations. Warranties and Covenants. The representations and

warranties of BCBSMT contained in this Agreement shall be (i) in the case of
representations and warranties qualified by materiality or Material Adverse Effect or the
like, true and correct as of the Closing, and (ii) in the case of representations and

warranties not so qualified, true and correct in all material respects as of the Closing, with
the same force and effect as if made as of the Closing. The covenants and agreements

contained in this Agreement to be complied with by BCBSMT on or before the Closing
shall have been complied with in all material respects. Purchaser shall have received a

certificate of BCBSMT to such effects signed by a duly authorized officer thereof.

(b) Resolutions of BCBSMT. Purchaser shall have received a true and

complete copy, certified by the Secretary or an Assistant Secretary of BCBSMT, of the
resolutions duly and validly adopted by the Board of Directors of BCBSMT evidencing
its authorization of the execution and delivery of this Agreement and the Transaction
Documents to which it is a party and the consummation of the transactions contemplated
hereby and thereby.

(c) Incumbency Certificate of BCBSMT. Purchaser shall have received a

certificate of the Secretary or an Assistant Secretary of BCBSMT certiffing the names
and signatures of the officers of BCBSMT authorized to sign this Agreement and the
Transaction Documents to which it is a party and the other documents to be delivered
hereunder and thereunder.

(d) Leeal Opinion. Purchaser shall have received from BCBSMT's legal
counsel an opinion, addressed to Purchaser and dated the Closing Date, in a mutually
acceptable form.

(e) No Material Adverse Change.

(i) BCBSMT's surplus, determined in accordance with STAT,
on the Closing Date, shall be sufficient to meet the minimum Managed Care

Organization Risk Based Capital requirements adopted by the BCBSA to
maintain the Marks:

(iD There shall not then be (i) any actual or threatened
termination, revocation, or other loss or modification of any certificate of
authority or other approval necessary to conduct business or sell any product
in any state held by any of the Companies which termination, revocation,
loss or modification is reasonably likely to be materially adverse to the
business, assets or financial condition of the Companies or the Business

taken as a whole, or (ii) any action initiated by BCBSA to terminate, revoke
or limit any of the Companies' right to the Marks in Montana; and

(iii) BCBSMT shall have not less than 200,000 active members.

(0 BCBSA Licenses. BCBSA (i) shall have consented to the transfer of
BCBSMT's rights to use the Blue Cross and Blue Shield names and marks to Purchaser

and the transfer of the risht to use Blue Cross and Blue Shield names and marks in
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Montana to Purchaser shall be effective upon Closing, or (ii) shall have issued to
Purchaser primary and exclusive Blue Cross and Blue Shield licenses for the State
of Montana.

(g) Resolution of Charitable Claims. Etc. The approvals of Govemmental
Authorities (including the Montana Department of Insurance and the Montana Attorney
General) shall (i) clearly discharge all charitable, cy pres or similar claims on BCBSMT
(and HCSC as acquiror of the Business), including the Assets and Business, and (ii)
otherwise be satisfactory in form and substance to the Purchaser acting in its sole
discretion.

(h) Excluded Liabilities. The Purchaser shall be satisfied in its sole discretion
that BCBSMT will be able to satisff in full all Excluded Liabilities in the ordinary course
of business following the Closing, taking into account the terms and conditions of the
approvals of Govemmental Authorities (including the Montana Department of Insurance
and the Montana Attorney General), BCBSMT's planned future activities and funding
levels and such other factors as the Purchaser believes may be relevant.

(D Certificates of Existence and Good Standing. BCBSMT shall have
delivered to Purchaser Certificates of Existence and Good Standing from the Secretary of
State for the State of Montana, and the Department of Insurance, as applicable, regarding
BCBSMT and Heath-e-Web, and from such applicable Govemmental Authorities in
other jurisdictions in which BCBSMT or Heath-e-Web are then conducting business.

(t) No Restrictive Agreements On the Closing Date, except as set forth on
Section 3.13(b) of the Disclosure Schedule, neither BCBSMT nor any of its Subsidiaries
or Affiliates shall be a party to any non-competition or other agreement which restricts or
limits the right of Purchaser (as assignee or transferee of any Assets or Assumed
Liabilities) to compete in any line of business or with any Person or in any geographic
area or during any period of time or to contract with any Person, except for restrictions
imposed by BCBSA in the ordinary course or the restrictions imposed by this Agreement.

(k) Labor Matters. BCBSMT shall have provided any notice to affected
employees before the Closing as may be required by WARN, as amended.

(l) Asset/Contract Schedules. At Closing BCBSMT shall deliver to
Purchaser a schedule setting forth all Material Contracts and all or substantially all other
Assets sold and transferred to Purchaser.

(m) BCBSMT Corporate Approvals. Purchaser shall be satisfied, in its sole
discretion, that BCBSMT's corporate approvals of the transactions contemplated by this
Agreement comply with BCBSMT's organizational documents and the requirements of
applicable law.

(n) Employee Roster. BCBSMT shall have delivered to Purchaser an updated
Employee Roster setting forth the employees of BCBSMT as of the Closing Date
("Employee Roster").
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(o) Other Deliveries. Purchaser shall have received from BCBSMT copies
(executed, where applicable) of the Transaction Documents, including the documents
listed in Section 2.07(b) and Section 2.07(c).

Section 8.04 Frustration of Closing Conditions. Neither party may rely on the

failure of any condition set forth in Section 8.01 through Section 8.03, as the case may be, to be

satisfied if such failure was caused by such party's failure to use commercially reasonable efforts
to assist in the satisfaction of such condition; provided, however, that this Section 8.04 shall not
be construed to require a party to waive all or part of any condition to its obligations hereunder
or to consent to any Burdensome Condition.

ARTICLE IX
INDEMNIFICATION

Section 9.01 Indemnification by BCBSMT. Purchaser and its Affiliates,
officers, directors, employees, agents, successors and assigns ("Purchaser Indemnitees") shall be

indemnified and held harmless by BCBSMT for any and all Liabilities, losses, damages, claims,
costs and expenses, interest, awards, judgments and penalties (including, without limitation,
attomeys' and consultants' fees and expenses) (collectively, "DamAgeS") actually suffered or
inctrred by them (including, without limitation, by reason of any Action brought or otherwise
initiated by any of them), arising out of or resulting from:

(D any breach by BCBSMT of any representation or warranty
contained in this Agreement or in the Transaction Documents;

(iD the Excluded Liabilities and any failure by BCBSMT to pay

or perform the Excluded Liabilities;

(iii) (A) all Taxes (or the non-payment thereof) of Health-E-Web
for any taxable period (or portion thereof, determined in accordance with
Section 7.04) ending on or before the Closing Date (collectively, the "HeW
Taxes"), (B) all Transaction Taxes for which BCBSMT is liable pursuant to
Section 7.05, (C) all Taxes of any member of an affiliated, consolidated,
combined or unitary group of which Health-e-Web is or was a member on or
prior to the Closing Date, including pursuant to Section 1.1502-6 of the
Treasury Regulations or any analogous or similar Law and (D) any and all
Taxes of any Person (other than Health-e-Web) imposed on Health-e-Web
as a transferee or successor, by contract or pursuant to any Law which Taxes
relate to an event or transaction occurring before the Closing; and

(iv) any breach by BCBSMT of any covenant or agreement

contained in this Agreement or in the Transaction Documents.

To the extent that BCBSMT's undertakings set forth in this Section 9.01 may be

unenforceable, BCBSMT shall contribute the maximum amount that it is permitted to contribute
under applicable Law to the payment and satisfaction of all Damages incurred by Purchaser

Indemnitees.
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Notwithstanding the foregoing, however, BCBSMT shall not be obligated to indemniff
Purchaser and its Affiliates, offrcers, directors, employees, agents, successors and assigns for any
Damages arising out of or resulting from any of the Assumed Liabilities.

Section 9.O2 Indemnification by Purchaser. BCBSMT and its Affrliates,
officers, directors, employees, agents, successors' and assigns ("BCBSMT Indemnitees") shall
be indemnified and held harmless by Purchaser for any and all Damages actually suffered or
incurred by them (including, without limitation, by reason of any Action brought or otherwise
initiated by any of them), arising out of or resulting from:

(i) the conduct of the Business after the Closing Date;

(iD any breach by Purchaser of any representation, warranty, covenant or
agreement contained in this Agreement or in the Transaction Documents; or

(iii) any failure by Purchaser to pay or perform any of the Assumed Liabilities
after the Closing Date. To the extent that Pruchaser's undertakings set forth in
this Section9.02 may be unenforceable, Purchaser shall contribute the maximum
amount that it is permitted to contribute under applicable Law to the payment and

satisfaction of all losses incurred by BCBSMT lndemnitees.

Section 9.03 Subrogation and Subordination. Upon making any indemnification
payment, the Indemnifying Party will, to the extent of such payment, be subrogated to all rights
of the Indemnified Party against any third party in respect of the Damages to which the payment

relates. Without limiting the generality of any other provision hereof, each such Indemnified
Party and Indemniffing Party will duly execute upon request all instruments reasonably
necessary to evidence and perfect the above-described subrogation and subordination rights.

Section 9.04 Insurance Proceeds and Other Recoveries and Benefits. The
amount of any Damages sustained by an Indemnified Party shall be reduced by any amount
received by such Indemnified Party with respect thereto under any insurance coverage or from
any other Person alleged to be responsible therefor, and by the amount of any net reduction in
Taxes from any deduction, amortization, exclusions from income, or other allowance (a "Tax
Benefit") realized with respect to such Damages (determined by taking such Tax Benefit into
account after all other Tax Benefits available to the Indemnified Party). The Indemnified Party
shall use reasonable efforts to collect any amounts available under such insurance coverage and

from such other Person alleged to have responsibility therefor and to realize any Tax Benefit
with respect to such Damages. If the Indemnified Party realizes a Tax Benefit or receives an

amount under insurance coverage or from another Person with respect to the Damages sustained

at any time subsequent to any indemnification actually paid pursuant to Section 9.01 or Section
9.02, such Indemnified Party shall promptly reimburse the applicable Indemnifying Party for any
such indemnification payment actually made by such Indemnifying Party up to the actual amount
of such Tax Benefit or insurance or other payment actually received.

Section 9.05 Gross-up For Taxes. If the Indemnified Party incurs any Tax on
account of the receipt of indemnification, the amount paid as indemnification shall be grossed-up

for such Tax so that the Indemnified Partv is made whole on an after-tax basis.
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Section 9.06 Exclusions from Damages. No Indemnifying Party shall have any
Liability for, and the definition of Damages explicitly excludes, any amounts that are claimed by
any Indemnified Party arising from, relating to, or including, in whole or in pd, my
consequential, special, incidental, or punitive damages.

Section 9.07 Limitations on Amount/BCBSMT. BCBSMT shall not be
obligated to pay for Damages with respect to the matters described in Section 9.01 (D until the
aggregate of such Damages exceeds $350,000.00. Further BCBSMT's obligation to pay for
Damages with respect to matters described in Section 9.01(i) is in all events limited to
$5,000,000. Nothing herein shall otherwise limit BCBSMT's obligation to pay or perform all
Excluded Liabilities or limit any claim by Purchaser for any indemnity arising under Section
9.01(ii), Section 9.01(iiD or Section 9.01(iv).

Section 9.O8 Sole and Exclusive Remedy. Except as expressly provided in this
Agreement or any other Transaction Document and for injunctive and provisional relief, each
Party's sole and exclusive remedy with respect to any Damages, Liabilities, claims, causes of
action, or any other rights of any nature whatsoever directly or indirectly arising under or relating
to this Agreement, whether in tort or contract, shall be the right of indemnification as set forth in
this Article IX.

Section 9.O9 Procedureforlndemnification/Third-PartyClaims.

(a) Promptly after receipt by an Indemnified Party under Section 9.01 or
Section 9.02 of notice of the commencement of any Action against it or any other Claim
by any Person, such Indemnified Party will, if a claim is to be made against an

Indemnifying Party under such Section, give notice to the Indemnifying Party of the
commencement of such Action or other Claim, but the failure to notify the Indemnifying
Party will not relieve the Indemnifying Party of any Liability that it may have to any
Indemnified Party, except to the extent that the Indemnifing Party demonstrates that the
defenses of such Action or other Claim are prejudiced by the Indemnified Party's failure
to give such notice.

(b) If any Action or other Claim referred to in Section 9.09(a) is brought or
asserted against an Indemnified Party and it gives notice to the Indemnifying Party of the
commencement of such Action or assertion of such other Claim, the Indemniffing Party
will be entitled to participate in such Action or other Claim and, to the extent that it
wishes to assume the defense of such Action or other Claim with counsel reasonably
satisfactory to the Indemnified Party and, after notice from the Indemnifying Party to the
Indemnified Party of its election to assume the defense of such Action or other Claim, the
Indemnifying Party will not, as long as it diligently conducts such defense, be liable to
the Indemnified Party under Section 9.01 or Section 9.02,as applicable, for any fees of
other counsel or any other expenses with respect to the defense of such Action or other
Claim, in each case subsequently incurred by the Indemnifred Party in connection with
the defense of such Action or other Claim, other than reasonable costs of investigation. If
and to the extent that the Indemnifying Party assumes the defense of an Action or other
Claim, (i) it will be conclusively established for purposes of this Agreement that the
claims made in that Action or other Claim are within the scope of and subject to
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indemnification; and (ii) no compromise or settlement or payment of such claims may be

effected by the Indemnifuing Party without the Indemnified Party's consent unless there

is no finding or admission of any violation of Law or any violation of the rights of any
Person and no effect on any other claims that may be made by or against the Indemnified
Party. In any event, the Indemnifying Party will have no Liability with respect to any
compromise or settlement or payment of such claims effected without its consent, except
as provided in any determination made in such Action or other Claim by a court or
arbitrator or arbitration panel in connection with such Action or other Claim.

Section 9.10 Mitigation of Damages: Cooperation. Each Indemnified Party
shall, to the extent required by Law, use its commercially reasonable efforts to mitigate to the
extent reasonably practicable the amount of any Damages for which it is entitled to seek

indemnification hereunder. Each Indemnified Party shall reasonably cooperate with the
Indemniffing Party in the defense of any Action or Claim for which indemnity is
sought hereunder.

Section 9.1 I Survival. The representations and warranties set forth in this
Agreement shall survive the Closing for a period of trvo (2) years from the earlier of the
termination of this Agreement or the Closing Date. The covenants set forth in this Agreement,
including without limitation the covenants to indemniff Purchaser set forth in Section 9.01,

Purchaser's covenants to indemni$' BCBSMT set forth in Section 9.02, and the parties'
respective obligations set forth in Article VII, shall survive according to their terms or until fully
performed. The obligations to indemnify set forth in this Article IX are in addition to, and do not
limit, all other indemnification obligation expressly imposed by other sections of this Agreement.

Section 9.12 Escrow.

At the Closing, BCBSMT shall, in accordance with the Escrow Agreement attached

hereto as Exhibit 9.12 (the o'Eggrow Agre.ennerLt"), deposit with Wells Fargo Bank, N.A. (the
"Escrow Agent"), in a segregated interest-bearing account, a portion of the Retained Assets,

equal to $20,000,000 in immediately available funds (the "Escrow Amount"). The Escrow
Amount shall be held in escrow by the Escrow Agent and be available as a non-exclusive source
of funding for (a) BCBSMT to satisff obligations in respect of the Excluded Liabilities and
(b) BSBSMT to satisfy obligations to the Purchaser Indemnitees in respect of claims against
BCBSMT pursuant to Article IX hereof.

ARTICLE X
TERMINATION AND WAIVER

Section
to the Closing:

10.01 Terminatton. This Agreement may be terminated at any time prior

(a) by Purchaser, if: (i) BCBSMT makes a general assignment for the benefit
of creditors, or any proceeding shall be instituted by or against BCBSMT seeking to
adjudicate it a bankrupt or insolvent, or seeking liquidation, winding up or
reorganization, arrangement, adjustment, protection, relief or composition of its debts
under any Law relating to bankruptcy, insolvency or reorganization, which proceeding
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has not been dismissed within ninety (90) days; or (ii) BCBSMT shall have breached or
failed to perform in any material respect any of its representations, warranties, covenants

or other agreements contained in this Agreement, and such breach is not cured within 30

days after notice thereof (provided that Purchaser shall not have breached or failed to
perform in any material respect any of its representations, warranties, covenants or other
agreements contained in this Agreement).

(b) by BCBSMT, if: (i) Purchaser makes a general assignment for the benefit
of creditors, or any proceeding shall be instituted by or against Purchaser seeking to
adjudicate it a bankrupt or insolvent, or seeking liquidation, winding up or
reorganization, arrangement, adjustment, protection, relief or composition of its debts

under any Law relating to bankruptcy, insolvency or reorgatization, which proceeding

has not been dismissed within ninety (90) days; or (ii) Purchaser shall have breached or
failed to perform in any material respect any of its representations, warranties, covenants

or other agreements contained in this Agreement and such breach is not cured within 30

days after notice thereof (provided that BCBSMT shall not have breached or failed to
perfiorm in any material respect any of its representations, warranties, covenants or other
agreements contained in this Agreement);

(c) by BCBSMT by action of its Board of Directors in order to enter into an

agreement with respect to or to consummate a transaction constituting a Superior
Proposal, provided that: (i) BCBSMT shall have given Purchaser notice of the Superior
Proposal (the "First Superior Proposal") at least twenty (20) Business Days prior to
making a definitive determination to accept such First Superior Proposal, speciffing in
reasonable detail the comparison it undertook and the advisors and authorities with which
it consulted to determine that the First Superior Proposal is superior (within the meaning
of the term "superior Proposal") to the transactions contemplated hereby, including
specification in general terms of the ways in which it judged the First Superior Proposal

superior (again within the meaning of the term "Superior Proposal") to the transactions
contemplated hereby, (ii) Purchaser shall not have submitted within such twenty (20)

Business Days after the giving of such notice, a proposal determined by BCBSMT's
Board of Directors to match the First Superior Proposal or to be a Superior Proposal (as

judged by BCBSMT's Board of Directors against the First Superior Proposal within the
meaning of the term "lupgdol_Plepogal"; provided, that if Purchaser submits a timely
responding proposal and BCBSMT's Board believes that it does not match the First
Superior Proposal or is not a "Superior Proposal", BCBSMT will give Purchaser a
reasonable opportunity to meet with BCBSMT's Board of Directors to discuss the First
Superior Proposal and Purchaser's proposal), and (iii) contemporaneous with such

termination, BCBSMT shall have paid Purchaser the termination fees set forth in Section
5.08;

(d) by means of a written statement of termination executed by an authorized
officer of either Purchaser or BCBSMT if the Closing shall not have occurred by June 30,

2013; provided that (i) either party may extend such date to June 30, 2014 in its sole

discretion by providing written notice to the other prior to such date and (ii) if either party
intends to terminate pursuant to this Section 10.01(d), such party's Board of Directors
must approve the written statement of termination following a meeting at which the other

72



party has been given a reasonable opportunity to make a presentation describing the
benefits of the transactions contemplated by this Agreement;

(e) by either Purchaser or BCBSMT in the event that any Govemmental
Authority shall have issued an order, decree or ruling or taken any other action
restraining, enjoining or otherwise prohibiting the transactions contemplated by this
Agreement or imposing a Burdensome Condition on either party and such order, decree,
ruling or other action shall have become final and nonappealable; or

(D by the mutual written consent of BCBSMT and Purchaser.

Section lO.O2 Effect of Termination.

(a) In the event of termination of this Agreement as provided in Section
10.01, this Agreement shall forthwith become void and there shall be no liability on the
part of either party hereto except (i) as set forth in Section 5.03 (as to confidential
information of the other parfy), Section 5.08, Section 5.13, Section 10.02 and Article XI,
and any other Section of this Agreement which, by its express provisions, survives the
termination of this Agleement, or the survival of which is necessary to the fulfill the
intended effect of any other Section which, by its express provisions, survive the
termination of this Agreement, and except (ii) that nothing herein shall relieve either
party from liability for any breach of this Agreement prior to its termination.

(b) Notwithstanding the foregoing, (i) in the event that the transactions
contemplated by this Agreement are not consummated, regardless of the reason therefor
(other than as a result of the termination of this Agreement pursuant to Section 10.01(b),
Section 10.01(d), Section 10.01(e) or Section 10.01(0), BCBSMT shall pay Purchaser an
amount equal to the aggregate reasonable fees and disbursements of outside counsel,

brokers, financial advisors and accountants incurred by Purchaser in connection with this
Agreement and the transactions contemplated hereby and (ii) in the event this Agreement
is terminated pursuant to Section 10.01(b), Purchaser shall pay BCBSMT an amount
equal to the aggregate reasonable fees and disbursements of outside counsel, brokers,
financial advisors and accountants incurred by BCBSMT in connection with this
Agreement and the transactions contemplated hereby.

Section lO.O3 Waiver. Either party to this Agreement may (a) extend the time
for the performance of any of the obligations or other acts of the other party, (b) waive any
inaccuracies in the representations and warranties of the other party contained herein or in any
document delivered by the other party pursuant hereto, or (c) waive compliance with any of the
agreements or conditions of the other party contained herein. Any such extension or waiver shall
be valid only if set forth in an instrument in writing signed by the party to be bound thereby.
Any waiver of any term or condition shall not be construed as a waiver of any subsequent breach
or a subsequent waiver of the same term or condition, or a waiver of any other term or condition,
of this Agreement. The failure of any party to assert any of its rights hereunder shall not
constitute a waiver of any of such rights.
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ARTICLE XI
GENERAL PROVISIONS

Section 1 l.0l Expenses.

(a) Except as otherwise specified in this Agreement, all costs and expenses,

including, without limitation, fees and disbursements of counsel, brokers, financial
advisors and accountants, incurred in connection with this Agreement and the
transactions contemplated hereby shall be paid by the party incurring such costs and
expenses, whether or not the Closing shall have occurred.

(b) The parties shall bear equally the fees of any consultants, accountants,

actuaries or attomeys retained by any Governmental Authority other than the States of
Illinois and Texas in connection with the transactions contemplated by this Agreement.
Purchaser shall bear any filing fee pursuant to the HSR Act.

Section lI.O2 Notices. All notices, requests, claims, demands and other
communications hereunder shall be in writing and shall be given or made (and shall be deemed

to have been duly given or made upon receipt) by delivery in person, by courier service, or by
registered or certified mail (postage prepaid, return receipt requested) to the respective parties at
the following addresses (or at such other address for a party as shall be specified in a notice
given in accordance with this Section I 1.02):

if to BCBSMT:

BLUE CROSS AND BLUE SHIELD OF MONTANA, INC.
560 N. Park Avenue
Helena, Montana 59601
Attention: President and Chief Executive Officer

with a copy to:

GRAHAM & DUNN. PC
Pier 70
2801 Alaskan Way
Seattle, WA 98121-1128
Attention: V. Marc Droppert
Fax No.: (206) 340-9599

if to Purchaser to:

HEALTH CARE SERVICE CORPORATION
300 East Randolph Street
Chicago, Illinois 60601 -5099
Attention: Chief Legal Officer
Fax No.: (312) 819-1943
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with a copy to:

KIRKLAND & ELLIS LLP
300 North LaSalle
Chicago, IL 60654
Attention: Keith S. Crow, P.C. and Kevin L. Morris
FaxNo.: (312)862-2200

Section I 1.03 Public Announcements. No party to this Agreement shall make, or
cause to be made, any press release or public announcement in respect of this Agreement or the
transactions contemplated hereby or otherwise communicate with any news media without the
prior written consent of the other party, and the parties shall cooperate as to the timing and

contents of any such press release or public announcement.

Section 11.04 Headings. The descriptive headings contained in this Agreement
are for convenience of reference only and shall not affect in any way the meaning or
interpretation of this Agreement.

Section 11.05 Severabilitv. If any term or other provision of this Agreement is
invalid, illegal or incapable of being enforced by any Law or public policy, all other terms and
provisions of this Agreement shall nevertheless remain in full force and effect so long as the
economic or legal substance of the transactions contemplated hereby is not affected in any
manner materially adverse to any party. Upon such determination that any term or other
provision is invalid, illegal or incapable of being enforced, the parties hereto shall negotiate in
good faith to modif this Agreement so as to effect the original intent of the parties as closely as

possible in an acceptable manner in order that the transactions contemplated hereby are

consummated as originally contemplated to the greatest extent possible.

Section 1 1.06 Entire Agreement. The Transaction Documents constitute the
entire agreement of the parties hereto with respect to the subject matter hereof and supersede all
prior agreements and undertakings, both written and oral, between BCBSMT and Purchaser with
respect to the subject matter hereof.

Section ll.O7 Assignment. This Agreement may not be assigned by operation of
Law or otherwise without the express written consent of BCBSMT and Purchaser (which
consent may be granted or withheld in the sole discretion of BCBSMT and Purchaser); provided,
however, that Purchaser may assign this Agreement to an Affiliate of Purchaser without the
consent of BCBSMT; provided, however, that no assignment of any rights, interests, or
obligations set forth herein shall release Purchaser from its obligations hereunder.

Section 1 1.08 No Third Partv Beneficiaries. This Agreement shall be binding
upon and inure solely to the benefit of the parties hereto, and their permitted assigns and nothing
herein, express or implied, is intended to or shall confer upon any other Person, including,
without limitation, any union or any employee or former employee of BCBSMT, any legal or
equitable right, benefit or remedy of any nature whatsoever, including, without limitation, any
rights of employment for any specified period, under or by reason of this Agreement; provided,
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that the provisions of Article IX (Indemnification) shall also inure to the benefit of the Purchaser

Indemnitees and the BCBSMT Indemnitees.

Section I 1.09 Amendment. This Agreement may not be amended or modified
except (a) by an instrument in writing signed by, or on behalf ol BCBSMT and Purchaser, or (b)

by a waiver in accordance with Section 10.03.

Section I I .10 Governing Law. The transactions contemplated by this Agreement

shall be subject to review and clearance approval by (i) the Montana Commissioner of Insurance

and the Montana Attomey General in accordance with applicable Montana Law and (ii) federal

regulators and regulators in other states in accordance with applicable federal and state Law.
Issues regarding the interpretation and enforcement of this Agreement, and other issues that may

arise between the parties to this Agreement, shall be governed by, and construed in accordance

with, the Laws of the State of Illinois, applicable to contracts executed in and to be performed
entirelv within that state.

Section I 1.1 I Disputes: Arbitration.

(a) Disputes. Any conflicts or disputes regarding this Agreement, the

Transaction Documents or any transaction contemplated hereby or thereby shall be

resolved by arbitration as provided in this Section I 1.1 I ; provided that, any such conflict
or dispute arising under the Administrative Services Agreement prior to the Closing shall
be govemed by the dispute resolution procedures set forth therein. Each party to this
Agreement hereby consents and agrees that any conflict or dispute between the parties

hereto with respect to the interpretation, performance, or breach of any of the terms of
this Agreement shall be referred to arbitration conducted in accordance with the rules and

procedures of this Section I 1.1 l.

(b) Arbitration Procedure. Any arbitration under this Section 11.11 shall be

conducted in accordance with the rules and procedures of the BCBSA and this Section
11.11, upon written request of any party given to the other. In such case, the following
provisions shall apply:

(i) Arbitrator. Within thirfy (30) days of the giving of such

written notice, the parties shall request the BCBSA to designate a neutral
and independent arbitrator if the amount at issue is equal to or less than

$1,000,000 and three neutral and independent arbitrators if the amount at

issue is more than $1,000,000, in each case reasonably knowledgeable in
health care and insurance operations, to resolve such dispute.

(ii) Authority of Arbitrator(s). The arbitrator(s) shall be

empowered to decide all issues submitted to arbitration using principles of
law and equity and, if required, by application of any customary practices in
the insurance and health care industries. The arbitrator(s) shall be relieved
of all judicial formalities and shall not be required to follow any rules of
evidence or civil procedure, including discovery, except as such rules may
be imposed on arbitration proceedings conducted in accordance with the
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laws of the State of lllinois, but the arbitrator(s) shall attempt to enforce the
intents and purposes of this Agreement to the extent practicable and in
accordance with Illinois law. The decision of the arbitrator(s) shall be final
and binding on each party, unless such decision contains enors of law,
which are judicially reviewable. The arbitrators shall be authorized to
award compensatory damages only and shall not be authorized to order any
relief that a court could not order under the laws of the State of Illinois. If
there are 3 arbitrators, the decision shall be by majority vote. In an
arbitration proceeding subject to these provisions, the arbitrator, or if there
are 3 arbitrators, a majority of them, are specifically empowered to decide
(by documents only, or with a hearing, at the arbitrators' sole discretion)
pre-hearing motions which are substantially similar to pre-hearing motions
to dismiss and motions for summary adjudication.

(iii) Expenses: Location. The parties to the arbitration shall in
equal parts bear the expenses of the arbitrator(s) and all other expenses of
the arbitration proceeding except their respective attorneys' fees and costs.
The arbitration proceeding shall take place at a location determined by the
arbitrator(s). The parties hereto hereby agree that any information
respecting any matters submitted to arbitration in accordance with the
foregoing or any aspect of the arbitration proceeding itself shall be treated as

confidential and will not be disclosed to anyone not employed or acting on
behalf of any party in connection with such arbitration or used at any time in
any manner that is adverse to the interests of any party hereto but, in any
such case, such information may be disclosed if such disclosure is made in
connection with either party's prosecution or defense of any legal
proceedings or ifsuch disclosure is required pursuant to a subpoena or other
legal order issued by any judicial or regulatory body or is otherwise required
by law.

(iv) Other Arbitration Aspects. Depositions may be taken and
other discovery obtained in any arbitration under this Agreement. All
statutes of limitations which would otherwise be applicable shall apply to
any arbitration proceeding hereunder.

(c) Nothing in this Section ll.ll shall be construed as preventing any Party
from seeking equitable or interim relief (including injunctive relief) in any court of
competent jurisdiction.

Section ll.l2 Counterparts. This Agreement may be executed in one or more
counterparts, and by the different parties hereto in separate counterparts, each of which when
executed shall be deemed to be an original but all of which taken together shall constitute one
and the same agreement.

Section I 1.13 Schedules. Inclusion of, or reference to, matters in a schedule to
this Agreement does not constitute an admission of what is material or the materiality of such
matter.
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Section I I .14 Specific Performance. The parties hereto agree that irreparable
damage would occur in the event any provision of this Agreement was not performed in
accordance with the terms hereof and that the parties shall be entitled to specific performance of
the terms hereof, in addition to any other remedy at Law or equity, without the necessity of
demonstrating the inadequacy of money damages.

[The Balance of This Page is Intentionally Blank]
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IN WITNESS WHEREOF, the parties hereto have caused this Asset Purchase Agreement

to be executed as of the date first above written.

BLUE CROSS AND BLUE SHIELD OF
MONTANA" INC.

By:
Its:

HEALTH CARE SERVICE
CORPORATION, a Mutual Legal Reserve

Company

By
Its:
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ARTICLE I DEFINITIONS

Schedule 1.01 (a) Acquired Interests.

gglffffi:::-"
1. Triwest Healthcare Alliance, lnc, BCBSMT joined O&lt4lL995 and has a 4.42% ownership
2. WPM!,llC. BCBSMTjoined )nA2/02l|t0o7 and has al.O%ownership
3. PRIME Therapeutics, Inc. BCBSMT joined 0L|O9/2OO9 and has a 7.92% ownership
4. Regional Advantage Services, LLC- Provides services to BCBSMT and other Blue plans

administer Medicare C (Region 19) and Medicare D (Region 25) products.



Schedule 1.01

rhis schedule shows whether BCBSMT's balance sheet items will be transferred to HCSC, or retained by the

existing entity, on the transaction closing date. Assets and Liabilities to be transferred to HCSC include an "X"
in the "Transferred to HCSC" column. Assets and Liabilities that will not be transferred to HCSC include an

"X" in the "Remain in Existing Entity" column.

All items listed below were valued as of June 30,2012, with the exception of the following, due to fair market

adjustments, transaction effects, or material accruals from the June 30, 2012 values: Aggregate Policy and

Claim Reserves (SL2), All Other Miscellaneous Liabilities on Balance Sheet (SL9.4), All Other Pension and

Related Obligations on Balance Sheet (SL10.2), Deferred Taxes (5.4.6), Land - Helena (SA9.l), All Other Land

and Buildings on Balance Sheet (SA9.2), Software (SA10), Fumiture, Equipment, and Autos (SAl l), Projects

in Progress (SA12), Prime Therapeutics (SA13.2), TriWest (SA13.3), Health-e-Web (SAl3.4), WPMI
(SA13.5), Clarkston Washington Residence (SA13.6), Lewiston Idaho Residence (SA13.7), All Other

Investments in Subsidiaries on Balance Sheet (SAl3.8), Bonds (CSTI3).

The value of each item may be found on Schedule 1.01A. The individual balance sheet accounts associated

with each item, and the value of the assets or liabilities in that account, may be found on Schedule 1.01S.

(1) Listed items may include more than one balance sheet account. For a detailed list of balance sheet

accounts associated with each item, refer to schedule i.01S.

Account
Key (1)

SLI

SL2

SL3

SL4

SL5

SL6. I

SL6.2

SL7

SL8

SL9.1

5L9.2

SL9.3

Transferred Remain in
to HCSC Existing Entity

A. Scheduled Liabilities

1. Pending and Unreported Claims

2. Aggregate Policy and Claim Reserves

3. Health Care and Other Claim Liabilities

4. Trade Accounts Payable

5. Compensation-Related Liabilities

6. Other Accrued Liabilities

6a. Commissions Payable

6b. All other on balance sheet

7. Income Taxes Payable

8. Defened Subscription Revenue

9. Other Miscellaneous Liabilities

9a. Due to/from BCBSMT Foundation

9b. Due to/from Caring Foundation

9c. Other Miscellaneous Liabilities - Impairment

Schedule l.0l I l-13-20l2.docx

X

X

X

X

X

X

X

X

X

X

X

X



9d. All other on balance sheet

10. Pension and Related Obligations

10a. DB Pension Obligations - WSIA & ICMI Employees

l0b. All other on balance sheet

I l. Intangible Liabilities - Hospital Liabilities

12. Contingent Liabilities - Litigation

Sub-Total A: Total Scheduled Liabilities

B. Scheduled Assets

1. Health Receivables - Premium Related

2. Health Receivables - Other Health

3. Receivables from Affiliates

3a. Due tolfrom Health-e-Web

3b. Miscellaneous Receivables from Health-e-Web

3c. All other on balance sheet

4. Other Miscellaneous Receivables

5. Dividends and Interest Receivable

6. Defened Taxes

7. Notes Receivable

8. Prepaid Expenses

9. Land and Buildings

9a. Land - Helena

9b. All other on balance sheet

10. Software

I l. Furniture, Equipment, and Autos

i2. Frojecis in Progrcss

1 3. Subsidiaries and Closely-Held Investments

i 3a. Regional Advantage

i 3b. Prime Therapeutics

l3c. TriWest

l3d. Health-e-Web

l3e. WPMI

I 3f. Clarkston Washington Residence

l3g. Lewiston Idaho Residence

Schedule I 0l l1-13-20l2.docx

SL9.4

sl.l0.l

sL10.2

SLI I

SLI2

X

X

X

X

xx

SAI

SA2

SA3.I

SA3.2

SA3.3

SA4

SA5

SA6

SA7

SA8

SA9.1

SA9.2

SAIO

SAI I

SAI2

sAl3.l

sAl3.2

sAl3.3

sA13.4

sA13.5

sA13.6

sA l3.7

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

\a

X

X

X

X

X



l3h. All other Investments in Subsidiaries on balance sheet

l3i. All other Closely Held Investments on balance sheet

14. Pension Assets

l4a. Annuities

14b. Cash Surrender Value of Life Insurance

l4c. Fidelity Funds - Top Hat Plan

15. Intangible Assets - Hospital Assets

Sub-Total B: Total Scheduled Assets

C. Excess of A over B

(to be paid to HCSC from available cash and investments)

l. Cash and Short Term Investments

la. Wells Fargo - Merchant Account

lb. Wells Fargo - FEP Investment Account

lc. Wells Fargo - LRSP Controlled Disbursements

ld. PNC - Medicare Advantage

1e. Wells Fargo - Admir/VCD

lf. First Interstate Bank - Lockbox

lg. Wells Fargo - NSI Checking

lh. Wells Fargo - QNXT Claims

li. Wells Fargo - QNXT Reissues

lj. Payroll

lk. Wells Fargo - Flex

ll. BRP Cash & Cash Equivalents

1m. All other on balance sheet

2. Common Stocks

2a. WF Specialty Common Stock

2b. WF Premier Common Stock

2c. Other - BCSI

2d. Other - Plans Liability Insurance

2e. WF Specialty Allowance for FMV of Common Stocks

2f. WF Premier Allowance for FMV of Common Stocks

29. Allowance for FMV of Common Stocks - Other

Schedule I 0l I l-13-2012 docx

sA13.8

sAl3.9

sAl4.1

sAl4.2

sAl4.3

SA15

X

X

X

X

X

X

xx

x

CSTIl.I

CSTI1.2

CSTI1.3

CSTII.4

CSTI1.5

CSTI1.6

CSTII.T

CSTII.8

CSTI1.9

CSTIl.IO

CSTII.l l

CSTII.l2

CSTII.13

CSTI2.1

CSTI2.2

CSTI2.3

CSTI2.4

CSTI2.5

CSTI2.6

CSTI2.7

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X



3. Bonds

Sub-Total C: Acquired Cash and fnvestments
to be paid to HCSC at closing

Sub-Total D: Net assets retained by existing entity

CSTI3 X X

x
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Schedule 1.01A

The amounts on this schedule are computed as of June 30,2012, with the exception of the following, due to fair
market adjustments, transaction effects, or material accruals from the June 30, 2012 values: Aggregate Policy
and Claim Reserves (SL2), All Other Miscellaneous Liabilities on Balance Sheet (SL9.4), All Other Pension

and Related Obligations on Balance Sheet (SL10.2),Defened Taxes (5A6), Land - Helena (SA9.1), All Other

Land and Buildings on Balance Sheet (SA9.2), Software (SAl0), Fumitwe, Equipment, and Autos (SAl l),
Projects in Progress (SA12), Prime Therapeutics (SA13.2), TriWest (SA13.3), Health-e-Web (SA13.4), WPMI
(SA13.5), Clarkston Washington Residence (SA13.6), Lewiston Idaho Residence (SAl3.7), All Other

Investments in Subsidiaries on Balance Sheet (SA13.8), Bonds (CSTI3).

These values will be recomputed as of the closing date. Any and all re-computation shall be effected on the

same basis as the amounts in this schedule have been calculated. The individual balance sheet accounts

associated with each item, and the values of the assets or liabilities in that account, may be found in Schedule

1.01S.

(1) Listed items may include more than one balance sheet account. For a detailed list of balance sheet

accounts associated with each item, refer to schedule 1.01S.

A. Scheduled Liabilities

l. Pending and Unreported Claims

2. Aggregate Policy and Claim Reserves

3. Health Care and Other Claim Liabilities

4. Trade Accounts Payable

5. Compensation-Related Liabilities

6. Other Accrued Liabilities

6a. Commissions Payable

6b. All other on balance sheet

7. Income Taxes Payable

B. Defened Subscription Revenue

9. Other Miscellaneous Liabilities

9a. Due to/from BCBSMT Foundation

9b. Due tolfrom Caring Foundation

9c. Other Miscellaneous Liabilities - Impairment

9d. All other on balance sheet

I0. Pension and Related Oblisations

Schedule 1.01A I l-i3-2012 docx

Account
Key (1)

SL4

SL5

SL6.1

SL6.2

SL7

SL8

SL9.1

5L9,2

SL9.3

SL9.4

Transferred
to HCSC

$58,A27,742.11

1,3'14,655.50

16,145,684.91

726,964.80

2,978,356.75

1,390,685.77

0.00

0.00

18,755,103.45

0.00

0.00

0.00

1,069,447.55

Remain in
Existing Entity

SLl

SL2

SL3

$0.00

0.00

0.00

0.00

0.00

0.00

177,209.70

(2,185,470.78)

0.00

(1s.00)

1,929;73

1,512,335.86

0.00



l0a. DB Pension Obligations - WSIA & ICMI Employees

10b. All other on balance sheet

I 1. Intangible Liabilities - Hospital Liabilities

12. Contingent Liabilities - Litigation

Sub-Total A: Total Scheduled Liabilities

B. Scheduled Assets

L Health Receivables - Premium Related

2. Health Receivables - Other Health

3. Receivables from Affiliates

3a. Due tolfrom Health-e-Web

3b. Miscellaneous Receivables from Health-e-Web

3c. All other on balance sheet

4. Other Miscellaneous Receivables

5. Dividends and Interest Receivable

5. Deferred Taxes

7. Notes Receivable

8. Prepaid Expenses

9. Land and Buildings

9a. Land - Helena

9b. All other on balance sheet

10. Software

I 1. Furniture, Equipment, and Autos

12. Projects in Progress

13. Subsidiaries and Closely-Held Investments

i3a. Regioiiai A,ivairiage

I 3b. Prime Theraoeutics

13c. TriWest

13d. Health-e-Web

l3e. WPMI

1 3f. Clarkston Washington ResiCence

l3g. Lewiston Idaho Residence

13h. All other Investments in Subsidiaries on balance sheet

13i. All other Closely Held Investments on balance sheet

Schedule I 01A I l-13-2012 docx

$179,861,471.23 $4,759,020.51

sLl0.1

sLl0.2

SLlI

SLl2

SA1

SA2

SA3.1

SA3.2

SA3.3

SA.4

SA5

SA6

SA7

SA8

SA9.1

SA9.2

SAlO

SA11

SA12

sAl3.1

sA13.2

sAl3.3

sAl3.4

sAl3.5

sAl3.6

sAl3.7

sAl3.8

sA13.9

0.00

53,360,250.41

20,032,579.98

0.00

3 83,03 1 .00

0.00

0.00

4,870,000.00

$4,294,960.70

40,285,819.63

28,325.20

221,970.08

0.00

498,669.00

0.00

0.00

0.00

3,512,167.22

3,166,205.00

0.00

0.00

3,399,696.66

0.00

1 ',?an AA,,, uv,vv

2,919,000.00

22,11',1,000.00

? RRI nno ooJtvvltvvv'vv

196,000.00

rq7 000 00

267,000.00

0.00

0.00

$0.00

0.00

0.00

0.00

3,579,565.22

0.00

895,100.30

(3,587 ,43t.31)

22,741.17

0.00

0.00

12,580,665.58

0.00

0.00

135,581.57

nnn

0.00

0.00

0.00

0.00

0.00

0.00

55,277,174.53

25,000.00



14. Pension Assets

l4a. Annuities

l4b. Cash Surrender Value of Life Insurance

l4c. Fidelity Funds - Top Hat Plan

I5.Intangible Assets - Hospital Assets

Sub-Total B: Total Scheduled Assets

C. Excess of A over B

(to be paid to HCSC from available cash and investments)

l. Cash and Short Term Investments

la. Wells Fargo - Merchant Account

1b. Wells Fargo - FEP Investment Account

1c. Wells Fargo - LRSP Controlled Disbursements

ld. PNC - Medicare Advantage

1e. Wells Fargo - Admin/VCD

1f. First Interstate Bank - Lockbox

lg. Wells Fargo - NSI Checking

lh. Wells Fargo - QNXT Claims

I i. Wells Fargo - QNXT Reissues

lj. Payroll

lk. Wells Fargo - Flex

ll. BRP Cash & Cash Equivalents

lm. All other on balance sheet

2. Common Stocks

2a. WF Specialty Common Stock

2b. WF Premier Common Stock

2c. Other - BCSI

2d. Other - Plans Liability Insurance

2e. WF Specialty Allowance for FMV of Common Stocks

2f. WF Premier Allowance for FMV of Common Stocks

29. Allowance for FMV of Common Stocks - Other

3. Bonds

s136277209.53 $68,867,797.06

$43,584161.70

sAl4.l

sAl4.2

sA14.3

SA15

CSTII.I

CSTII.2

CSTII.3

CSTI1.4

CSTII.5

CSTI1.6

CSTII.T

CSTII.8

CSTI1.9

CSTIl.1O

CSTII.I I

CSTII.I2

CSTIl.13

CSTI2.1

CSTTZ.2

CSTI2.3

CSTI2.4

CSTI2.5

CSTI2.6

CSTIZ.7

CSTI3

12,482,300.34

15,220,861.95

578,402.61

23,003,051.14

0.00

0.00

0.00

0.00

0.00

1,584,870.69

(3,747,495.30)

597,450.95

3,244,069.26

5,564,192.29

648,092.56

(13,655,760.74)

100.00

49,567.23

4,237.56

409,151.18

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

48,885,785.42

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

12,667,998.11

8,521,3 80.96

23,832,174.61

350.00

136,500.00

(79,222.25)

3,671,166.54

1,338,122.18

32,360,214.58

Schedule l.0lA I l-13-2012 docx



Sub-Total C: Acquired Cash and Investments
to be paid to HCSC at closing

Sub-Total D: Net assets retained by the existing entity

$43,584261.70

$146,557,461.88

Schedule l.0lA I l-13-20l2.docx



Schecule 1.015

The amounts on this schedule are computed as of June 30, 2012, with the exception ofthose items n'ith a valug other than zero in the "FMV
Adjustment" column, which r/vere adjusted ftom the June 30, 2012 value due to fair market adjustrnents, tansaction effects, or matgrial

accruals from lhe June 30, 2012 values.

These values will be recomputed as ofthe closing date. Any and all re-computation shall be €ffected on the same basis as the amounts in this

schedule have been calculated.

BCBSMT
Account Account June 2012

Key Number B/S Value Adjustment Adjusted Value
FMV Transferred

to HCSC
Remain in

ExiCtilg Entity

A. Scheduled Liabilities

I Pendrng and Urrreported Clatms

Hosprtal & Medrcal IBNR

FEP IBNR

FEP Bluevisron IBNR

Medtcare Advantage IBNR

Medrcare Part D IBNR

A/P ASC/ASO Stop Loss IBNR

Western Regron IBNR

Pendrng and Unreported Clarms, Total

2 Aggregate Polrcy and Clarrn Reserves

Rate Stablllzatlon Reserves

Clarm and Case Reserves

Aggregate Polrcy and Clarm Reserves, Total

3 Health Care and Other Clarm Liabllrtres

Wells Fargo - Flex

Delta Dental Settlement Estinrate

Provider Bonuses

HMI Settlement

Unpard Clarms AdJustment Expense

-5203 568,docx

SLI

SLI

SLI

SLI

SLI

SLI

SLI

SL3

SL3

SL3

SL3

SL3

20005

20020

20021

20041

20042

20050

2005s

20305

20400

$0 00

0.00

0.00

0.00

0.00

0.00

0.00

$0 00

000

000

000

000

000

000

$41,355,000 00

13,200,000.00

rr,462.31

2,067,243 26

64,036 54

805,000.00

525,000.00

$41,355,000 00

13,200,000.00

tr,462.31

2,067,243.26

64,036 54

805,000.00

525,000.00

$41,355,000 00

13,200,000 00

11,462 3l

2,067,243 26

64,036.54

80s,000.00

525,000 00

$58,027,742 rr

$1,374,655 50 $0.00

7,700,000.00 (7,700,000.00)

$0.00 $58,027,742.11 ss8,027,742 11 $0 00

SL2

sL2

$1,374,655.50

000

$1,374,65s 50

000

$0 00

000

$9,074,6sss0 ($7,700,000.00) $1,374,655 50 $1,374,655 50 $0 00

20150

2015 5

20t57

20165

20200

$0.00

0.00

000

0.00

000

$0.00

0.00

000

000

000

$187,508 00

35,078 74

624,8r0.00

44s,23'1 89

1,728,800.00

$r87,508 00

35,0'18.'14

624,8t0.00

445,237.89

r,728,800.00

$ 187,508.00

35,078.74

624,810 00

44s,237.89

1,728,800.00



RAS lnterplan Retnsurance

A/P Excess Rernsurance

A/P MCHr\ llssessment

A/P RAS - Medrcare Advantage

A/P Mernbers hrp Refunds

A/P QNX'I'Dues Retunds

A/P COBRA Credts

A./P Drug llebates Canceled Groups

A,/P PBM Drug Utrlzatron

A,/P Investment Agency Fees

A./P FEP Invf stment Account Interest

A/P FEP Workurg Caprtal Deposrt

A/P FEP Refirnds

A"/P Blue Card Home Claim Expense Automated Balanctng

A/P Blue Card Home Plan Autornated Balanctng

A/P Blue Card Home Unpard Claim Liab ,{uto Bal

A"/P BIue Card Host Provrders Automated Balancing

A"/P ASC ASL

A/P PerformzLnce Guarantees

A/P BCBS \\'Y

Health Care and Othe r Claun Llabllltres, Total

4 Trade Accounts Payable

A./P Blue Crud CFA Fees

A/P Assocratron Fees

A,/P 0{EBA) Benefit Admrnrstratron Fees

A/P COBITA Commrsstons

NP TrarJe Ar)count

Trade Accounts Payable, Total

5 CompensatronJ{elated Lrabrlrtres

A,/P Accrued Payroll Net

A,/P Accrued Earned Trme

-5203568.docx

SL3

SL3

sL3

SL3

SL3

SL3

SL3

SL3

SL3

SL3

SL3

SL3

SL3

SL3

SL3

SL3

SL3

SL3

SL3

SL3

SL4

SL4

SL4

SL4

SL4

20'700

20710

2t165

2t216

21500

2l 501

21505

2t515

21520

2t600

2t6s0

2t652

2t654

2t670

2t672

216'.73

21674

zr't52

2t755

2t'760

21200

2t202

21204

2t2t5

2t224

21000

21002

0.00

000

0.00

0.00

0.00

000

0.00

0.00

000

0.00

0.00

0.00

0.00

000

0.00

0.00

000

0.00

0.00

0.00

282,127 97

65,406.64

6,405,044 9s

720,863.4r

I 78,200.50

134,000.39

32, l 86.50

158,236.24

(s,201.4s)

70,000.00

108 38

r,548,844.70

29,48'1 .14

(200,408.10)

r,096,975.42

(1,09s,770.15)

3,629,396.20

23,365.76

7,272;74

44,1t2.44

282,127 97

6s,406.64

6,405,044.95

720,863.41

I 78,200.50

r34,000.39

32,186 50

t58,236.24

(5,201.45)

70,000.00

108.38

1,548,844.70

29,487.'14

(200,408. l0)

1,096,9'15.42

(r,095,770.15)

3,629,396.20

23,365-76

'7,272.74

44,112 44

282,t27.97

65,406.64

6,405,044.95

720,863.41

178,200,50

134,000 39

32,186.50

t58,23624

(5,201.45)

70,000 00

108.38

t,548,844 70

29,487.74

(200,408 10)

r,096,97s.42

(1,09s,770. l s)

3,629,396.20

'r1 aA< 1A

7,272.74

44 t1) 4L

000

000

0.00

000

000

000

000

000

000

000

0.00

000

0.00

000

000

0.00

0.00

0.00

000

000

$ r6,145,684.9 I

$12,882.43

3,309 55

(1 6,405 78)

90.00

727,088 60

$0.00 $16,145,684 91 $16,145,684.91 $0.00

$0.00

0.00

0.00

000

0.00

$0.00

000

0.00

000

000

$12,882.43

3,309 55

(16,405 78)

90 00

727,088.60

$ 12,882.43

3,309 55

(16,40s 78)

90 00

727,088 60

s|26,964.80

$0.00

2,28r,939.38

$0.00

$0.00

0.00

$'126,964.80 9726,964.80 $0 00

$0 00

0.00

SL5

SL5

$0.00

2,28t,939.38

$0.00

2,28r,939.38



A/P Bonus Accrual

A/P Underwrrturg Bonus Accrual

A/P BCBSA LTD

A/P BCBSA Lrfe lnsurance

A/P Workmans Comp - Carrter

A/P Group Untversal Lit-e Plan

A/P Unurn Group Term Lrfe

A/P AD&D

A,/P Travelers Insurance

A/P USAble

A./P Employee Charrtable Contrtbuttons

A/P 401(k) Plan

A/P Flex

A/PHSA

A./P Long Term Care

A/P FUTA

A/P SUTA

Lawson Payroll Cleal lng

A/P Mrscellaneous Payroll

A"/P Federal Income Tax Wrthholdtng

A/P FICA

A/P Medtcare

A./P State [ncome Tax Wrthholdtng

A/P 401(k) Loans

A/P Flex Funds Held

A"/P Chrld Supporr

A/P Garnrshments

A/P Lrfe Retrrees

Compensatron-Related Liabilrtres, Total

6 Other Accrued Ltabrlrttes

6a Commrssrons Payable

A/P Commtssrous

-5203 568.docx

SL5

SL5

SL5

SL5

SL5

SL5

SL5

SL5

SL5

SL5

SL5

SL5

SL5

SL5

SL5

SL5

SL5

SL5

SL5

SL5

SL5

SL5

SL5

SL5

SL5

SL5

SL5

SL5

21006

21008

21016

21022

21024

21030

2103 I

21032

21036

2103 8

21042

21048

21050

2t054

21060

2t062

2r064

21068

21069

22800

22802

22804

22805

22807

228t0

22811

228t3

22822

442,590 00

r44,824.00

2,903.66

1,590 66

13,681.58

2.00

45.24

t22 t3

5,542 98

1,666 24

't 50

477.97

(e4 3e)

159.86

0.00

1,t'76.28

77,012.45

000

375 03

887 25

s20 98

L'19.86

000

18.21

4,23',7.56

328 6l

(144.20)

(t,6e4.0e)

442,590.00

r44,824.00

2,903.66

1,590.66

13,681.58

2.00

45.24

122 t3

5,542.98

|,666.24

1.50

477.9'7

(e4 3e)

ls9 86

000

t,176.28

11 nl) 4<

000

375.03

887.2s

520.98

r79 86

000

18.21

4,237.56

328 6l

(t44 20)

(1,694.09)

442,s90 00

144,824 00

2,903.66

1,590 66

13,681 58

2.00

4s.24

t22 13

5,542.98

|,666 24

750

477 97

(94.39)

159.86

000

1,t"16 28

77,012 45

0.00

375.03

887 2s

520.98

t79.86

0.00

l8 21

4,237.56

328.6r

(r44 20)

(1,694 0e)

0.00

0.00

0.00

0.00

000

0.00

000

0.00

0.00

000

000

000

000

000

0.00

0.00

0.00

0.00

0.00

000

0.00

0.00

000

0.00

0.00

0.00

0.00

0.00

0.00

000

000

000

0.00

000

000

000

0.00

000

000

000

000

000

000

000

000

000

000

000

0.00

000

0.00

000

0.00

000

000

000

$2,978,356.7s $0.00 $2,978,3s6.75 $2,978,356.75 $0.00

SL6 1 2r125 $ 1,390,68s.77 $0 00 $1,390,68s.77 $1,390,685.77 $0 00



6b All other on balance sheet

Accrued Property Taxes Great Falls

Aecrred Prnherlv TaxgS Parli Ave

Accrued Propefty Taries Fuller

Accrued Property Taxes Donovatr

Abandoned Propefty Uncashed Checks

Total, All other on balance sheet

7 Income Taxes Payeble

Federal Inconre Taxes Payable (|Jon-Current)

Incorne Taxes Payabl,:, Total

8 Def'erred Subscrrptron Revenue

LRSP ShorVOver

A/P Employee Health Dues

NSI Monta:raPremrums

NSI Idahol'remtums

Deferred Income

QNXT Advanced Premrums

QNXT Unearned Premrum

QNXT Adva:tced Admtn Servtces Income

Student Plan Athletrc Dues

Suspense LRSP

Suspense l-RSP Unallocated Cash

Suspense QNXT Unapplted Cash

Suspense ITS, Admrn Access Interface

Defelled Subscr rptiorr Rerenue, Total

9 Otlrer Mrscellaneo :s Lrabtltties

9a Due to/fiom TICBSMT Foundatton

Due to/frorn BCBSMT Foundatron

9b Due to/frorn Carrng Foundation

Due to/from Cartng Foundatton

-5203568.docx

SL6 2

SL6 2

SL6 2

SL6 2

SL6 2

SL8

SL8

SL8

SL8

SL8

SL8

SL8

SL8

SL8

SL8

SL8

SL8

SL8

21000

21105

21110

2ttt5

22702

$22,s52.74

43,979 28

86,980.80

23,273.88

423.00

$0.00

000

000

000

0.00

$22,552.'14

43,9'19 28

86,980.80

23,273.88

423 00

$0.00

000

0.00

0.00

0.00

$22,55274

43,979 28

86,980.80

23,273.88

423.00

$t77,209't0

($2, r 85,470.78)

$0.00 $r7'1,209.'10

$0.00 ($2,18s,470 78)

s0 00 $l'77,209 70

$0.00 ($2,18s,470.78)

20500

20505

20515

20520

20525

20526

20527

20s28

20530

21832

21842

21844

21857

$0 00

000

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

000

0.00

0.00

($2,185,470 78)

($31,948.s8)

(l 1,638 l3)

I I 1,484 38

6,414.46

2,694,250 3r

13,987,501.52

243,n0.79

?-7,600 0r

9,827.71

(4e 12)

8,432.05

1,737 ,218 l0

(27,160.05)

$0.00 ($2,18s,470 78) $0.00 ($2,18s,470.78)

$0 00

0.00

0.00

0.00

0.00

000

000

000

000

0.00

0,00

000

000

($3 r,e48.58)

(l 1,638.r3)

1l1,484.38

6,474 46

2,694,250.31

13,987,50r.52

243,1r0.79

27,600.0r

9,827.71

(49.12)

8,432.05

1,137,2t8.t0

(27,160 0s)

($3 1,948.58)

(l 1,638 13)

I l1,484 38

6,474.46

2,694,250.3r

13,98't ,501.52

243,t10'19

27,600.0r

9,827 7l

(4e.r2)

8,432 05

t,'137,2t8 10

(27,t60 0s)

SL9 I

SL9,2

t2220

t2330

$0.00

$0.00

($15 oo)

$r,929.73

$0.00

$0 00

$0 00

($1s 00)

sl,929.73

$ I 8,755, r03.45

($1s.00)

$1,929.73

$0.00 $18,755,103 45 $ 18,755,103.45



9c Other Mrscellaneous Lrabrlrtres - Impatrment

Other Non-Current Llabrltties

9d All other on balance sheet

Due tolfrom MACP

Due to/from Canng Program for Chrldren

Due to/from MCHA Tradtttonal

Due tolfrom Poftablllty

Due to/from MCHA Premtum Asststance Program

A"/P Commtssrons WSIC

Recerved not lnvorced

A"/P Mrscellaneous

Suspense Managed Care Clearrng

Suspense Credtt Card Payments

Suspense QNXT Darly Cash

Suspense Blue Card Auto Balance lmplemerrt

Suspense Mlsc Accounts Payable

Suspense Student Revenue Adlustnrent Cleanng

Suspense Refund Checks (Tres)

Suspense Fraud Recovenes

Suspense VCD LRSP Clearrng

Suspense QNXT Cleartng

Suspense Mtsc Cash Recelpts

Suspense ASC Drug Overpayments

Suspense Northwestern Scholastrc INSU

Suspense Drug Rebate

Suspense QNXT Pay cycle Variance

Suspense Lawson Commrssron Interface

Suspense LRSP Manuals Account

Suspense Lawson Utihzatron Interface

Suspense Delta Dental

Suspense QNXT Uttltzatton Interface

Suspense QNXT Income Interface

Suspense Lawson Drug Interface
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SL9.4

SL9 4

SL9 4

SL9 4

SLg 4

SLg 4

slg 4

SL9 4

SL9 4

sL9.4

SLg 4

sL9 4

SL9 4

SL9 4

SL9 4

sL9 4

sL9 4

SL9 4

SL9 4

29999

12250

12332

12350

t2352

12354

2rt35

21232

2tzs9

21800

21802

21803

21804

21806

2180'7

2t812

21813

2r814

2181 5

21816

2t8t9

21820

21822

21825

2183 0

21834

2t837

21847

21846

21847

218s I

$1,s 12,33s.86

($279,s71.t3)

0,00

(438,167 16)

(649,093 80)

(r4 1,359.94)

6t6,464.36

134.97

2t,504.54

3s,216 69

r44 47

000

2l 1,988.04

174,598 95

(92 2e)

46,446.58

2,396 04

(1,640.94)

(353.3s)

000

24,807.18

3,908.25

r,t65,65t.76

(688 s l)

(4,04r.7 5)

(39,343.79)

(677.23)

36,746 08

0.00

(224,019.87)

2,723,946.41

$0.00

$0.00

000

0.00

0.00

0.00

0.00

0.00

3,000,385.00

0.00

0.00

0.00

0.00

000

000

0.00

0.00

0.00

0.00

0.00

0.00

0.00

000

0.00

0.00

000

000

0.00

0.00

0.00

000

$ 1,5 12,33s.86

($279,s7r.13)

000

(438,167.16)

(649,093.80)

(141,359.94)

616,464.36

334.9'1

3,021,889.54

35,216 69

144.47

000

2 t r,988.04

t74,598 95

(e22e)

46,446.s8

2,396.04

(r,640 94)

(3s3.3s)

0.00

24,80't.18

3,908.25

I,165,65 1.76

(688.5 l)

(4,04r.1s)

(39,343.79)

(6'17.23)

36,746.08

0.00

(224,0r9.87)

2,723,946 4l

$0.00

(s2'r9,s71.13)

000

(438,167,16)

(649,093.80)

(14r,359.94)

616,464.36

334 97

3,021,889 s4

35,2t6 69

t44.47

0.00

2l 1,988.04

174,598.95

(e22e)

46,446 58

2,f96.04

(1,640 94)

(3s3.3s)

000

24,807.r8

3,908.25

|,t65,65t.'.|6

(688.5 l)

(4,04r.7 s)

(39,343.79)

(677 23)

36,746.08

000

(224,019.87)

2,'123,946 4l

$ 1,512,335.86

$0,00

0.00

000

000

000

000

000

000

000

000

000

000

0.00

000

0.00

000

0.00

0.00

000

000

000

000

000

000

000

000

0.00

000

0,00

000



A/P - HeW Mtsc IntercomPanY

A/P MSHWP Fund Held

A./P Mrsc Subscriber Collechons

All otlrer on balarrce sheet, Total

l0 Pensron and Related Oblrgatrons

10a DB Pensron Obhgatrons - WSIA & ICI\41 Employees

DB Pensron Ltabrlrty - WSIA, ICMI Employees

l0b All other on balance sheet

Defined Benefit Pensron Lrabrlit;z - BCBS)\4T, HeW Employees

Defined Contrtbutton Plan Lrabrlrty (4ftQ'1

BRP Retrrem,:nt Llabrlrty

A/P Deferred Compensatton

Post Retrremont Lrfe

Post Retrrem(xrt Medrcal

All other on balarce sheet, Total

I L Intanglble Lrabrlities - Hosprtal Ltabtltttes

Interest Payable - Intangible

Intangible Ltabiltty

Intangrble Lrabihtres - Hosprtal Lrabrlrtles, Total

l2 Contrngent Lrabrltttes - Litrgatron

Loss Contrngent Ltabtltties

Contlngent Lrabrlrtrer; - Lrtlgatlon, Total

Sub-Total A: Total Sche duled Liabilities

B. Scheduled Assets

I Health Receivable:; - Premrum Related

A"/R Mernbet Dues - New

A"/R QNXT }lember Dues

A"/R Medtcare Rtsk Dues

-5203568 docx

SL9 4

SL9.4

SL9 4

224t0

22815

22817

0

0

25508

255 l0

l))l)

2s520

2ss30

23320

29090

0.00

0.00

0.00

000

0.00

0.00

47,000.00

3. l0

'736,954 89

47,000 00

3.10

'r36,954.89

47,000 00

3.10

'736,954 89

$4,069,062.55 $3,000,385.00 $7,069,447.55 $7,069,447 .55

$383,03 I 00

$19,639,276.25

223,t23.34

23,s86,948.94

659,7 16 3l

15,171.7 4

547,966 02

$0 00

$6,07'l ,692 7s

0.00

2,6t0,3s5 06

000

000

000

$383,031 .00

$25,716,969.00

223,t23.34

26,t97,304.00

659,716.31

15,l7l74

547,966 02

$0.00

$25,7 16,969.00

223,123 34

26,197,304 00

659,716 3l

15,17r.7 4

547,966 02

$0 00

$383,03 1 00

$0 00

000

0.00

0.00

000

000

SLIO 1

SLIO 2

sL10,2

SLIO 2

SLIO 2

SLIO 2

SLIO 2

s44,672,202 60 $8,688,047.8 I $53,360,250.41 $53,360,2s0.41 $0 00

$0 00

000

SLl I

SLI I

$198,342.36

t9,834,23'7.62

$0.00

0.00

$198,342.36

19,834,237.62

$ 198,342.36

t9,834,23'1 .62

SL12 29010

$20,032,579 98 $0 00 $20,032,s79 98 s20,032,579 98 $0.00

$4,870,000 00 $0.00 $4,870,000.00 $0 00 $4,870,000.00

$4,870,000.00 $0.00 $4,870,000 00 $0.00 $4,870,000.00

$180,632,058.93 $3,988,432.81 $184,620,491.74 s179,861,471.23 $4,759,020.51

SAI

SAI

SAI

I 1005

l 1006

I 1009

$0.00

0.00

0.00

$0.00

000

000

$1,845 70

2,r02,f'19 96

2,190,473 82

$ r,84s.70

2,t02,379 96

2,190,473.82

$1,845 70

2,r02,3'19.96

2,t90,473.82



A/R QNXT Bank Returns

Health Recervables - Premrum Related, Total

2 Health Recervables - Other Health

A/R FEP IBNR

A/R QNXT Provrder Advances

A/R Provrder Negatrve Balance Malntenance

A/R QNXT Refunds Requested

A/R LRSP Clarrn Reversals

A/R Drug Overpayment

A./R Drug Rebate

A/R FEP Servrce Charge Income

A/R FRP Remrttance Accrual

A/R FEP Miscellaneous

A/R FEP Blueviston

A/R FEP Standard Optron

A/R FEP Basrc Optron

A/R FEP Monthly Expense

Allowance tbr Wr rte-offs Agarnst Drug O/P Recervable

AIIowance for Wrrte-offs Agarnst Health Care Recervables

A,/R froni Rernsurer

A/R Medrcare Rrsk Rernsurance from Plans

A/R Srgnal Peal< Energy

A"/R Benefis

A/R Sttllwater Mtntng

A/R MCA

A/R BCBSMT ASO

A./R Grbson Gurtar

A"/R Great Falls Clinrc

A"/R Watkurs Shepard

A./R Bozeman School Drstrrct #7

A./R Brllrngs CIrnrc

A/R St John's Lutheran Hosprtal

-5203 568.docx

0.00SAI I l02l 261 22 261.22 26t.22 000

$4,294,960'r0 $0.00 $4,294,960.'t0 s4,294,960 70 $0 00

S42

SA2

S42

S42

S42

S42

SA2

SA2

S42

S42

S42

S42

SA2

SA'2

s42

S42

S42

S42

S42

SA2

SA'2

S42

S42

S42

SA.2

S42

S42

s42

S42

I l0l0

1l l0l

11102

llt05

11106

11108

llll0
tll2s

trt27

lll30

tU32

11140

lll45

ttt47

11150

lll55
11215

tt224

l 1686

I 1687

1r688

I 1689

I 1690

l 1691

r1692

I 1693

tt694

l 1695

I 1696

$0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

000

000

0.00

000

000

0.00

000

000

000

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

000

$0 00

000

000

000

0.00

000

000

000

000

000

000

000

000

000

000

000

000

000

000

0.00

0.00

0.00

0.00

000

000

0.00

000

000

000

$13,200,000 00

32,594 09

(272.t6)

210,637 37

r48,9't't 30

79,210.',|3

3,836,5'70.17

392,6s6.04

1,828,899.41

67,648.98

t20,613 67

811,852.98

1,698,408 l7

476,260 00

(28,2s9.48)

(279,11r 46)

104,029.70

1,026,095.94

76,074 49

t54,339 69

363,34t.53

(t2,s4t.12)

)a) 1)q 1\

7,t99.08

9,201 09

t83,8t7.25

r43,3r7.13

188,167 5l

40,688 28

$13,200,000.00

32,594.09

(272.t6)

210,637.3'7

148,977 30

79,2t0.73

3,836,570.r7

392,656.04

l,828,899.41

67,648.98

120,613 67

8l 1,852 98

1,698,408. l7

476,260.00

(28,2s9.48)

(279,7 rr .46)

104,029 70

t,026,095.94

76,074.49

154,339.69

363,341.53

(t2,s4r.r2)

232,729.75

7,199.08

9,20t 09

183,8r7.25

143,317.13

I 88, I 67.5 I

40.688.28

$ 13,200,000.00

32,594 09

(272 t6)

210,63'7.37

148,977.30

"t9,2t0 73

3,836,570.17

392,656.04

1,828,899 4l

67 ,648 98

120,613 6'7

81 1,852.98

1,698,408 r7

476,260 00

(28,2s9 48)

(279;rn.46)

r04,029.70

1,026,095.94

76,074.49

154,339 69

363,341.53

(t2,s4t.12)

232,729.7s

7,199.08

9,201.09

183,8t7 25

t43,3t7 t3

I 88,167.5 I

40,688 28



A./R Western States ASC

A./R Glacrer Ilancorp

A"/R State Ba| Assoclation

A,/R State oflvlontana

A/R Yellowslone Boys and Grrls Ranch

A./R State Bankers

A./R Decker (loal

A./R Northwestern Energy

A,/R Prpe Trades Trust

A/R ASC/ASO

A,/R Morrison Marerle

A/R CMC

A"/R Western MT Mental Health

A/R MT Un|rersrty Systems

A/R North V,rlley Hospttal

A/R S&K Te:hnologies lnc

A./R MSE In<r

A"/R Mrnrmu:n Premturn

A,/R Conttngont Pt emtum

A"/R Healthy MT Krds

A./R Blue Ca,-d Central Ftnanctal Agency

A/R Blue Ca-d Host Automattc Balancing

A/P CMS

Health Recetvables - Other Health, Total

J Recervables from,\ffillates

3a Due to/from i{ealth-e-Web

Due to/fiom Health-e-Web

3b Mrscellaneous Recetvables from Health-e-Web

A"/R Health<rWeb Mtsc

3c All other on balance sheet

A/R ICMI Mtsc

Due to/from CBMI

-5203568 docx

SA2

S42

SA2

SA2

S42

S,A2

S,A2

S42

S42

S,A2

S42

SA2

S,A2

SA2

S,A2

s42

SA2

S,A2

S42

SA2

S,A2

SA2

S,q2

t1697

1r698

r 1699

I 1700

I t70l

1 t702

1 1703

11704

I 1705

rt706

rt'70'7

I 1708

I 1709

I l7t0

llTll
LL7 12

I 1713

1t7t4

rt7r6

t17 t'7

11720

t1722

22830

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

000

0.00

000

0.00

0.00

0.00

0.00

62,458.4'l

259,978 78

t25,837.36

1,691,953 l0

49,787.49

13 1,703.18

105,635 64

33,054 2s

381,769 44

1,137,686 6l

71,285 69

t33,1 r6 93

r21J29 67

815,360 64

242,022 t7

?-2,386 75

(3,306 81)

859,547.70

ss,000 00

r,307,42t.96

2,84t,433.01

2,665,156.60

2,062,6s4.87

62,458.47

259,978.'.l8

t25,837 36

r,691,953. l0

49,787.49

13 1,703.18

10s,63s.64

33,054.25

38r,769.44

I,137,686 6l

7r,285.69

133,1 16.93

r21,329.67

81s,360 64

242,022.17

22,386.75

(3,306.8 l)

8s9,547.70

55,000 00

1,307,421.96

2,84t,433 0r

2,665,rs6.60

2,062,654.87

62,458 4'l

259,978.78

tzs,837.36

1,691,953. l0

49,787.49

l3 1,703.18

105,63s,64

33,054.25

381,769.44

r,t37,686.6r

7r,285 69

133,1 16.93

t2r,329 67

815,360.64

242,022.17

22,38615

(3,306.81)

859,547.70

ss,000.00

1,307,421.96

2,84t,433.01

2,665,t56.60

2,062,654 8',1

000

000

000

000

000

000

000

000

0.00

000

000

000

000

000

000

000

000

000

0.00

0.00

000

000

000

$40,28s,8 19.63

$28,325.20

$221,970.08

$4,29624

116,341.48

$40.28s,8 19.63 $40,285,819.63

$28,325.20

$221,970.08

$4,296.24

116,341.48

$28,32s.20

$22r,970.08

$0.00

0.00

$0 00

$0 00

$0 00

$4,29624

I16,34r 48

SA3. I

SA3 2

SA3 3

S43.3

I 1840

I 1846

l 1806

11820

$0 00

$0.00

s0.00

0.00



A/R CBMI Federal Taxes

All other on balance sheet, Total

4 Other Mrscellaneous Recervables

A./R Comrrissron Chargebacl<

A/R Travel Rermbursement Outsrde Entlty

A/R Advance Deposrts

A/R Deferred Charges

A/R Trrwest Network Fees

A./R Pharmacy Benefit Manager

A/R IHM Programs

A/R Mrscellaneous

A/R Employee Travel Advances

A,/R Employee Computer Purchase

A/R Termrnated Employees Computer Purchase

Allowarrce for Doubtful Accounts

Other Miscellaneous Recervables, Total

5 Drvrdends and lnterest Recervable

Accrued Interest Short Term Investment

WF Premrer Accrued Stock Drvrdends

WF SubscIrber Protectron Accrr-red Interest

Drvrdends and literest Recervable, Total

6 Def-erred Taxes

Def'erred Tax Benefit

Deferred Taxes, Total

7 Notes Recervable

Notes Recervable

Notes Recervable, Total

8 Prepard Expenses

-5203568 docx

3,398,927.s0 0.00 3,398,927.50 0.00 3,398,927 s0

S44

S,A4

SA4

S44

S44

S44

SA4

SA4

SA4

SA4

SA'4

SA'4

SA5

SA5

SA5

SA6

l3 100

r3322

t3404

$0.00

0.00

0.00

$0.00

000

0.00

12518

t2520

12524

t2525

t2536

r2554

12565

r2700

t2914

l29l 8

12920

12990

$0 00

000

0.00

0.00

000

000

000

0.00

0.00

0.00

0.00

0.00

s29,427.62

1,505.37

r57,278.74

10s,000 00

76,432.00

98,734 54

s00.00

89,1 r9.38

8,304.44

23,00t 29

0.00

(90,634 38)

$29,427.62

l,505.37

157,278.74

105,000 00

76,432 00

98,734.54

500 00

89, I l9 38

8,304.44

23,001.29

000

(90,634.38)

$0 00

000

000

000

000

000

000

000

000

000

000

0.00

s3,st9,s65.22

$29,427.62

1,505.37

t57,278 74

l 0s,000 00

76,432 00

98,734.54

s00.00

89,1 l9 38

8,304.44

23,001 29

0.00

(90,634 38)

$0.00 $3,5r9,s65.22 $0.00 $3,519,565.22

$498,669.00

$577 68

37,4t1 23

857,091 39

$0 00 $498,669.00 $498,669.00 $0 00

$s77 68

37,43t 23

857,09t 39

$577.68

37,431 23

8s7,091 39

17150

$89s, l 00.30 $0.00 $895.1 00.30

$8,659,189 69 ($12,246,62r.00) ($3,s87,43 1.3 l)

$0 00 $89s,r00 30

$0 00 ($3,587,43 1.3 r)

17000 $22,t4r.t7 $0.00 $22,t4t t7

$0.00 ($3,587,431.3 1)

$0 00 $22,141 17

$8,659,1 89 69 ($12,246,62r oo) ($3,587,43 1.3 l)

$0.00

SA7

$22,r4L17 $0.00 $22,141 17 s22,t4t t7



State Genetlcr; Tax

Equrpment Rr:pairs & Marntenance

Office Suppltes

Insurance & Ilondtng

Professronal Irees

Software lt4aintenance/Ltcenses

Mrscellaneour Travel

Subscriptrons, Dues & Lrcenses

Prepard Ltfe lnsurancg

Postage - Flelena

Postage - Great Falls

Prepard MT Oare Covenant

Prepard Advertislng

Prepard Expenses

Prepard Expenses, Total

9 Land and Burldrng,;

9a Land - Helenir

Land - Helenl

9b All other on balance sheet

Frxed Asset Oleartng

Land & Inrprcvements Great Falls

Land & Improvements Fuller

Land & Improvements Park Ave

Land & Inrprovements Donovan

Burldurgs Gr,:at Falls

Butldtngs Fuller

Burldrngs Pa'k Ave

Leasehold lntprovements

Butldrngs Dc,novan

Butldtng ImP,r6Ye6.n1,

Accum Depr:ctation Bldgs Creat Falls

Accum Deprecration Bldgs Fuller

-5203568 docx

SA8

SA8

SA8

SA8

SA8

SA8

SA8

SA8

SA8

SA8

SA8

SA8

SA8

SA8

SA9 I

SA9 2

SA9 2

SA9.2

SA9.2

SA9 2

SA9.2

SA9 2

SA9 2

SA9.2

SA9 2

SA9 2

SA9 2

SA9.2

I 4005

t 4010

1401 5

t4025

I 4030

14035

14040

14045

14050

1,+065

t4066

140'7 5

I 4080

r4099

0

17200

t7205

11210

t7215

r7225

17250

17252

t'7256

t7258

17260

t7262

17750

t7754

q7) 444 l\

81,434 03

3,027 69

26r,934.39

248,t33.63

2,032,065.57

27,626.13

240,570 89

39,000.05

(39.92s.83)

( r3,3s 1.96)

000

t2,700.46

546,s08 02

$0.00

0.00

0.00

0.00

000

0.00

0.00

0.00

000

0.00

000

0.00

0.00

000

$72,444.r5

81,434.03

3,027 69

26t,934.39

248,t33.63

2,032,065.57

27,626.13

240,570.89

39,000.05

(39,925.83)

(l3,3sl 96)

000

t2,700.46

546,508.02

s72,444 15

8r,434.03

3,027.69

26t,934.39

248,t33.63

2,032,065 5',1

2't,626 13

240,570 89

39,000.05

(39,92s.83)

(13,351.96)

0.00

t2,700 46

546,508.02

$0 00

0,00

000

0.00

000

000

000

0.00

000

0.00

0.00

000

000

000

$3,512,167 22

$0.00

$1,s29 80

222,0t5.75

815,324.38

483,2s9.00

36,200.00

1,839,567.76

4,591,081 97

s,420,5'14 20

30,714.42

3,740,736.t4

301,882.69

(t,636,760 47)

(3,s6s,620.52)

$3,166,205.00

$0.00

0.00

0.00

000

0

1 ,515,r7 6 96

1,159,214 17

(5s7 ,t81.42)

0.00

1,359,263 86

0.00

0.00

000

$3,166,20s 00

$1,529.80

222,015.'t5

815,324.38

483,259.00

36,200.00

3,414,'144.72

5,7s0,296.r4

4,863,392.'18

30,714 42

s,l 00,000.00

301,882.69

(r,636,760.4't)

(3,s6s,620.s2)

$3,166,20s,00

$0 00

$0.00

$1,529 80

222,015 75

815,324 38

48t,2s9.00

36,200 00

3,4r4,744'.72

5,7s0,296 14

4,863,392 78

30,714 42

s,r00,000 00

301,882.69

(t ,636 ,7 60 .47)

(3,s65,620 52)

$0.00 s3,sr2,r6'1 22 s3,512,167.22

$0 00

000

0.00

000

0.00

0.00

0.00

000

0.00

000

0.00

000

000



Accum Deprecratron Bldgs Park Ave

Accunr Amortrzatron Leasehold

Accum Depreclatron Bldgs Donovan

Accum Deprecratron Butldrng Ilnprovements

All other on balance sheet, Total

10 Sotiware

Software Purchased

Operatrng System Software

Acculn Amortlzatron Purchased Software

Accum Amortrzatron Operatutg System Software

Software, Total

I I Furnrture, Equrprnerrt, and Autos

Of'fice Fumrture

Affine trn,rrnmpnt
vrarvw LYurPrIv"!

Telephone Equrpment

Automobtles

Cornputer Equtpment

Artwork

Accum Deprecratlon Olfi ce Furntture

Accum Deprectatlon Offi ce Equtpment

Accum Deprectatron Telephone Equtptnent

Accum Deprectatron Automoblles

Accum Deprecration Computer Equtpment

Furnrture, Equlpment, and Autos, Total

l2 Prolects rn Progress

ProJects rn Plogress

Prolects in Progress, Total

l3 Subsrdrarres and Closely-Held Investments

l3a Regronal Advantage

-5203 568.docx

sA9 2

SA9 2

SA9.2

SA9 2

SAIO

SAIO

SAIO

SAIO

SAI I

SAI l

SAI l

SAlI

SAl I

SAI I

SAl I

SAI I

SAI I

SA1 I

SAI I

SA12

17756

17758

17760

I I IOZ

0.00

0.00

0.00

0.00

000

0.00

000

000

(2,046,651 78)

(30,714 42)

(r,0s9,29s 59)

(122,7 46 9t)

(2,046,6s1.78)

(30,7r4.42)

(l,0s9,295.se)

(122,746.et)

(2,046,65178)

(30,714.42)

(1,059,295 59)

(122,746 9t)

$9,021,096.42

$44,637,237 75

33,869.80

(38,126,532 01)

(33,869 80)

$3,559,569.16 $12,580,665 58 $0.00 $ 12,s80,665 58

t7420

t7422

1'79t2

179t4

$0.00

000

000

000

$0.00

000

(6,5t0,705.74)

000

$44,637,237.75

33,869 80

(44,637,237 .7s)

(33,869.80)

$44,637,237 75

33,869.80

(44,637,237.7s)

(33,869 80)

$6,5t0,705 74 ($6,510,705 74)

$4,303,703.s3

t,446,969.46

2,937,057.86

335,98s 83

3,'t20,099 90

1,250.00

(3.62s,207.s4)

(t,408,966.46)

(r,432,91s 35)

(2'14,r80.67)

(1,024,284.87)

$0 00

0.00

000

0.00

420,t84.97

0.00

0.00

0.00

0.00

0.00

0.00

$0.00

$4,303,703.53

r,446,969.46

2,937,057 86

335,985 83

4,t40,284.87

1,250.00

(3,62s,207.s4)

( l,408,966.46)

(1,432,9ts 35)

(274,r80.67)

(3,024,284.87)

$0 00

$4,303,703 s3

t,446,969.46

2,937,057.86

335,985.83

4,r40,284.87

1,250 00

(3,62s,207 54)

(1,408,966 46)

(1,432,915 .3s)

(274,t80.67)

(3,024,284.8't)

$0 00

$0 00

000

000

0.00

000

000

000

0.00

0.00

000

0,00

l 7305

t'7315

1'7325

t7355

1740s

1 7500

I 7805

l78l 5

t'7825

1 7855

I 7905

s2,9't9,5rt 69 s420,t84.97 s3,399,696.66 $3,399,696.66

$3,748,605.s7 ($3,61 3,024.00) $135,581 57

$0 00

$0 00 $ 135,5 8l .57

s3,748,605.s7 ($3,613,024.00) $135,581 57 $0 00 $135,581 57



lnvestment rn Reglonal Advantage

l3b Plrme Therapeutics

Pnme Therap:uttcs

l3c TrrWest

Other - Trrwest

l3d Health-e-Wrb

lnvestmenl rn Health-e-Web

l3e WPMI

Investment rn CBMI - WPMI Potlton

l3f Clarkston weshlngton Restdence

Clarkston Washrngton Residence

[39 Lewtston Idaho Restdence

Lewtston Idalto Restdeuce

l3h All other lnYestments in Subsrdiarres on balance sheet

lnvestlnenl rn CBMI - Rematnder

lnvestment rn ICMI - Peal(l Adnltnlstratlon

lnvestment rn ICMi - Remainder

Investment rn WSIA

All other Investrrents tn Substdtarles on bal,mce sheet, Total

l3r All other Clc,sely Held Investments on balance sheet

Chatham Fea;ibrlrty Plarr

Accum Deprr:ctatlon - Other Investments

All other Closely Held Investments on balance sheet, Total

l4 Pensron Assets

l4a Annultles

Benefi t Rest(rratron Annurty

l4b Cash Surrerder Value ofLrfe ltrsurance

Cash Surrencler Value Ltfe Insurance

l4c Frclelrty Funds - Top Hat Plan

Frdelrty Funtls - Top Hat Plan

-5203568 docx

sAl3 I 15830 $7,780.00 $0.00 $7,780 00 $7,780.00 $0 00

sAl3 2 0 $2,546,000 00 $373,000 00 $2,919,000 00 $2,919,000 00 $0 00

sAl33 0 $1,131,7s400 $20,985,246.00 $22,117,00000 $22,117,000.00 $000

sAl3 4 0 $2,688,474 s7 $r,192,52s.43 $3,881,000.00 $3,881,000.00 $0.00

sAl3 s 0 $1,188,7s6.00 ($992,756.00) $196,000.00 $196,000.00 $0.00

sAl3 6 0 $288,3s9.72 ($91,3s9.72) $197,000 00 $197,000 00 $0.00

sAl3 7 0 $395,000 00 ($128,000.00) $267,000.00 $267,000 00 $0.00

sAl3.8 0 s2,8'74,629 86 $0.00 s2,874,629.86 $0 00 $2'874,629 86

sAl3 8 0 960,784 00 0 00 960,784 00

sAl3 8 0 349,765 67 0.00 349,765.67

sAl3 8 0 40,153,02s.09 10,938,969.91 51,091,995.00

$44,338,204.62 $10,938,969.91 $5s,277,r74.s3 $0.00 sss,277,l'74.53

sAl3 9 0 $25,000 00 $0.00 $25,000.00 $0.00 $2s,000.00

sA13 9 0 (64,065.1s) 64,065.15 0.00 0 00 0.00

($39,065.15) $64,065.1s $2s,000.00 $0.00 $2s,000 00

sA14 I 15605 $12,482,100.34 $0 00 s12,482,300.34 $12,482,300.34 $0 00

sAl4 2 15805 $15,220,861.95 $0.00 $15,220,861.95 $15,220,861.95 $0 00

sAl4 3 10360 $s78,402.61 $0.00 $578,402.61 $578,402 61 $0 00

0.00 960,784.00

0 00 349,765.67

0 00 51,091,995 00



15 lnlangrble Asse6 - Hosptel Asscis

rntdsore Asscts sAl5 17600 s25,@4237.62 10.00 $'5.@4237.62 525,@4,231.62 $000

A@um DeprcoErio. - Inls$br€ A$cts sal5 1E000 (2,091,185.48) 0.00 (2,091,18648) (2,091,186.48) 0.00

Intangrble Assets - Hosprtal Assets, Total

Sub-Total B: Total Scheduled Assets

C, Excess ofA over B

(to be pard to HCSC fiom avarlable cash and rnvestments)

I Cash and Short Term lnvestments

la Wells Fargo - Merchant Accourlt

Wells Fargo - Merchant Account

1b Wells Fargo - FEP Investment Account

Wells Fargo - FEP Investment Account

lc Wells Fargo - LRSP Controlled Dtsbursettrents

Wells Fargo - LRSP Controlled Drsbursements

ld PNC - Medicare Advantage

PNC - Medrcare Advantage

le Wells Fargo - Admtn/VCD

Wells Fargo - Admin/VCD

li Flrst Interstate Bank - Lockbox

Frrst lnterstate Bank - Lockbox

lg Wells Fargo - NSI Checktng

Wells Fargo - NSI Checktng

lh Wells Fargo - QNXT Clarms

Wells Fargo - QNXT Clarms

I r Wells Fargo - QNXT Rerssues

Wells Fargo - QNXT Rerssues

l1 PayLoll

Payroll

lk Wells Fargo - Flex

Wells Fargo - Flex

I I BRP Cash & Cash Equrvalents

-5203568 docx

$23,003,051 14 $0.00 $23,003,051 14 $23,003,051 14 $0.00

s188,027,707.43 517,117,299.16 $205,145,006.59 $136,277,209.53 $68,867,797.06

$43,584,261.70

csTIt.l 10015 $0 00 $0 00 $0.00 $0.00 $0 00

csrn 2 10020 $1,584,870 69 $0 00 $1,584,870 69 $1,584,870.69 $0 00

csrn 3 10030 ($3,747,49s.30) $0.00 ($3,747,49s.30) ($3,747,49s 30) $0 00

csTll 4 10033 $597,4s0 9s $0.00 $597,450.95 $597,450.95 $0 00

csrn s 1003s s3,244,06926 $0.00 $3,244,069.26 $3,244,06926 $0 00

csril 6 10037 $5,564,19229 $0 00 s5,564,192.29 $5,564,192.29 $0 00

csTll 7 10040 $648,092.56 $0.00 $648,092.56 $648,092.56 $0.00

csTil 8 r004s ($13,6s5,760 74) $0.00 ($13,65s,760.74) ($13,655,760.74) $0 00

csrrl.g t004'1 $100.00 $0.00 $100.00 $100.00 $0.00

csru.l0 10050 $49.s67.23 $0.00 s49,s67.23 $49,s6'1.23 $0.00

csril l l 100s2 s4.237 56 $0.00 s4,237.56 $4,231.s6 $0 00



BRP Cash &'Cash Equtvalents

1m All other on balance sheet

Cash on Hancl

Certrficates o I Depostt

Investment Pt:ndrng Cash

Specralty Morey lr4arket Mutual Fund

Premiel Monrry Marl<et Mutual Fund

Sub Protect Nloney Market Mutual Fund

Hentage Mor.ey Market Fund

All other Cash and Short Term Investments on Balance Sheet, Total

2 Cornrnon Stocks

2a WF Specralty Common Stock

WF Specralty Common Stock

2b WF Premrer (lommon Stock

WF Premrer (lommon Stock

2c Other - BCSI

Other - BCSI

2d Other - Plans Lrabrlrty Insurance

Other - Plans Lrabrlrty lnsurance

2e WF Specralty Allowance for FMV of Common Stocks

2f WF Prernrer llllowance for FMV of Common Stocks

WF Premrer ,{llowance for FMV of Cornrnon Stocks

29 Allowance for FMV of Common Stocks - Other

Allowance fcr FMV of Common Stocks - Other

3 Bonds

WF Subscnber Protectlon Corporate Bonds

Bonds, Total

Sub-Total C: Acquired rCash and Investments to be paid to HCSC at closing

Sub-Total D: Net assets retained by the existing entity

-5203568.docx

csTn 12 10354 $409,1s1 78 $0.00 $409,1s1 78 $409,151.78 $0 00

$2s0.00 $0 00 $2s0.00 $0 00 $250 00csTll 13 10005

csTll 13 103s0 740,345.3f 0.00 740,34533

csTn 13 10352 252,'194.29 0.00 252,794.29

csTn 13 10602 18,641 08 0.00 18,641.08

csTn 13 10604 94,09'7 76 0.00 94,097.76

csrrl 13 10608 5,096,427 s9 0.00 5,096,427.59

csrr1.13 10610 6,465,442.06 0.00 6,465,442.06

$12,667,998.11 $0.00 $12,667,998.11

csTl2.l 15101 $8,s21,380 96 $0 00 $8,521,380.96

csI2 2 15102 $23,832,174.61 $0.00 $23,832,174,61

0.00 740,345 33

0.00 252,794 29

000

000

18,641 08

94,097 76

0.00 s,096,427 59

0 00 6,465,44206

$0 00 $12,667,998.1 I

$0.00 $8,521,380 96

$0 00 $23,832,174 6r

wF sD{iart! Auowu@ forFMv ofconmon stocks csTD5 l5ll2 117922,.25) $000 ($'922225> $000 ($19'22225)

csTlz.3 0 $3s0 00 $0 00 $350.00 $0.00 $3s0 00

csTr2 4 0 $136,500.00 $0 00 $136,s00 00 $0 00 $136,500 00

csrr2 6 15114 $3,671,166.54 $0.00 s3,671,166.54 $0.00 $3,67r,r66.s4

csl2.7 151Is $1,338,122.78 $0.00 $1,338,122.78 $0.00 $1,338,122 78

csTr3 1s302 $75,41s,431.00 $5,830,569.00 $81,246,000.00 $48,885,785 42 $32,360,214 58

$75,415,431.00 $5,830,569.00 $81,244,000 00 $48,885,785.42 $32,360,214.58

s43,584,261.70

s146,557,461.88



Section 2.01 PURCHASE OF BCBSMTASSFTS

Section 2.01 (bxii) Excluded Contrasts- Iist of Excluded Contracts.

ggFsfs:::""
1. Leases and contracts for real property not acquired by or subleased by HCSC;

2. Contract with Payne Financial for the sale of the assets of WSIA, which includes the Note;

3. Contracts with the following Retained Subsidiaries:

a) Western States Insurance Agenry, Inc.

b) Peak 1

c) CBMI [Holding ComPanyJ;

4. TransactionDocuments;
5. Any non-competition or other agreement which restricts or limits the right of Purchaser {as

assignee or transferee of any Assets or Assumed Liabilities) to compete in any line of business or
with any Person or in any geographic area or during any period of time or to contract with any

Person, except for restrictions imposed by the BCBSA in the ordinary course or the restrictions

imposed by this Agreement.



Section 2.01 PURCHASE OF BCBSMTASSEIS

Section 2.01 (bxiii) Retained Administrative Assets - Describe Assets.

-rt- Eil Bluecrcss BlueShieldfilil Wl of Montana
-. Yt

All assets not transferred under Section 2.01, including but not limited to:
. Retained Subsidiary receivables
o Caring Foundation of Montana, Inc.
o Blue Cross Blue Shield Foundation for Healthy Montanans, Inc.
. Corporate records related to the organizational structure of, legal affairs of, and on-going

operations of BCBSMT unrelated to the business being acquired by HCSC.

N/A.



Section 2.01 PURCHASE OF BCBSMT ASSETS

Section 2.01(bXviiil Excluded Real Propefi- Describe Real Propefi.

6iw' 3l'ffffiyueshierd

None.

1.

2.
3.
4.

5.

BCBSMT Helena Corporate Headquarters - located at 560 North Park Avenue, Helena, Montana.

BCBSMT Helena Fuller Avenue Office- located at 404 Fuller Avenue, Helena, Montana .

BCBSMT Helena Donovan building- located at 340 North Last Chance Gulch, Helena, Montana .

BCBSMT Great Falls Office- located at 3360 10s Avenue South, Great Falts, Montana.

House - located at 2355 Valhy View Ct, Cla*ston, Washington.



Section 2.02 ASSUMPTIONS OF LIAB|LtTtES- EXCLUDED LtABtUTtES

Section 2.02 (b)(v)Actions pending as of the Closing Date.

W :il'{il,)r'ss 
l'rl rr.slr ir'lrl

On-qoinq Litioation

t. Neary and Smith et. al. v. BCBSMT (consolidated), DV-08-553, DA-10-0i.91, DA 1.I-O43L
o Smith v. BCBSMT, Cause No. DV-09-401
. Nearyv. BCBSMT, Cause No. DV-08-553

2' Budd and Pallister et. al. v. BCBSMT (consolidated), Cause Nos. CV-09-25-BU-SHE, DA 11-0431
o Budd v. BCBSMT, Cause Nos. DV-09-181-C, CV-09-25-BU-SHE
r Pallister v. BCBSMT, Cause Nos. CV-09-62-H-SEH, ADV 2008-157

3. Diaz et. al. v. BCBSMT, Cause Nos. BDV 2008-956, DA09-0682
4. Fossen et. al. v. BcBsMT, cause Nos. BDV o9-747, cv 09-61-H-ccL, 10-36001, 11-1155
5. Richards v. BCBSMT, Cause No. DV 06-0677
6. Fuss v. BCBSMT, Cause Nos. DV-07-485, CV L2-83-M-DLC-JCL, DA 12-0262
7. Sangwin v. BCBSMT, Cause Nos. BDV 10-0566c, CV-10-28-H-CCL, 1L-0508
8. Hueths v. BCBSMT, Cause Nos. ADV-10-0535, DV-08-553
9. Marsden v. BCBSMT, Cause Nos. DDV 2012-260, DA 12-034i.
10. Beatty v. BCBSMT, Cause No. BDV 2OI2-302
11. Siedlitz v. BCBS, Cause No. DDV-12-0748 (not served as of Nov 12,2OIZ\

Threatened Litieation/Potential Claims

Babin, Peter
BCBSMT Association Matter: including six (6) Associations: State Bar of Montana; Montana
Dental Association Group Benefits Trust; Montana Auto Dealers Association Insurance Trust;
Montana Nonprofit Association Group Benefits Trust; Montana Schools Health and Welfare Plan
and Montana Building Industry Association Benefit Trust; alleged un-lawful trade practices and
cease and desist notice.

3. State Bar of Montana: Group Benefits Trust and Montana Dental Association Group Benefits
Trust; alleged unpermitted disclosure of PHl.

1.

2.

None.



Schedule 4.05

Consents and Approvals

See approvals listed in Schedule 8.01(c)



Section 5 ADDITIONAI AGREEMENTS

Section 5.16 Intercompany Agreements - Disclose if there are any intercompany agreements which
Purchaser has not requested to be terminated.

]E!v 3lffif;ls3ru*sh*'

1. BCBSMT- HEW Intercorporate Management Services Agreement, effective 1- 1-2009

2. ET&T - HEW Intercorporate Services Agreement, effective 8-1-2010
3. BCBSMT- HeW Payer Clearinghouse Agreement, effective L-L-2O17

Note that copies have been previously made available to HCSC.



Schedule 8.01(cl

Reeulatorv AoProvals

1. Montana Department of Insurance (as to the matters described in Section 3.05 and 4.05),

including:
a. HMO License

b. A final order determining that the Transaction is not subject to the Bulk Reinsurance

statute, 33-2-1212
c. Approval under the Montana conversion statute, 50-4-701 et seq.

d. Approvals to allow Purchaser to use the same product forms, the same Med supp

filings, the same rate structure, and the same agents/brokers currently used of
available BCBSMT

e. All other approvals required for the transactions contemplated under this

Agreement to take effect

Z. Montana Attorney General (as to the matters described in Section 3.05 and 4.05), including:

a. Approval under the Montana conversion statutes, 5G4-701 et seq.

3. U.5. Department of Justice andlor Federal Trade Commission (in respect to the HSR filing

described in Section 5.04(b))

4. U.S. Department of Justice (to clarify that Section V of the March 15, 2OL2 order applies to

BCBSMT {and successors and assigns) only as to business in Montana)

5. Other approvals - TBD



EXHrBrr 8.01(d)

Consgnts

1. Each of the following five hospitals, consenting to the assignment of their Employee Benefit Plan

Commitment Agreements (and to the application of Section 6.06 in such Employee Benefit Plan

Commitment Agreements only to the HCSC Montana Affiliate board), Administrative Service
Agreements or insurance contracts, as applicable, and provider contracts to HCSC:

a. Billings Clinic
b. Northern Montana Hospital
c. Community MedicalCenter, Inc.

d. St. Peters Community Hospital
e. Bozeman Deaconess Health Services

2. Contracts with the following additional providers:
a. St. Vincent Healthcare
b. Benefits Healthcare
c. Provena St. Patrick
d. KalispellRegionalHospital
e. St. James

3. lnsurance or ASO contracts, as applicable, with the following groupst:

a. Healthy Montana Kids

b. Montana Chamber Choices - Community
c. Montana University System
d. Montana Schools Health and Welfare Plan

e. Students
f. Stillwater Mining Company
g. Employers Assoc of Montana
h. Benefis Healthcare
i. lnsure Montana
j. Pipe Trades Trust
k. Dept of Corrections
l. Glacier Banc/1st Bank of Wyoming
m. MCHA
n. Montana Operating Engineers

4. Contracts with the following vendors:
a. Trizetto
b. IBM
c. Connecture
d. Delta Dental
e. American Health Value
f. Xerox
g. Truven Health Analytics

I 
Represents Broups with more than 2500 members



h. Alere
i. Benefitfocus.comlnc.
j. HorizonBehavioralServices
k. Flexconnect

t. GHI-Medicare/CoBC
m. Qwest
n. Ingenix

o. Successfactors
p. Callidus Sofhrare Inc,

q. Milliman
r. Clarity Software Solutions
s. Lawson Software Americas Inc.

t. Discovery Health Partners

u. RightnowTechnologies
v. Centurylink

5. Blue Cross and Blue Shield Association (as to the transfer of the Marks to HCSC)

6. CMS and members of Regional Advantage Services, LLC (as to the transfer of the Medicare

Advantage and Part D contracts to HCSC)

7. U.S. Office of Personnel Management and the Blue Cross and Blue Shield Association {as to the

transfer of the FEP contracts to HCSC)

8. Landlords of the spaces at the following premises (as described in more detail in Schedule

8.01(g):

a. Billings District Office
b. Birch Street Warehouse
c. Great Falls District Office
d. Missoula District Office
e. Kalispell District Office
i. Bozeman Disirict Office
g. Butte District Office

9. The following entities involved in the following Acquired Interests

Entitv Acquired lnterest

Prime
TriWest
WPMI

RAS



Exhibit 8.01 (e) Owned Real Property and Leased Real Property

@|v "Pltfistrs3'ueshierd

Owned Real to be leased to HCSC:

BCBSMT Helena Corporate Headquarters
560 North Park Avenue, Helena, Montana 59501

BCBSMT Helena Fuller Avenue Clffice

404 Fuller Avenue, Helena, Montana 59601.

[eased Real

BCBSMT Billings District Office
2180 Overland Ave., Suite 103, Billines, MT 59102

BCBSMT Great Falls District Office
60O Smelter Ave. NE, Great Falls, MT 59403

BCBSMT Missoula District Office
3819 Steohens Ave.. Missoula. MT 59801

BCBSMT Kalispell District Office
125 Commons Way, Suite 2, Kalispell, MT 59901

BCBSMT Bozeman District Office
1283 N. 14s Ave., Suite 101, Bozeman, MT 59771

BCBSMT Butte District Office
49 N. Main Street, Butte, MT 59703

Birch Street Warehouse I

1405 Birch St., Helena, MT 59501

Birch Street Warehouse ll
143.0 Birch St., Helena, MT 59501

Finstad's Parking Lot, Helena, MT 59501

First Montana Title Parking Lot, Helena, MT 59501

HeW has no Owned RealProperty.

HeW Helena Office
2525 Colonial Drive, Suite A, Helena, MT 59601

HeW (ET&T) Mesa Office
4838 E. Baseline Road, Suites 118 and 1.1.9, Mesa, AZ 85206



APA EXECUTION COPY
EXHrBrr 2.07(B)

ASSIGNMENT AND ASSUMPTION AGREEMENT

THIS ASSIGNMENT AND ASSUMPTION AGREEMENT (this
"Assignment"), is made by and between BLITE CROSS AND BLUE
SHIELD OF MONTANA, INC. ("Assignor" or "BCBSMT"), and HEALTH
CARE SERVICE CORPORATION, a Mutual Legal Reserve Company
("Assignee" or "FICSC"), ." of [ ,20l_f .

WITNESSETH:

WHEREAS, Assignor and Assignee have entered into an Asset
Purchase Agreement, dated as of t l,2Ol2 (the "Asset Purchase
Agreement"), providing, among other things, for the transfer and conveyance
by Assignor, and the acceptance by Assignee, of the Assets, and the
assumption by Assignee of the Assumed Liabilities of Assignor described
therein on the terms and subject to the conditions set forth therein. All
capitalized terms used herein without definition shall have the meanings
assigned to them in the Asset Purchase Agreement; and

WHEREAS, in order to effectuate the transfer and conveyance of the
Assets as aforesaid and the assumption of the Assumed Liabilities, Assignor
and Assignee are executing and delivering this Assignment.

NOW, THEREFORE, in consideration of the premises, the mutual
covenants and agreements contained herein and in the Asset Purchase
Agreement and other good and valuable consideration, the receipt and
sufficiency of which are hereby acknowledged, Assignor and Assignee hereby
agree as follows:

Section 1- Conveyance of Assets.

(a) Assignor hereby sells, assigns, transfers, conveys and
delivers unto Assignee and its successors and assigns, forever, the Assets
(excluding, for the avoidance of doubt, the Excluded Assets) wherever
located, free and clear of all Encumbrances other than
Permitted Encumbrances- Notwithstanding the foregoing, BCBSMT shall not
assign, and does not hereby assign, to HCSC, and the Assets shall not include,
the Excluded Assets.

(b) Title, Authority.

(i) Assignor represents and warrants to Assignee that
Assignor has good title to each of the Assets, and that none of the
Assets is subject to any Encumbrance other than Permitted
Encumbrances. Assignor hereby covenants with Assignee that
Assignor will warrant and defend the same against the lawful
claims and demands of all persons. Assignor further represents



and warrants to Assignee that it has full right, power and authority
to sell and convey its respective Assets and to make this
Assignment.

(ii) Assignor hereby covenants and agrees that it will duly
execute and deliver all such other and further instruments of
transfer, assignment and conveyance to Assignee, its successors
or assigns as may be requested by Assignee and as may be
reasonably necessary to assure complete, and evidence the full
and effective, conveyance of the Assets hereby sold and
conveyed.

Section 2. Assumption of Liabilities.

(a) HCSC hereby assumes only the Assumed Liabilities on the
terms and subject to the conditions set forth in the Asset Purchase Agreement.
Notwithstanding anything herein (or in any other Transaction Document) to
the contrary, HCSC does not and shall not assume, any Liabilities other than
the Assumed Liabilities. BCBSMT shall pay, satisfy and discharge all
Excluded Liabilities.

(b) FICSC accepts and assumes the Assumed Liabilities subject
to any and all rights, defenses, setoffs and counterclaims to which BCBSMT
would be entitled with respect to the Assumed Liabilities. It is expressly
understood and agreed by the parties that no rights, <iefenses, setoffs or
counterclaims are waived by the execution of the Asset Purchase Agreement
or this Agreement or the consummation of the transactions contemplated by
the Asset Purchase Agreement or this Agreement and that, as of the Closing,
HCSC shall be fully entitled to and subrogated to all such rights, defenses,
setoffs and counterclaims and the benefits thereof as if it were BCBSMT.
HCSC (and not BCBSMT) shall be entitled to defend, compromise and settle
each and every Assumed Liabilitv-

(c) Actions Following Closing.

(i) After the Closing, HCSC shall be (A) solely
responsible for the administration, processing and servicing of all
aspects of the Assumeci Liabilities, (B) soieiy entitieci to ciefend,
compromise and settle each and every Assumed Liability.

(ii) BCBSMT shall, after the Closing, cause copies of all
information, claims, notices and other written communications
received by it relating to Assumed Liabilities (including, but not
lirnited. to, all inquiries or cornplaints fiom o\.^/ners, state insr-t-rance

regulators, agents, brokers, prociucers, thirci parry administrators
and insureds under the Contracts) to be reported and forwarded
promptly to HCSC or its designated representative. BCBSMT



shall also undertake any further arrangements reasonably
requested by HCSC from time to time to ensure that all such
information, claims and notices are immediately delivered to
HCSC.

(iii) HCSC shall, after the Closing, to the extent required
by applicable Law, provide notice to each holder of an Insurance
Contract issued by BCBSMT (other than any Insurance Contracts
which may be Excluded Liabilities), notiffing such holder of the
transfer of such Insurance Contract to HCSC-

(iv) After the Closing, all Assumed Liabilities which are
payable shall be paid directly by HCSC-

Section 3. Controlling Agreement.

(a) It is contemplated that Assignor ffi?y, at any time or from
time to time, execute, acknowledge and deliver one or more separate
instruments of assignment and conveyance relating to certain of the Assets-
No such separate instrument of assignment or conveyance shall limit the
scope and effect of this Assignment. In the event that any conflict or
ambiguity exists as between this Assignment and any such separate
instrument of assignment, the terms and provisions of this Assignment shall
govern and be controlling.

(b) Assignor and Assignee agree that this Assignment is subject
to the terms and conditions of the Asset Purchase Agreement and that,
notwithstanding anything contained herein to the contrary, this Assignment
shall not be deemed to limit, enlarge or extinguish any right or obligation of
HCSC or BCBSMT under the Asset Purchase Agreement, all of which rights
and obligations shall survive the delivery of this Assignment in accordance
with the terms of the Asset Purchase Agreement-

Section 4. Miscellaneous. The provisions of Article XI of the Asset
Purchase Agreement are hereby incorporated into this Assignment by
reference.

Section 5. Authority. Each party represents to the other that the
execution of this Assignment has been duly authorized and that those officers
signing this Assignment are duly authorized.



IN WITNESS WHEREOF, the parties hereto have caused this
Assignment and Assumption Agreement to be executed as of the date first
above written.

BLUE CROSS AND BLUE
SHIELD OF MONTANA, INC.

By:
Its:

HEALTH CARE SERVICE
CORPORATION, a Mutual Legal
Reserve Company

By:
Its:

Ass ignment and Assumption Agre ement



APA EXECUTION COPY
EXHIBIT 2.07(d)

POST.CLOSING
ADMINISTRATIVE SERVICE AGREEMENT

This Post-Closing Administrative Service Agreement by and between Health Care

ServiceCorporation,aMutua1LegalReserveCompany(..HCSC,,),and-
formerly known as Blue Cross and Blue Shield of Montana, Inc., a Montana non-profit mutual

benefit health service corporation ( "OLDCO"), is effective as of .2013
("Effective Date") and is dated as of

RECITALS

A. HCSC and OLDCO have entered into and closed an Asset Purchase Agreement
dated November _, 2012 ("APA").

B. Such APA requires HCSC to provide to OLDCO certain ministerial services after

the Closing of the APA.

C. The parties intend that this Agreement will provide for the performance of the

services by HCSC to OLDCO in an efficient and economic manner and that 1) each of the

parties is to remain a separate and independent entity responsible for its own decisions and

actions, 2) all assets (including investments, cash, and other assets) of each party to this
Agreement shall be maintained separate and apart from the assets of the other party, 3) each

party is to remain solely responsible for its own liabilities and obligations to policyholders,
employees, subscribers and other creditors, and 4) the books and records of each party to this
Agreement are to be separately maintained and independently audited.

D. In order to ensure that each party remains separate and independent, l) each

party's Board of Directors is to remain separate and independent and responsible for the business

and affairs of such party and 2) each party's management personnel are to remain separate and

independent and will have complete control and supervision over the activities of such party.

E. All income or other monies received by OLDCO together with all accounts and

other receivables and all other assets or property generated, created, or which shall accrue to
OLDCO after the closing of the APA, shall belong to OLDCO and shall be its property
absolutely. All liabilities of OLDCO (including any liabilities for operating costs and fees

incurred or sustained in the operation of OLDCO after the closing of the APA) are solely the

obligation of OLDCO.

F. All income or other monies received from the operation of HCSC (including
operations of its Montana division after the closing of the APA) together with all accounts and

other receivables and all other assets or property generated, created, or which shall accrue from
the operation of HCSC shall belong to HCSC and shall be its property absolutely. The liability



for all operating costs and fees incurred or sustained in the operation of HCSC is solely the

obligation of HCSC.

AGREEMENT

In consideration of the foregoing, and of the mutual covenants set forth below and other

valuable consideration, the receipt and sufficiency of which are hereby acknowledged, the parties

agree as follows:

l. Definitions. Unless otherwise defined herein, the following terms shall have the following

meanings in this Agreement:

(a) "Governmental Authority" means any United States federal, state or local or any

foreign government, governmental, legislative, executive, regulatory, or administrative branch,

authority, agency, department, or commission, including the Internal Revenue Service of the

United States, and any court, tribunal, or judicial or arbitral body.

(b) "Intellectual Property" means all copyrights and copyrightable materials

(including but not limited to software and its associated documentation), patents, trademarks,

service marks, trade dress, logos and trade names, Confidential Information (as defined in

Section l3(b) and other like intangible property rights of either party or third parties that are

associated with or necessary for the provision of the Services.

(c) "Person" shall mean any individual, coiporaticn, partirership, limited liability
company, limited liability partnership, firm, joint venture, association, joint-stock company,

trust, unincorporated organization, Governmentai Authority, or other entity.

(d) "service Contact" means a representative of each of HCSC and OLDCO

designated by the Administrative Service Executives of each party and described in Section 2(b).

(e) "services" means the services to be provided by HCSC to OLDCO under this

Agreement, and as identified in any Exhibit or amendment hereto.

2. Personnel.

(a) Administrative Service Executives. HCSC and OLDCO shall each select an

inciividua-i or inciiviciuais as its respective A<iministrative Service Executive(s). Tiie

Administrative Service Executives shall act as the primary contacts and decision-makers for each
--.-.-.+.. ==-t+'t- -.rr-=.^* +.^ ^tr *n++a*. .alarina tn rhic Aareemcnr At their Sole discfetion, HCSC andpiilty wltrr rtr5Ptrvl [u 4ll lllctLLglJ rsrcrLrrrts LU trlrJ nSrwwrrrvrr!.

OLDCO shall each be authorized to designate a replacement Administrative Service Executive

by written notice to the other.

(b) Service Contact. The Administrative Service Executives each shall designate an

individual or individuals as the Service Contact(s) ibr the Services provicie<i un<ier each Exhibit'

The Service Contacts will be the primary contact person for operational matters associated with

the Services provided under each such Exhibit.



(c) HCSC Employees. HCSC shall be responsible for the payment of all salary,
wages and fringe benefits to its employees (subject to reimbursement therefor, if any, as

expressly provided in this Agreement). HCSC acknowledges and agrees that its employees shall
not be eligible to participate in any employee benefit plan or program that OLDCO sponsors or
participates in, including but not limited to, any employee welfare benefit plans and employee
pension benefit plans, as defined in the Employee Retirement Income Security Act of 1974, as

amended (29 U.S.C. $ 1002) ("EzuSA") or any fringe benefit programs.

(d) OLDCO Employees. OLDCO shall be responsible for the payment of all salary,
wages and fringe benefits to its employees (subject to reimbursement therefor, if any, as

expressly provided in this Agreement). OLDCO acknowledges and agrees that its employees
shall not be eligible to participate in any employee benefit plan or program that HCSC sponsors
or participates in, including but not limited to, any employee welfare benefit plans and employee
pension benefit plans, as defined in ERISA, or any fringe benefit programs.

(") Non-Recruitment: Non-Solicitation of Employees. HCSC and OLDCO recognize
and acknowledge that their employees possess special, unique and extraordinary technical talents
that are in great demand in the present economy and further recognize and acknowledge that
each party has incurred substantial expense in recruiting and training such employees and would
incur even greater expense if required to replace any such employee. Therefore, both parties
agree not to recruit or employ, either directly or indirectly, any present employee of the other
party during the term of this Agreement and one (l) year after the termination of this Agreement
without the other party's prior written consent. For the purposes of this Agreement, "present
employee" means an employee who is employed by a party on or after the Effective Date of this
Agreement and prior to the termination of this Agreement. The public placement or posting of
want ads or job listings shall not constitute recruitment or solicitation for purposes of this
Agreement. The parties shall not post job listings on the premises of either HCSC or OLDCO
without specific prior written approval from the other party.

3. Administrative Services.

(a) Services by HCSC. Commencing on the Effective Date, HCSC shall perform the
Services set forth on Exhibit A attached thereto, for and on behalf of OLDCO, upon the terms
and subject to the conditions set forth in such Exhibit. The parties acknowledge and agree that
the parties may from time to time agree on different or separate Services to be performed by
HCSC for and on behalf of OLDCO, and such Services may be set forth on separate exhibits
(which for purposes of identification shall be labeled Exhibit A-1, Exhibit A-2, Exhibit A-3, etc.

but shall collectively be refened to in this Agreement and all Exhibits as "Exhibit A"). The
Services to be performed pursuant to this Section 3 shall, in addition to the terms and conditions
set forth in Exhibit A which apply to such Services, be performed in accordance with, and
subject to the limitations set forth in, this Agreement; provided that, in the event that any
provision of Exhibit A modifies any provision of this Agreement, the provisions of Exhibit A
shall govem with respect to the Services covered by such Exhibit.

(b) Standard of Performance. HCSC shall perform the Services to be performed by it
in accordance with generally accepted good business practices, and the performance standards (if
any) set forth in the applicable Exhibit. Notwithstanding the foregoing, however, except as



otherwise expressly provided in Exhibit A, HCSC shall not be responsible or be liable for any

consequences (including damages) arising because (D OLDCO's systems and software

(including third party software) do not perform in accordance with their specifications, including

a reasonable expectation as to reliability; (iD OLDCO's systems do not accurately process data,

for whatever reason, that is necessary for the Services; or (iii) HCSC is unable to deliver any

Services due to the actions of OLDCO or third parties that adversely affect HCSC's ability to
perform or deliver any such Services. Subject to the foregoing and the other requirements of this

Agreement, HCSC shall be entitled to exercise its professional judgment in making decisions

with respect to the Services.

(c) Restriction on HCSC's Authoritv and Responsibility'

(1) Without limiting the generality of the provisions of paragraphs C and D of
the Recitals:

(i) HCSC shall not enter into legal or regulatory proceedings or

respond to legal or regulatory processes in the name of OLDCO.

(ii) In the performance of Services under this Agreement, HCSC will
be subject to and will observe and comply with all applicable laws, regulations and rulings of
any Govemmental Authority, agency, bureau or commission applicable to its provision of the

Services.

(iii) HCSC shall not incur any indebtedness on behalf of OLDCO.

without prior approval of OLDCO.

(iv) Any limitations imposed on HCSC in Exhibit A or B, as

applicable, shall apply to HCSC even if such limitations limit the authority otherwise provided to

HCSC under this Agreement.

(v) HCSC shall perform the Services to be performed by it subject to

the control of OLDCO's management and Board of Directors. The parties acknowledge and

agree that the Services to be performed by HCSC shall be of a ministerial nature, and that ail

decisions of a business, regulatory or legal nature shall be made by OLDCO's management and

Board of Directors (and not by HCSC).
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the recitals and any other provision herein, in no event shall HCSC have any authority or
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respect to:

(i) Any aspect of any litigation, arbitrations, subpoenae or other

similar litigation proceedings against or involving OLDCO or any investigations or inquiries

about OLDCO conciuct, whether prior to or after the ciosing of the APA-

(ii) Any aspect of any activity involving (a) any Retained Subsidiary
(as defined in the APA) of OLDCO, (b) atty prcceeds or securities or notes (and secruity

therefor) resulting from the sale of any Retained Subsidiary (regardless whether such sale



occured prior to or after the closing of the APA), (c) the frling of any federal, state, local or
other tax returns or filings, or any tax obligations, of OLDCO, (d) the management or sale of the
real property retained by OLDCO following the Closing of the APA or (e) the amount and form
of any compensation or benefits owing to employees of OLDCO after the Closing of the APA or
any benefits plans maintained by OLDCO.

(iiD Any activities of OLDCO that may be in conflict or competition
with the business activities of HCSC or its affiliates.

(d) Responsibilities of OLDCO.

(1) OLDCO shall promptly give HCSC all information, documents and
instructions as are reasonably required for or reasonably requested by HCSC in connection with
the performance of the Services including, but not limited to, (A) providing reasonable physical
and electronic access to any OLDCO facilities, equipment, books and records; (B) providing
such data and information as is reasonably necessary for performance of the Services; and (C)
providing such other cooperation as reasonably may be requested by HCSC; it being understood,
however, that certain books and records relating to OLDCO's insurance business were
transferred to, and are already in the possession ol HCSC.

(2) HCSC shall not be liable to OLDCO for any consequences of any failure
on OLDCO's part to promptly give proper authorizations, instructions, approvals, information or
documents required by HCSC or any other authorizedparty to carry out its obligations herein.

(3) OLDCO shall be responsible for (A) retaining such external accounting
and actuarial consultants as it determines necessary from time to time, (B) retaining independent
auditors to review and prepare OLDCO's annual financial statements, (C) the preparation of all
reports and other information required to be submitted on behalf of OLDCO to state authorities,
including but not limited to premium tax reports; (D) if applicable, the establishment and
maintenance of required capital and surplus and loss and loss expense adjustment reserves, and
(E) the payment of all liabilities and obligations of OLDCO (except to the extent that HCSC is
acting as a paying agent for OLDCO if provided for in an applicable Exhibit A).

(e) Performance by HCSC: Employees and Contractors.

(1) HCSC (acting by or through its officers and subject to such reasonable
limitations as may be imposed by OLDCO) shall be authorized to utilize employees of OLDCO
and such employees shall have such authority to act on behalf of HCSC as may be authorized
and granted to them by HCSC (or its officers) from time to time, subject to each employee acting
within the course and scope of his or her employment with OLDCO. In the absence of a specific
grant of authority, such employees shall have such authority customarily granted by the utilizing
entity to its employees of like position or stature. Without limiting the generality of the
foregoing, the authority of such employees shall (if so specifically authorized or customarily
granted) include but not be limited to authority (A) to perform assigned functions or
responsibilities, (B) to delegate to other persons the responsibility for such functions or
responsibilities and to supervise such persons' performance of such functions and
responsibilities, and (C) to provide input into the review of such other persons' performance.



(2) HCSC may perform the Services required hereunder either through

subcontractors selected by HCSC ("Contractors") or through officers and employees of HCSC,

provided that HCSC has provided OLDCO with prior written notice of its intention to utllize a
Contractor. OLDCO shall have the right to advise HCSC on the performance of all Persons

performing Services for HCSC, and to request investigation and disciplinary action, and to

require reassignment and removal, of such Persons. HCSC shall have the exclusive right,

however, to direct all Contractors and employees of such Manager as to the manner in which

Services are to be rendered and performance goals are to be achieved, except that the services

shall be performed in accordance with generally accepted good insurance and business practices

and the performance standards (if any) in the applicable Exhibit. HCSC shall be, and shall have

all the privileges, rights and responsibilities of, the common law employer of all employees of
HCSC, including, but not limited to, establishing work and disciplinary rules, setting

compensation levels, and directing each employee of HCSC as to the manner in which daily

duties are completed.

(3) If any Contractors are engaged by HCSC to provide any Services directly
to OLDCO, such Contractors shall be solely responsible for their acts, omissions and

performance except for HCSC's indemnification obligations provided in Section 9(a); and so

long as HCSC acted in good faith and without negligence in engaging such Contractors, OLDCO
agrees that HCSC shall not be responsible or liable for any non-performance, breach or damage

by such Contractors, except for such Manager's indemnification obligations provided in Section

9(a). HCSC shall make a good faith effort to have OLDCO designated as a third party

beneficiary in contracts between HCSC and Contractors for Services. This subsection shall not

appiy to contractors that are subsidiaries of HCSC.

(4) Fees and expenses payable to Contractors with respect to the Services

shall be paid by HCSC and reimbursed pursuant to the terms of the applicable Exhibit, unless

otherwise expressly provided in the applicable Exhibit.

(0 Non-discrimination. The Services shall be rendered without regard to race, age,

sex, religion, creed, color, national origin or ancestry of any subscriber. During the term of this

Agreement and in providing the Services, neither HCSC nor OLDCO, nor any of their respective

Contractors or subcontractors shall discriminate against any employee or applicant for
employment because of race, religion, color, national origin, ancestry, disability, medical

condition, mental stafus, age or sex.

(g) Flandling of Fumds.

(i) in the event that HCSC is to handie funds of OLDCO pursuant to an

Exhibit A, HCSC shall promptly deposit all funds received by it from OLDCO (other than

amounts due HCSC hereunder) in the Restricted Account described in subsection (2) below.

Such account shall be in an interest-bearing account, in a bank which is a member of the Federal

Reserve System. In order to affect such deposits, HCSC is authorized to endorse all checks or

other commercial paper dra'"vn to the order of CLDCO and received by HCSC.

(2) In order to allow HCSC to pay expenses of OLDCO (including amounts

due HCSC hereunder), OLDCO shall establish an account upon which HCSC shall be authorized



by OLDCO to issue drafts or checks in order to pay the claims under OLDCO's policies and

ASO contracts (the "Restricted Account"). The Restricted Account shall be in the name of
OLDCO and all checks on such account shall be in the name of OLDCO. Notwithstanding any

other provision hereot HCSC shall have no responsibility to pay on behalf of OLDCO any

expenses exceed the amounts deposited in OLDCO's Restricted Account.

4. Reimbursement. Charges for the Services will be specified or set forth in the applicable

Exhibit (which may be based on variable or fixed amounts, etc.). Unless otherwise provided in
the applicable Exhibit, HCSC shall provide OLDCO a monthly statement setting forth the

amounts due with a description of the services rendered. OLDCO shall pay any amounts due

within thirty (30) days of its receipt of such statement, unless it in good faith provides HCSC

written notice identifuing and detailing its basis for dispute of any claimed amount. If OLDCO
fails to make any payment due within ten (10) days after the due date (which shall be the

original due date regardless of any dispute to the extent the position of OLDCO is upheld), the

unpaid balance of such payment shall accrue interest at the rate published by Citibank, N.A.
(New York City office) as its prime rate.

5. Term and Termination.

(a) Term. This Agreement shall be effective on the Effective Date. Thereafter this
Agreement shall continue in effect until the last day of the sixtieth calendar month following the

Effective Date, unless earlier terminated by the mutual consent of the parties or pursuant to
subsection (b) below. The term of each Exhibit shall be as specified in such Exhibit.

(b) Termination upon Breach or Insolvency. A party may terminate this Agreement
(or all or any portion of an Exhibit) upon a breach by the other party of any material term of this

Agreement (or the terms of the applicable Exhibit) upon written notice to the breaching party if
such party has not cured that breach within thirty (30) days of the receipt of such notice. In
addition, either party may terminate this Agreement immediately if: (l) a receiver is appointed

for the other party or its property; (2) the other party becomes insolvent or unable to pay its debts

as they mature or ceases to pay its debts as they mature in the ordinary course of business, or
makes an assignment for the benefit of creditors; (3) any proceedings are commenced by or for
the other party under any bankruptcy, insolvency or debtors' relief law; (4) any proceedings are

commenced against the other party under any bankruptcy insolvency or debtor's relief law, and

such proceedings have not been vacated or set aside within sixty (60) days from the date of
commencement thereof; or (5) the other party commences to dissolve or liquidate under

applicable law. Lastly, either party may terminate this Agreement immediately if the other party

loses any material license, which loss is necessary for HCSC to perform services under this
Agreement or for OLDCO to generally conduct its on-going business, as applicable. Any
termination pursuant to this sub section (c) shall be effected by a notice from the terminating
party to the other party, specifying in reasonable detail the cause for termination and the

termination date (which shall take into account the time periods set forth herein).

(c) Termination of Exhibit. OLDCO may terminate any Exhibit upon ninety (90)

days written notice.

(d) Effect of Termination.



(1) Termination of this Agreement or any Exhibit shall not relieve any party

hereto of its liability for the performance (or breach) of obligations which accrued during the

effective period of this Agteement (or Exhibit).

(2) ln the event of a termination of this Agreement (or Exhibits), the parties shall

negotiate in good faith for up to thirty (30) days to formulate a plan (a "Termination Transition

Pl;") to provide for a transition period dwing which Services being provided hereunder by

HCSC to OTUCO may be continued in whole or in part, and it being the express intention of the

parties that the termination of this Agreement be followed by a period of transition (a
i'Termination Transition Period"). Such transition period shall commence on the termination

date and shall continue for 90 days after cornmencement of the transition period unless a longer

or shorter period is specified in a Termination Transition Plan or an Exhibit hereto with respect

to any particular Service or Services.

(e)Temrr.HCSCandoLDCoshallprovideall
reasonably necessary staff, services and assistance required for an orderlytransfer in accordance

with the Termination Transition Plan and any applicable Exhibit. OLDCO shall pay HCSC's

charges incurred in providing the transition assistance and services pwsuant to the Termination

Traniition Plan as such charges are specified in such Termination Transition Plan. Charges for

staff and consultants needed to remove OLDCO's business and functionality from HCSC's

systems will also be included in the Transition Period charges. In aCdition, the parties agree that

on an Exhibit-by-Exhibit basis, they may establish the charges of the Services during the

Termination Transition Period for a particular Exhibit. In the event the parties are not able to

agree on the charges <igring the Termination Transition Period, the provisions of Section 7(a)

shall apply. In a monthly invoice, HCSC shall bill for the cost of the Services provided during

any Termination Transition Period.

(0 Advance Payment. HCSC reserves the right, in its sole discretion, to require that

OLDCO make a lump sum payment each month in advance for the Services to be provided

during each such month during the Termination Transition Period, including the charges for

such period. The monthly amount of the advance payment shall be estimated on the basis of the

average actual monthly charges for such Service calculated over the most recent four (a) month

period for which such information is available, or for such shorter period as may be available'

HCSC shall issue an invoice for such Services, which invoice shall be paid by the later of the

first business day of the month in which such Services are to be rendered or the tenth business

day after receiot of the invoice therefor. Within sixty (60) days after the end of the Termination

Transition Period, HCSC shaii issue a finai invoice that reconciles any difference between the

actual Termination Transition Period charges and those estimated in connection with the

advance payment previously described. OLDCO agrees that HCSC may suspend its provision

of Servicis during any such Termination Transition Period if a monthly payment is not timely

paid until such payment is received by HCSC; and any resuiting suspension of the Services,

shail not cause HCSC to incur any iiability, nor shall it be construed as a breach of this
A --^^^^-1 ^CC^^+^A E.,L:L;+
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6. Taxes. The total receipts collected under this Agreement will be attributable to both

nontaxable services performed outside of OLDCO's applicable state taxing jurisdiction(s) and

taxable services performed within such jurisdiction(s). The basis of allocating receipts of



services performed under this Agreement between those performed in an applicable state and

those performed outside of such state will be in accordance with such state's law and regulation.
To the extent that OLDCO pays any costs for the Services performed under this Agreement,
OLDCO shall be liable for any tax thereon and HCSC will collect the amount of the gross

receipts tax from OLDCO.

1. Disputes: Arbitration.

(a) Disputes. Any conflicts or disputes regarding the scope or performances of any
Services under this Agreement, the payment for such Services, or any other matter arising under
the provisions of this Agreement, shall be resolved by arbitration as provided in this Section 7 (a-

c). Each party to this Agreement hereby consents and agrees that any conflict or dispute between
the parties hereto with respect to the interpretation, performance, or breach of any of the terms of
this Agreement shall be referred to arbitration conducted in accordance with the rules and
procedwes of this Section 7.

(b) Arbitration Procedure. Any arbitration under this Section 7 shall be conducted in
accordance with the rules and procedures of the American Arbitration Association ("AAA") and

this Section 7(b), upon written request of any party given to the other. In such case, the
following provisions shall apply:

(i) Arbitrator. Within thirty (30) days of the giving of such written notice, the
parties shall request the BCBSA to designate a neutral and independent arbitrator if the amount
at issue is equal to or less than $1,000,000 and three neutral and independent arbitrators if the

amount at issue is more than $1,000,000, in each case reasonably knowledgeable in health care

and insurance operations, to resolve such dispute.

(iD Authority of Arbitrator(s). The arbitrator(s) shall be empowered to decide

all issues submitted to arbitration using principles of law and equity and, if required, by
application of any customary practices in the insurance and health care industries. The

arbitrator(s) shall be relieved of all judicial formalities and shall not be required to follow any

rules of evidence or civil procedure, including discovery, except as such rules may be imposed
on arbitration proceedings conducted in accordance with the laws of the State of Montana, but
the arbitrator(s) shall attempt to enforce the intents and purposes of this Agreement to the extent
practicable and in accordance with Montana law. The decision of the arbitrator(s) shall be final
and binding on each party, unless such decision contains erors of law, which are judicially
reviewable. The arbitrators shall be authorized to award compensatory damages only (except as

otherwise provided herein) and shall not be authorized to order any relief that a court could not
order under the laws of the State of Montana. If there are 3 arbitrators, the decision shall be by
maj ority vote. In an arbitration proceeding subj ect to these provisions, the arbitrator, or if there

are 3 arbitrators, a majority of them, are specifically empowered to decide (by documents only,
or with a hearing, at the arbitrators' sole discretion) pre-hearing motions which are substantially
similar to pre-hearing motions to dismiss and motions for summary adjudication.

(iii) Expenses; Location. The parties to the arbitration shall in equal parts bear

the expenses of the arbitrator(s) and all other expenses of the arbitration proceeding except their
respective attorneys' fees and costs. The arbitration proceeding shall take place in Helena,



Montana at a location determined by the arbitrator(s). The parties hereto hereby agree that any

information respecting any matters submitted to arbitration in accordance with the foregoing or

any aspect of the arbitration proceeding itself shall be treated as confidential and will not be

disclosed to anyone not employed or acting on behalf of any party in connection with such

arbitration or used at any time in any manner that is adverse to the interests of any party hereto

but, in any such case, such information may be disclosed if such disclosure is made in connection

with either party's prosecution or defense of any legai proceedings or if such disclosure is

required pursuant to a subpoena or other legal order issued by anyjudicial or regulatory body or

is otherwise required by law.

(iv) Other Arbitration Aspects. Depositions may be taken and other discovery

obtained in any arbitration under this Agreement. All statutes of limitations which would

otherwise be applicable shall apply to any arbitration proceeding hereunder.

(c) Equitable Relief. The parties hereto agree and acknowledge that money damages

may not be an adequate remedy for any breach of the provisions of this Agreement and that any

party may in its sole discretion apply to the arbitrator(s) for specific performance or injunctive

relief in order to enforce or prevent any violations of the provisions of this Agreement.

8. Indemnilication and Limitation of Liabilitiesl Disclaimer of Warranties.

(a) Indemnification. Each party (the "Indemnifying Party") shall indemnify, defend

and hold harmless the other parfy and its officers, directors, employees, agents, Contractors,

succebsors and assigns (the "lndemrrified Pariies") from and against all losses, liabilities,

obligations, damages, claims, judgments, liens, costs, expenses (including without limitation

attorneys' fees and expenses), interest and penalties arising from, in connection with or relating

to any of the following:

(1) the Indemnifying Party's failure to perform any obligations required to be

performed by it under contracts with third parties;

(2) the Indemnifying Party's breach of its obligations in respect of the

Indemnifi ed Party' s Confidential Information;

(3) the death of or injury to any agent, employee, customet, invitee, visitor or

other person on premises owned or under the control of the Indemnifying Party or otherwise to
+La avranf ^o,,oo.l hrr fha nnnrfirnf nf the Inrlcmnifrrino Parfw'
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(4) aiiy violaiion of law by the Indemnifying Pai*,y- in connection with the

Services, whether before, during or after the term of this Agreement;

(5) any breach by the Indemnifying Pany of any provisions of this Agreement

applicable to it;

(6) any claim by a third party that HCSC is or was responsible fcr the debts,

obligations, license fees or other liabilities (including breach of contract) of OLDCO, excluding

claims arising from the gross negligence or intentional misconduct of HCSC; and

l0



(7) in HCSC's capacity as an administrator, any claims made against OLDCO by
any employee of HCSC arising out of or relating to such employee's service to or on behalf of
OLDCO pwsuant to this Agreement, excluding claims arising from the negligent acts or
omissions of OLDCO.

(b) Participation in Defense. In case any claim shall be asserted against an
indemnified party, the indemnifuing party will be entitled to participate in the defense thereof
and, to the extent that it may wish, to assume the defense, conduct, or settlement thereof, with
cotursel reasonably satisfactory to the indemnified party, and after notice from the indemniffing
party to the indemnified party of its election to so assume the defense, conduct, or settlement
thereof, the indemnifying party will not be liable to the indemnified party under this Section for
any legal or other expenses subsequently incurred by the indemnified party in connection with
the defense, conduct, or settlement thereof. Notwithstanding an election by the indemniffing
parfy to assume the defense, conduct, or settlement of any claim subject to indemnification
hereunder, if the indemnified party reasonably determines that its interests may be adverse to, or
in conflict with, those of the indemniffing party, it may elect, at its own expense, to retain or
continue to retain its own counsel to participate in the defense, conduct, or settlement of such
claim. The indemnified party will cooperate with the indemnifying party without charge in
connection with any such claim, make personnel, books and records relevant to the claim
available to the indemnifring party and grant such authorizations to the agents, representatives,
and counsel of the indemniffing party as such indemnifring party may reasonably consider
desirable in connection with the defense of any such claim.

(c) Limitation. The provisions of this Section 8 are subject to the limitations in
Section 9.

9. Limitations on Liabilitv.

(a) Exclusive Remedy and Limitation of Liability. EXCEPT FOR THE
PARTIES' CONFIDENTIALITY OBLIGATIONS STATED IN SECTION 12(b),LTNLESS
FURTHER LIMITED EXPRESSLY ELSEWHERE IN THIS AGREEMENT, THE ENTIRE
LIABILITY OF HCSC, AND OLDCO'S EXCLUSryE REMEDY AGAINST HCSC FROM
ANY CAUSE RELATED TO OR ARISING OUT OF THIS AGREEMENT (INCLUDING
BREACH OF WARRANTY, NEGLIGENCE AND STzuCT LIABILITY IN TORT), SHALL
BE REPERFORMANCE OF THE APPLICABLE SERVICES AT NO ADDITIONAL COST
TO OLDCO AND, IF APPLICABLE: (I) PAYMENT OF ANY REGULATORY FINES OR
PENALTIES; AND (II) PAYMENT OF ANY CONTRACTUAL PENALTIES FOR FAILURE
OF OLDCO TO MEET PERFORMANCE STANDARDS TINDER OLDCO'S CLIENT
CONTRACTS. I.INDER NO CIRCUMSTANCES SHALL HCSC'S AGGREGATE
LIABILITY FOR ANY MONETARY DAMAGES RESULTING FROM BREACH, DAMAGE
OR INDEMNIFICATION LINDER THIS AGREEMENT OR IN RESPECT OF THE
SERVICES EXCEED AN AMOUNT EQUAL TO THE AGGREGATE AMOLINT OF THE
CHARGES ACTUALLY PAID TO HCSC HEREUNDER.

(b) Disclaimer Of Damages. EXCEPT FOR PARTIES' CONFIDENTIALITY
OBLIGATIONS STATED IN SECTION 12(b), IN NO EVENT SHALL HCSC BE LIABLE
FOR INCIDENTAL AND CONSEQUENTIAL, EXEMPLARY, PLJNITIVE, OR SPECIAL
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DAMAGES, INCLUDING, BUT NOT LIMITED TO, LOSS OF USE, REVENUES, PROFITS

OR SAVINGS, OR LOSS OF OR DAMAGE TO OLDCO'S OR ITS CUSTOMERS' DATA
FROM ANY CAUSE OR SERVICE (INCLUDING GOODS PROVIDED IN CONJIINCTION
WITH THE SERVICES RENDERED HEREUNDER), EVEN IF HCSC HAS BEEN ADVISED
OF THE POSSIBILITY OF SUCH DAMAGES.

(c) Limited Warranty. EXCEPT FOR THE PARTIES' CONFIDENTIALITY
OBLIGATIONS STATED IN SECTION I2@), ALL CONDITIONS AND WARRANTIES,
EXPRESS OR IMPLIED, BY OPERATION OF LAW OR OTHERWISE REGARDING THE

SERVICES (INCLUDING GOODS PROVIDED IN CONJLINCTION WITH THE SERVICES)

ARE HEREBY DISCLAIMED AND EXCLUDED. MANAGER NEITHER WARRANTS

THAT THE SERVICES PROVIDED BY SUCH MANAGER HEREUNDER (INCLUDING

ANY OF HCSC'S INTELLECTUAL PROPERTY OR GOODS PROVIDED IN
CONJIINCTION WITH THE SERVICES) WILL MEET OLDCO'S REQUIREMENTS OR

WILL BE PERFORMED WITHOUT ERROR OR INTERRUPTION, AND HCSC

E)GRESSLY DISCLAIMS ANY IMPLIED WARRANTIES OF MERCHANTABILITY OR

FITNESS FOR A PARTICULAR PURPOSE.

10. Insurance.

(a) Coverage for OLDCO and HCSC. During the term of this Agreement, OLDCO

and HCSC each shall maintain property and casualty insurance, general liability insurance and

such other kinds of insurance in such amounts customarily maintained by the parties

immediately prior to execution of this Agreement frorrr finarrcially responsible insurance

companies. One or both parties may self-insure certain or all of the above risks. Each party shall

be responsible for all costs related to the procurement of its own insurance.

(b) Workers' Compensation Insurance. Each party shall obtain and maintain,

throughout the term of this Agreement, workers' compensation insurance coverage for each

party's respective employees who are utilized to perform that party's obligations hereunder.

Said policy shall include employer's liability insurance which is in full compliance with all

applicable state and federal laws regarding workers' compensation, covering any liability arising

out of claims of employees, agents and consultants of the insuring party as may be provided for
under such laws. Each party shall be responsible for all costs related to the procurement of its
own workers' compensation insurance.

(c) Waiver. To ihe fullest extent allowed by law, and subject to any limitations cn cr
exclusions of liability elsewhere stated in this Agreement, HCSC and OLDCO each hereby

waive any and all rights of recovery against the other party to this Agreement or against the

officers, employees, agents, affiliates and representatives of any such party, on account of loss or

damage to property caused by atry of the risks for which insurance is described above, to the

extent that such loss is insiired against and is collectable under any insurance pclicy in fcrce at

the time of such loss or damage. I-Tpon obtaining the policies of insurance required by this

Agreement, the parties shaii give notice to ihe insurer or insurers that the foregoing nrutual

waivers of subrogation are contained in this Agreement. If the insurer(s) refuse to abide by the

waivers of subrogation, this Section 10(c) shall become null, void and of no effect.
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11. Records Maintenance / Risht of Audit.

(a) Record Retention and Access. HCSC shall abide by all applicable state, local and

federal laws governing insurance, business, medical and other records. HCSC shall maintain
accurate and complete records of Services performed. Each party shall fully and promptly
cooperate with the other party to assure compliance with federal and state requirements
regarding maintenance and confidentiality of such records and with applicable reporting
requirements. HCSC shall make available to OLDCO for examination, copying, audit and
inspection all records related to OLDCO to the extent and in the manner required by applicable
laws and/or regulations and in accordance with Section 11(b).

(b) Audit Rights. During the term of this Agreement and for a one (l) year period
thereafter, and not more than once each calendar quarter, OLDCO shall have access to and a
right to audit at its expense only the books, records and documents of HCSC that (i) are relevant
to a validation of the charges hereunder, and (ii) directly relate to the Services provided by
HCSC or Contractors under this Agreement. In no event shall any books, records or documents
of HCSC be removed from any reviewing location by the reviewing party. Notwithstanding the
foregoing, any such audit initiated after termination of the Transaction Agreement shall be
undertaken only by an auditor reasonably acceptable to HCSC (the "Auditor"), on OLDCO's
behalf and expense, and shall be limited to the books, records and documents of HCSC that are

relevant to a validation of the charges hereunder that directly relate to Services provided by
HCSC or Contractors during the term of this Agreement; provided that such Auditor delivers to
HCSC a written acknowledgement that the books, records and other documents accessed and
reviewed by it during any such audit are to be regarded by Auditor as, and treated as,

Confidential Information; and, furthermore, the right to audit shall be limited to one audit after
the termination of the Transaction Agreement or this Agreement. The Auditor shall deliver a

report regarding the results of its audit to HCSC and OLDCO (the "Audit Report"). Within ten
business days of the receipt of the Audit Report, HCSC may notify OLDCO and the Auditor in
writing of its dispute with the results of the Audit Report. Any dispute regarding the Audit
Report which is not resolved by the parties hereto within fifteen business days after HCSC
notifies OLDCO and the Auditor of its dispute, shall be submitted for resolution to an accounting
firm mutually acceptable to the parties (or, if the parties cannot mutually agree, each shall select
an accounting firm, and the two accounting firms shall mutually agree on a third firm) (in each

case, the "Second Auditor"). If the parties succeed in resolving any dispute by negotiation, or if
the Second Auditor renders a decision, then the revised Audit Report as agreed to by the parties
or as determined by the Second Auditor shall be binding on the parties. Any overcharge by
HCSC revealed by the final Audit Report promptly shall be paid to, or credited to, as applicable,
OLDCO, and any undercharge promptly shall be paid to, or credited to, HCSC. The fees and
expenses of the Second Auditor shall be shared equally by HCSC and OLDCO.

(c) Inspection by Governmental Authorities. All records and documents of any party
relating to the Services provided under this Agreement or other matters handled pursuant to this
Agreement shall be subject at all reasonable times to inspection, duplication and/or audit by
representatives of Governmental Authorities.
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12. Affirmative Covenants.

(a) Cooperation. Each party will fully cooperate with the other and its respective

counsel, if any, and accountants and actuaries in corurection with any action to be taken in the

performance of their obligations under this Agreement. Each party shall use its best efforts to

take or cause to be taken any and all actions necessary or required to obtain each of the

regulatory consents or approvals and any third-party consents, unless the receipt thereofhas been

waived in writing by the parties to this Agreement.

O) Confidences and Trade Secrets.

(1) Each party to this Agreement shall, and shall use its reasonable best efforts to

cause its officers, directors, agents, attorneys, actuaries, accountants and representatives to, keep

confidential, except as the other party may otherwise consent in writing, and not disclose at any

time and for any purpose whatsoever, any trade secrets, confidential information, computer

software and systems, confidential knowledge, confidential data, trademarks or trade names' or

other confidential information of the other parly relating to its products, know-how, designs,

customer lists, business plans, marketing plans and strategies, pricing strategies, or other subject

matter pertaining to any business of the other party or any of its clients, customers, consultants,

licensees, or affiliates, which it has obtained or may obtain, or otherwise acquire during the

course of contacts, discussions, negotiation, or agreement with the other party (hereafter,

collectively, "Confidential lnformation"), except as herein provided. Except in connection with
the performance of duties hereunder or as provided in subsection (iii) below, no party shall (A)
make any use of Confidentiai Information of the other party, or (B) deliver or in any way ailow
any Confidential Information of the other party or any documentation relating thereto, to be

delivered to or used by any third parties, or allow its officers, directors, agents, attorneys,

actuaries, accountants or representatives to do so, in any case without specific written direction

or consent of a duly authorized officer of the other party.

(2) Upon termination of this Agreement (including any Termination Transition

Period) for any reason whatsoever, each party shall promptly surrender and deliver to the other

party all records, computer software and systems, materials, equipment, drawings, documents,

data, and all Confidential Information of the other party and shall not retain any document

containing or pertaining to any Confidential Information of the other party, except for computer

records created pursuant to automatic archival or back-up systems (which records shall remain
crrhicnr rn the cnnfidentialitv nrovisions of this Asreement)- or materials reouired bv law to be--_J r- _ _o_ _ _______ /)

retained or unless otherwise consented to in writin g by a <iuly authorize<i officer of the other

party.

(3) Notwithstanding the foregoing provisions of this Section 12(b), (A) any

Confidential Information may be used in connection with any arbitration relating to this

Agreement, (B) Confidential Information may be disciosed if such disclosure is made in
conncction .with the parties' piosecution or defense of any legal proceedings or if such disclosure

is required pursuant to a subpoena or other legai orcier issueci by any juciicial or reguiatory bo<iy

or is otherwise required by law and (C) Confidential Information does not include information

which (i) is in the public domain (other than as a result of a breach of this Agreement), or (ii) is
known by the other party as of the Effective Date or becomes known to the other party on a non-
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confidential basis from another source provided that such source is not known to be bound by a
confidentiality agreement or other obligation or (iii) is independently developed by the other
party.

(4) If aparty is requested pursuant to, or required by, applicable law or regulation
or by legal process to disclose Confidential Information, such party will provide to the other
party prompt notice of such request or disclosure, to enable such other party to seek an

appropriate protective order or otherwise to attempt to prevent such disclosure.

(5) Neither party shall, by virtue of this Agreement, acquire any right or interest in
any license, franchise, contract, agreement, subscriber or member policy, software, systems,

formulas, patterns, awards, inventions, products, copyrights, patents, Intellectual Property or
similar items of properly (collectively "Property") which are owned, leased or licensed by the
other party. Each party agrees that disclosure to it or use by it of such Property shall not entitle
such party to continued use after the expiration or termination of this Agreement (including any
Termination Transition Period) and shall not divest the other party of its rights and interests in
such Property.

(c) Offset and Waiver. Each party may offset or waive, against any amounts due the
other party under this Agreement, any debt or debts owing at any time to such party by the other
parly under this Agreement. Any party affecting such offset or waiver shall, at the time of
affecting such offset or waiver, notiff the other party of the amount of such offset and the
reasons therefor.

(d) Separate Assets. Liabilities and Books. All assets (including investments, cash,

and other assets) of each party to this Agreement shall be maintained separate and apart from the
assets of the other party. Each party is to remain solely responsible for its own liabilities and

obligations to policyholders, subscribers, employees, and other creditors. The books and records

of each party to this Agreement are to be separately maintained and independently audited.

13. Regulatorv and Other Approvalst Conditions.

(a) Filings with Governmental Authorities. Each party shall promptly undertake such

actions as may be necessary to file, amend, or apply for any documents, certificates, or reports
now filed or to be filed with any Governmental Authorities having jurisdiction over the subject
matter of this Agreement or the parties to this Agreement.

(b) Conditions. The obligations of each party under this Agreement (and under any

Exhibit) are subject to the satisfaction of the following conditions (or waiver by such party of
such conditions):

(l) All necessary approvals of Governmental Authorities, if any, shall have been

obtained.

(2) All consents or approvals by any third party which are required to be obtained
by either party in connection with the execution, delivery, or performance of this Agreement
where the failure to obtain such consents or approvals would have a material adverse effect on
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such party, shall have been obtained, or the receipt thereof shall have been waived by the other

party.

14. Miscellaneous.

(a) Assignment. Neither this Agreement nor any rights hereunder may be assigned

by any of the parties hereto without the written consent of the parties, but this Agreement is

binding on, and inures to the benefit ol the successors of each party hereto.

(b) Waiver: Remedies. No delay or omission of any party to this Agreement to

exercise any right or power hereunder shall impair such right or power or be a waiver of any

default or an acquiescence therein; and any single or partial exercise of any such right or power

shall not preclude other or firrther exercise thereof or the exercise of any other right. In addition

to any rights granted herein, the parties hereto shall have and may exercise any and all rights and

remedies now or hereafter provided by law.

(c) Notices. All notices, requests, demands, and other communications hereunder

shall be in writing and shall be deemed to have been duly given (i) if delivered personally, (ii) if
mailed by certified or registered mail (return receipt requested) or (iii) if delivered by facsimile

(with receipt verified):

If to HCSC:

Jim Kadela
Divisional Senior Vice President, Financiai Services and Internal Operations

300 East Randolph
Chicago, Illinois 60601

With a
Copy to:

Senior Vice President and Chief Legal Officer
Health Care Service Corporation
300 East Randolph
Chicago, Illinois 60601

If to OLDCO:

Executive Director
560 N. Park Avenue

Helena. Montana 59604

t6



With a
Copy to: Graham & Dunn, PC

2801 Alaskan Way - Suite 300
Seattle, WA 98121
Attention: V. Marc Droppert

Any notice given as provided in this Section l4(c), if given personally, shall be effective (1)
upon delivery if given by personal delivery, (2) three days after deposit in the mail if given by
certified or registered mail, or (3) upon verification of receipt if given by facsimile. Any party
hereto may change the address at which it is to be given notice by giving notice to the other party
as provided in this Section 1a(c).

(d) Govemins Law. This Agreement shall be deemed to be a contract made under
the laws of the State of Montana and shall be construed and interpreted under the laws of
Montana applicable to contracts made and to be performed entirely within such state.

(e) Enforceability. If any one or more of the covenants, agreements, provisions, or
other terms of this Agreement shall be for any reason whatsoever determined to be invalid, then
such terms shall be deemed severable from the remaining terms of this Agreement and shall in
no way affect the validity or enforceability of the other terms of this Agreement and such invalid
terms shall be replaced by valid terms bearing the closest possible similarity in substance so that
the intentions and purposes being the basis of this Agreement could be enforced to the greatest
extent permitted by law.

(0 Counterparts. This Agreement may be executed in one or more counterparts, each
of which shall be deemed an original, but all of which together shall constitute one and the same
instrument.

(g) Headings. The headings in the sections and subsections of this Agreement are
inserted for convenience of reference only and shall not constitute apart hereof.

(h) Entire Agreement. This Agreement, together with the Exhibits and exhibits
referred to herein and any documents executed by the parties simultaneously herewith, constitute
the entire understanding and agreement of the parties hereto and supersede all other prior
agreements and understandings, written or oral, between the parties with respect to this
Agreement.

(i) Amendment. This Agreement may be amended, modified, or altered only by a
writing signed by each of the parties hereto.

0) Force Majeure. Neither parfy shall be held responsible for any failure or delay in
the performance of its obligations under the Agreement, if any, to the extent that such failure or
delay is caused, directly or indirectly, by fire, flood, earthquake, elements of nature or Acts of
God, acts of war, terrorism, riots, civil disorder, rebellion or revolution, quarantines, embargoes
and other similar government actions, or any other similar cause beyond such party's reasonable
control.
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(k) Survival of Certain Obligations. All provisions contained in this Section 15, all
provisions regarding payment, indemnification, warranty, limitations of liability, Intellectual
Property, arbitration, termination, records maintenance, audit and confidentiality shall survive

during any Termination Transition Period and until fully performed or otherwise inapplicable.

0) Severability. In the event any provision of this Agreement is held illegal, void or

unenforceable, to any extent, in whole or in part, as to any situation or person, the balance shall

remain in effect and the provision in question shall remain in effect as to all other persons or

situations, as the case may be.

(m) Third Part.v Beneficiaries. Nothing in this Agreement, express or implied, is

intended to confer rights, benefits, remedies, obligations or liabilities on any person (including,

without limitation, any employee of the parties) other than the parties thereto or their respective

successors or permitted assigns and the express indemnitees under Sections 4 and9.

(n) Compliance with Laws. Each party shall be in substantial compliance with the

material requirements of all applicable federal, state, municipal and other governmental laws and

regulations in connection with the Services during the term of this Agreement.

(o) Independent Contractor. Nothing in this Agreement shall be construed to create

the relationship of employment, partnership or joint venture between OLDCO and HCSC and, in
performing the Services specified herein, HCSC shall be acting as an independent contractor.

[RrvantnrR oF IAGE INTENTIoNALLY LEFT BLANK.
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IN WITNESS WHEREOF, the parties hereto have caused this Administrative Service

Agreement to be executed as of the date and year above first written.

HEALTH CARE SERVICE CORPORATION' A

Mutual Legal Reserve Company

By:

Name:
Title:

, (formerly known
as BLUE CROSS AI\D BLUE SHIELD OF
MONTANA, INC.), a non-profit mutual benefit
health service corporation

Name:
Title:

By:
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EXHIBIT 8.01(e)

TRIPLE NET LEASE AGREEMENT

by and between

BLUE CROSS AND BLUE SHIELD OF MONTANA, INC.

aS"LANDLORD"

and

HEALTH CARE SERVICE CORPORATION, A MUTUAL LEGAL RESERVE GOMPANY

as"TENANT'

404 Fuller Avenue, Helena, Montana 59601
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TRIPLE NET LEASE AGREEMENT

THIS TRIPLE NET LEASE AGREEMENT ("Lease") is made as of [ ,20121, by

and between BLUE CROSS AND BLUE SHIELD OF MONTANA, lNC., a Montana corporation
("Landlord'), and HEALTHCARE SERVICE CORPORATION, A MUTUAL LEGAL RESERVE COMPANY, an

lllinois corporation ("Ienanf'). For and in consideration of the mutual promises, covenants and conditions set
forth in this Lease, Landlord and Tenant agree as follows:

SECTION 1 - LEASE DATAAND EXHIBITS

The following definitions shall apply for purposes of this Lease, except as otherwise specifically
modified herein:

1.1 Building. The building in which the Premises are situated (collectively the"Buildingf) is
situated on the real property described and depicted on attached Exhibit A (the "Land'). The Building

address is 404 Fuller Avenue, Helena, Montana 59601.

1.2 Premises. All of the Building and the Land (the "Premises"). The rentable area of the

Premises is 66,892 square feet.

1.3 Term. Thifi-six (36) months. See Section 3.

1.4 Minimum Rent. Minimum Rent during the Term shall be as set forth in the table below. See

Section 4.'1.

Lease Month: Monthly Minimum Rent
1 - 12 $33,446.00
13-24 $34,282.15
25-36 $35,118.30

1.5 Use. Any lawful use, including, without limitation, general office, billing, collection, mail

operations, customer payment processing, warehousing and storage. See Section 5.1.

1.6 Tenant's Share. Tenant's Share shall equal a fraction whose numerator is the rentable

area of the Premises as set forth in Section 1.2 (subject to adjustment pursuant to Section2 below) and

whose denominator is the rentable area of the BuilCing as set forth in Section 1.2. Initially, based on the
respective rentable areas of the Premises and the Building set forth in Section 1.2, Tenant's Share is 100Yo.

See Section 4.3.

1.7 Deposit. $0.00.

1 8 Parking All parking stalls located at the Building or on the Land. See Section 10.2.

1.9 Notice Addresses.

Landlord: Blue Cross and Blue Shield of Montana, lnc.
560 N. Park Avenue
Helena, MT 59601
Attn: Jerry Lusk

\A/ifh a nnnv tn' Graham & DUnn PCvvy, rv.

2801 Alaskan Way, Suite 300
Seattle, WA 98121
Attn: V. Marc Droppert



Tenant: Health Care Service Corporation, A Mutual Legal Reserve Company
300 East Randolph Street
Chicago, lL 60601-5099
Attn: Jason Kaye, Senior Director, Corporate Real Estate & Development

With a copy to: Bell Nunnally & Martin LLP
3232 McKinney Avenue, Suite 1400
Dallas, TX75204
Attn: Larry L. Shosid

Exhibits. The following exhibits are made a part of this Lease:

ExhibitA- LegalDescription

1.10

SECTION 2 - PREMISES

Landlord hereby leases to Tenant, and Tenant hereby leases from Landlord, the Premises.

SECTION 3. TERM

3.1 lnitial Term. The term of this Lease (the "Term") shall be approximately thirty-six (36)
months, commencing on the date that Landlord delivers possession of the Premises .to Tenant (the
"Commencement Date"); and terminating at midnight on the last day of the thirty-sixth (36'n) Lease Month
(the"Expiration Date"). For purposes of this Lease, a "Lease Month" shall mean, in the case of the first
Lease Month, the first full calendar month plus any partial month following the Commencement Date.
Thereafter, a "Lease Month" shall be each successive calendar month following the expiration of the first
Lease Month.

3.2 Extension Option. Tenant shall have the option to extend the Term of this Lease (each
an "Extension Option") for up to two (2) successive one (1) year renewal periods (each an "Option
Period') commencing on the original Expiration Date (or on the expiration date of the first Option Period,
as applicable) upon the following terms and conditions:

(a) Tenant shall not be in default under this Lease beyond any applicable notice and
cure period either at the time Tenant exercises the applicable Extension Option or on the Expiration Date
(or the expiration date of the first Option Period, as applicable).

(b) Tenant shall have notified Landlord of Tenant's election to exercise such
Extension Option (lhe "Option Notice") not later than six (6) months prior to the Expiration Date (or the
expiration date of the first Option Period, as applicable).

Unless each of the foregoing conditions precedent have been satisfied, Tenant's exercise of the
Extension Option shall be of no force or effect and the Extension Option shall lapse. lf each of the above
conditions precedent are satisfred, then the Lease Term shall be extended for the applicable Option
Period and all of the terms, conditions and provisions of this Lease shall continue in full force and effect
throughout the applicable Option Period, except that Minimum Rent for the applicable Option Period shall
be at fair market rent as determined pursuant to Section 4.1(b) below.

SECTION 4 - RENT

4.1 Minimum Rent.

(a) Initial Term. Tenant shall pay to Landlord at the address specified in Section 1 .10,
or at such other address as may be specified by Landlord from time to time, without (except as expressly
stated in this Lease) notice, setoff or deduction whatsoever, as fixed monthly minimum rent during the Term,

1



the amounts set forth in Section 1.4 ("Minimum Rent"1. Monthly installments of Minimum Rent are due in
advance on or before the first day of each month of the Lease term. Minimum Rent for partial months shall

be prorated. The Minimum Rent does not include the Additional Rent payable by Tenant pursuant to this

Lease.

(b) Option Period. Minimum Rent for an Option Period shall equal the current fair

market rental for comparable space in the Building and in other similar buildings in the same rental market as

of the date the Option Period is to commence, taking to account the specific provisions of the Lease which

will remain constant ("Market Rentaf'). Landlord shall advise Tenant of the new Minimum Rent for the

Premises no later than thirty (30) days after receipt of Tenant's written request therefor. Said request shall be

made no earlier than six (6) months prior to the first date on which Tenant may exercise its Extension Option

under Section 3.2 above. The Market Rental shall take into account, without limitation, the fact that

Tenant shall be responsible for all costs and operating expenses as set forth in this Lease. lf Tenant

should disagree with Landlord's assessment of Market Rental, and if Landlord and Tenant are unable to

resolve such dispute within thirty (30) days after Landlord's delivery to Tenant of such determination, then

either Landlord or Tenant shall have the right to require that Market Rental be determined by arbitration
as set forth below, in which event such determination shall be final and binding. lf either party elects that
"Market Rentaf'be determined by arbitration, then the same shall be determined by a single arbitrator

appointed in accordance with the American Arbitration Association Real Estate Valuation Arbitration
iroceeding Rules ("AAA Rules"). The arbitrator shall be impartial and shall have not less than ten (10)

years' experience in a calling related to the leasing of office real estate in buildings comparable to the

irremises. Within fifteen (15) days following the appointment of the arbitrator, Landlord and Tenant shall

attend a hearing before the arbitrator at which each party shall submit a report setting forth its

determination of the Market Rental for the term in question, together with such information on comparable

rentals and such other evidence as such party shall deem relevant. The arbitratcr shall, within thirty (30)

days following such hearing and submission of evidence, render his or her decision by selecting the

deiermination of Market Rental submitted by either Landlord or Tenant which, in the judgment of the

arbitrator, most nearly reflects the Market Rental for the space and term in question. The arbitrator shall

have no power or authority to select any Market Rental other than a Market Rental submitted by Landlord

or Tenant, and the decision of the arbitrator shall be final and binding upon Landlord and Tenant.

Judgment upon the dispute or any award rendered may be entered in any court of competent jurisdiction.

Each pafi shall pay the fees and expenses of its counsel and witnesses and shall share equally the fees

of the arbitrator.

4.2 Additional Rent. ln addition to Minimum Rent, all other sums to be paid or reimbursed by

Tenant to Landlord, whether or not so designated, are "Additional Renf' for the purposes of this Lease. lf
Tenant defaults in the perfoi-mance of any of its obiigations hei'eunder, Landlord may, but shall not be

obligated to, perform such obligations, and the cost thereof to Landlord shall also be Additional Rent. Unless

otherwise specifically provided in this Lease, Tenant shall pay Landlord all Additional Rent within thirty (30)

days after Tenant's receipt of written demand for payment. As used herein the term "Rent' refers to both

Minimum and Additional Rent.

4.3 Tliole Ne| Thls Lease is a "t;iple net" lease and Tenant, and not Landlord (except as
provided in Section'9S), shaii have the exclusive right and obligaiion io operaie anci maintain the Building

and Premises as expressly and specifically provided elsewhere in this Lease and pay all costs and expenses

incurred by Tenant in conneciion therewiih.

4.4 Real Propertv Taxes. Tenant shall pay and discharge as Additional Rent, on and after the

Commencement Date, punctually as and when the same shall become due and payable without penalty,

all Real Property Taxes (hereinafter defined), which are assessed with respect to any portion of the Term

and which sha!! be levied, assessed or imposed r-rnon or with respect to. or shall be or become liens

upon, ihe Pi'emises, the Land oi"the Building or any portion ther"eof or any interest of l-anClot"d cr Tenant

therein or under this Lease. Landlord shall use commercrally reasonable efforts to cause Tenant to be

billed directly for such Real Property Taxes, in which event Tenant agrees to deliver to Landlord from time

to time upon Landlord's written request, reasonable evidence of Tenant's timely payment of such Real

Property Taxes. ln the event Tenant is not billed drrectly for such Taxes, Tenant shall pay such Taxes



directly to the appropriate taxing authority on behalf of Landlord within thirty (30) days following written
request therefor from Landlord (but not earlier than fourteen (14) days prior to the due date) accompanied
by reasonable evidence of such charges. Tenant shall have the right, at its sole cost and expense, to
contest Real Property Taxes in accordance with applicable laws, but in no event shall any Real Property
Taxes be permitted to become delinquent nor shall the Premises be subject to any tax foreclosure sale by
reason of any such contest undertaken by Tenant. Landlord agrees to reasonably cooperate with
Tenant's contest of Real Property Taxes; provided, however, that Landlord shall not be obligated to incur
any cost or expense in connection therewith and Landlord shall incur no liability as the result of such
cooperation. Nothing contained herein shall either limit Landlord's right to itself contest such Real
Property Taxes, or obligate Landlord to do so; provided, further, that Landlord will obtain Tenant's prior
written consent prior to contesting any Real Property Taxes and shall be responsible for any increased
Real Property Taxes resulting from any such protest undertaken by Landlord. Landlord and Tenant shall
use reasonable etforts to coordinate any tax contests undertaken by Landlord. lf Real Property Taxes
paid with respect to any portion of the Lease Term shall be refunded to Landlord in whole or in part for
any reason whatsoever, then Landlord shall refund to Tenant the amount of such refund (allocated to the
applicable portion of the Lease Term) within thirty (30) days after Landlord receives such refund. For
purposes of this Lease, "Real Property Taxes" means all taxes on the Building (including common areas and
facilities), and on personal property used in conjunction therewith, and taxes on property of Tenant that has
not been paid by Tenant directly to the taxing authority; surcharges; all local improvement and other
assessments of every kind and nature levied with respect to the Building and/or the personal property used in
connection with the operation of the Building; any taxes levied or assessed in addition to or in lieu of, in whole
or in part, such taxes or assessments and any other tax or assessment upon leasing of the Building or rents
collected therefrom, other than any federal, state or local net income tax or franchise tax; and all costs
incurred by Landlord in contesting taxes or assessments or attempting to reduce such or assessed values.

4.5 Late Charqe: lnterest. lf Tenant fails to pay any amount due hereunder within five (5)
business days after Landlord notifies Tenant in writing that the same is past due, Tenant shall pay Landlord
a late charge equal to five percent (5%) of the unpaid amount shall be assessed and be due and payable,
after ten (10) days written notice from Landlord (a "Late Fee"), plus interest at the rate of ten percent (10%)
per annum (the"Default Rate"). lf the foregoing rate exceeds the maximum rate permitted by applicable law,
interest shall accrue at the maximum rate so permitted by law, from the date due until paid on any amount not
paid when due.

SECTION 5. CONDUCT OF BUSINESS

5.1 Use of Premises. Tenant shall use the Premises only for the purposes stated in Section 1.5
above. Tenant shall not use or permit the use of the Premises for any other business or purpose without
Landlord's express prior written consent, which consent shall not be unreasonably withheld.

5.2 Prohibited Uses. Tenant shall not use or permit the Premises or any part thereof to be used
for any purpose in violation of any municipal, county, state or federal law, ordinance, rule or regulation, or for
any purpose offensive to the standards of the community of which the Premises is a part.

5.3 Liens and Encumbrances. Tenant shall keep the Premises free and clear of all liens and
encumbrances arising or growing out of its use and occupancy of the Premises. lf any lien is filed against the
Premises as a result of the action or inaction of Tenant or its employees, agents or contractors, Tenant shall
within sixty (60) days of Landlord's written demand therefor discharge such lien by payment or post a bond
sufficient in amount to cause the lien to be removed of record or insured over.

5.4 Siqns. Tenant shall have the exclusive right to i) continue to use any existing signage on
the Building or the Land or inside the Premises and to replace such existing signage, and ii) to place,
construct or maintain any additional sign, advertisement, awning, banner or other exterior decoration on
the Building, the Land and the Premises, rncluding, without limitation, the exclusive right, to place its name
and corporate logo on the Building and to construct monument signs outside the Building, all with Landlord's
prior wriften consent, which shall not be unreasonably withheld. Any sign that Tenant has Landlord's
consent to place, construct and maintain shall comply with all laws, and Tenant shall obtain any approval



required by such laws. Landlord makes no representation with respect to Tenant's ability to obtain such

approval. Tenant's signage may be illuminated and shall consist of such design and size as Tenant shall

determine, it its sole discretion, subject to receipt of applicable governmental approval and compliance with

applicable Legal Requirements. All installation and upkeep costs shall be at Tenant's expense. Tenants
signage rights shall be transferable to an assignee or sublessee of this Lease. Tenant may also install, in its

sole and absolute discretion: (a) any directional and safety signage at the Premises or on the Land or the
Building; and/or (b) signs, including its logo, on the walls of the elevator lobbies and on entrance doors to all

floors in the Building. Such signage may be installed without Landlord's approval, so long as the same
comply with applicable legal requirements and the terms of this Section 5.4. Landlord agrees to
reasonably cooperate with Tenant, to the extent reasonably required to obtain approval of such signage.

5.5 Hazardous Materials.

(a) As used in this Lease the term "Hazardous Materiaf shall mean any matter

(whether gaseous, liquid or solid) which is or may be harmful to persons or property, including, but not

limited to, materials now or hereafter designated as a hazardous or toxic waste or substance under the

Comprehensive Environmental Response, Compensation and Liabili$ Act of 1980, 42 USC 9601, ef seq.,

all as now or hereafter amended, or which may now or hereafter be regulated under any other federal, state,

or local law, statute, ordinance or regulation pertaining to health, industrial hygiene or the environment,

including, without limitation, (i) any asbestos and/or asbestos containing materials (collectively "ACMf')
regardless of whether such ACMs are in a friable or non-friable state, or (ii) any mafter designated as a
hazardous substance pursuant to Section 31 1 of the Federal Water Pollution Control Act (33 USC 1317), or
(iii) any matter defined as a hazardous waste pursuant to Section 1004 of the Federal Resource

Conservation and Recovery Act, (42 USC 6901 ef seq.) pertaining to health or the environment
("Environmental Laws"). "Hazardous llateriaf shall not include (A) ordinary cleaning and maintenance
products which are used with due care and in accordance with applicable law and the instructions of the

manufacturer of such products in the reasonable and prudent conduct of Tenant's business on the

Premises; (B) printing and photographic supplies, including inks and cleaning solvents, photographic

chemicals, other supplies necessary to operate Tenant's print and photographic shop at the Premises;
and (C) batteries and other fuels, lubricants and fluids necessary to operate its equipment and vehicles
used in the conduct of its business at the Premises; provided that (in each case) Tenant complies with all

Environmental Laws at alltimes in connection with such Hazardous Materials.

(b) Tenant shall not store, use, sell, release, generate or dispose of any Hazardous

Materials in, on or about the Premises without the prior written consent of Landlord, which consent shall not

be unreasonably withheld. With respect to any Hazardous Materials stored, used, generated or disposed of
from the Premises, Tenant shall promptly, iimely and completely comply with all governmental requirements
for recording and recordkeeping; submit to Landlord true and correct copies of all reports, manifests and

identification numbers at the same time as they are required to be and/or are submitted to the appropriate
governmental authority; within five (5) days of Landlord's written request, provide evidence satisfactory to

Landlord of Tenant's compliance with all applicable governmental rules, regulations and requirements; and

comply with all governmental rules, regulations and requirements regarding the use, sale, transportation,
aeneration treatment and disoosa! of Hazardorls Materials Prior to the expiration and surrender of the

Premises by Tenani, Tenant shall remove any and ail Hazardous fuiaierials (including, without limitation,

ACMs) which Tenant, its employees, agents, contractors and/or sublessees have brought onto the
- - - - ) -t :- rL^ n-^-:^^^ i-^l..li^- ..,;+L^,,$
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limitation, leasehold improvements, wall, flooring and ceiling materials. Tenant shall be solely responsible
for and shall defend (with counsel acceptable to Landlord), indemnify and hold Landlord, its agents affiliates

and employees harmless from and against all claims, costs, damages, judgments, penalties, fines, losses,

iiabriities and expenses, including attorneys' fees and costs, arising out of or in connection with Tenant's
bleach of its obligations contained in this Section 5.5 (including. without limitation. drminution in value of the

Premises and sums paid as settlement of claims, attorneys' fees, consultant fees, and expert fees, whether
or not used at trial or rn a proceeding) which arise during or after the Term as a result of such contamination.

Tenant shall be solely responsible for and shall defend (with counsel acceptable to Landlord), indemnify and

hold Landlord, its agents, affiliates and employees harmless from and against any and all claims, costs,

damages, lawsuits, penalties, liens, losses and/or liabilities, including attorneys'fees and costs (collectively,



"Losses"), arising out of or in connection with removal, cleanup and restoration work and materials
necessary to return the Premises and any other property of whatever nature to their condition existing prior
to the appearance of Hazardous Material on or about the Premises that was brought onto the Premises by
Tenant, its employees, agents, contractors and/or its permitted assignees and sublessees; provided that
Landlord's written approval of such actions and that of any Lender shall first be obtained, which approval
shall not be unreasonably withheld so long as the actions would not potentially have any material adverse,
long-term or short-term effect on the Premises, Common Areas, or the Building. Notwithstanding anything
else set forth herein, Tenant's obligations under this Section 5.5 shall survive the expiration of this Lease.

(c) Landlord hereby agrees to protect, indemnify, save and defend Tenant, its
employees, directors, officers, shareholders, members, partners, successors and assigns (collectively,
the "Tenant lndemnitees") harmless from any and all Losses that Tenant or any other Tenant Indemnitee
may suffer as a result of or with respect to: (i) any violation of Environmental Laws relating to the
Premises existing on the Commencement Date; (ii) any act or omission by Landlord after the
Commencement Date which results in the violation of any Environmental Law; and (iii) any other spill or
release of or the presence of any Hazardous Materials brought upon the Premises by any person, other
than Tenant or any of its employees, agents or contractors prior to the Commencement Date.

5.6 Buildinq Access. Nothing herein shall prohibit Tenant from having unlimited access to the
Premises, the Land and the Building twenty-four (24) hours per day, seven (7) days per week during the
Term. Since Tenant will be responsible for all operating expenses (including Real Property Taxes and
insurance) and utility costs incurred after the Commencement Date, Tenant shall have the sole and exclusive
right to determine and implement the operating procedures for the Building.

5.7 Roof Riqhts. During the Term, Tenant may use the roof of the Building to install
communications equipment, and the roof and easements located within the Premises to connect cabling
under the Buildings for supplemental HVAC and telecommunication equipment (including satellite disk,
antenna, microwave dish and fiber optics), at Tenant's expense, provided such complies with Laws, and
subject to Landlord's prior wriften approval, which approval shall not be unreasonably withheld. Upon receipt
of Tenant's request to place communications equipment on the roof of the Buildings, in the event Landlord
fails to respond within thirty (30) days thereafter, such request of Tenant shall be deemed approved. Tenant
shall be solely responsible for any damage caused by the placement of communications equipment on the
roof. Any penetrations of the roof membrane necessitated by the installation of such equipment shall be
made by the roofing contractor (including related maintenance, repair and replacement) who installed the roof
system, or such other roofing contractor authorized by the manufacturer to perform warranty work on the roof
system installed at the Premises, and any damage or loss of warranty resulting therefrom shall be Tenant's
responsibility.

SECTION 6 - UTILITIES AND OTHER CHARGES

6.1 Utilities. Upon delivery of the Premises to Tenant, Tenant covenants to promptly, and as
the bills therefor become due and payable, pay for any and all heat, air conditioning, water, light, power
and/or other utility service, including garbage, trash removal and sewage disposal, used by Tenant in or
about the Premises during the Lease Term or any extension thereof, whether such bills be presented
before or after the termination of the occupancy of said Premises by the Tenant.

6.2 Interruption. Landlord shall not be liable for any Losses to person or propefi caused by or
resulting from any variation, interruption or failure of services due to any cause whatsoever, including, but not
Itmited to, electrical surges, or from failure to make any repairs or perform any maintenance, unless such
Losses are caused by Landlord's gross negligence or willful misconduct. No temporary interruphon or failure
of such services incident to the making of repairs, alterations or improvements or due to acciden| strike or
conditions or events shall be deemed an eviction of Tenant or to relieve Tenant from any of Tenant's
obligations hereunder or to give Tenant a right of action agarnst Landlord for damages, unless such Losses
are caused by Landlord's gross negligence or willful misconduct.



6.3 Licenses and Taxes. Tenant shall be liable for, and shall pay throughout the term of this

Lease, all license and excise fees and occupation taxes covering the business conducted on the Premises

and all personal property taxes levied with respect to all personal property located at the Premises. lf any
governmental authority levies a tax or license fee on rents payable under this Lease or rents accruing from

use of the Premises or a tax or license fee in any form against Landlord or Tenant because of or measured

by or based upon income derived from the leasing or rental thereof (other than a net income tiax on

Landlord's income and as otherwise provided in Section 4.4), or a transaction privilege tax, such tax or

license fee shall be paid by Tenant, either directly if required by law, or by reimbursing Landlord for the

amount thereof upon demand. Notwithstanding the foregoing, in no event will Tenant be responsible for any

income or similar tax owed by Landlord.

SECTION 7 - DEPOSIT

Intentionally Omitted

SECTION 8 -ALTERATIONS

8.1 "AS lS" Condition. Except as expressly provided herein, Tenant accepts the Premises in

their "AS lS" condition without any agreements, representations, understandings or obligations on the part

of Landlord to perform any alterations, repairs or improvements or to provide any allowances.
Notwithstanding anything contiained herein to the contrary, Landlord hereby represents and warrants to
Tenant that all of the Building's systems, including, without limitation, the heating, ventilation and air
conditioning, fire safety, mechanical, elevator, electrical, plumbing and gas systems, and the roof,

foundation, exterior walls of the Building, the structure of the Building, parking lots, sidewalks and

windows, are (and will be as of the Commencement Date) in good working order and condition, in

compliance with all applicable laws.

8.2 Alterations by Tenant. Tenant shall have the right to perform any alterations, additions or
improvements ("Atterations") to the Premises, subject to Landlord's prior written consent, not to be

unreasonably withheld or delayed. Notwithstanding the immediately preceding sentence, Tenant shall
have the right to perform Alterations without the written consent of Landlord, but with prior notice thereof
to Landlord; provided: (a) such Alterations do not: (i) require modifications or work to be done with respect
to any structural elements of the Premises; (ii) modify in a manner to permanently damage or adversely
affect the functionality of any of the mechanical, electrical, plumbing, HVAC, life safety or other basic
systems of the Premises; (iii) require the penetration or excavation below the surface of the Land; or (iv)

limit or void any warranty in effect with respect to the Premises; and (b) such Alterations cost (in the
aggregate) less than $100,000 with respect to any project (it being agreed that Tenant shall not stage or
divide one project or work into smaller projects so as to avoid the requirement to obtain Landlord's
consent therefor). Before commencing any Alterations, Tenant shall obtain any building permits or other
permits or licenses required under applicable Laws. Once the Alterations begin, Tenant shall diligently
and continuously pursue their completion in accordance with all applicable Laws. ln connection with any
Alterations performed by or on behalf of Tenant, Tenant shall provide Landlord with certificates of
insurance by Tenant's contractor for commercia! gener-a! liabllity insrrrance with limits not less than

$20,000,000 Generai Aggregate, $i,000,000 Products/Compleie Operaiions Aggregate, $1,000,000
Personal & Advertising Injury, $1,000,000 Each Occurrence, $100,000 Fire Damage, $100,000 Medical

irrl^- n.-.--J A..r^ t:^L:l:3.,\
Expense, $cuu,uuu AuIo Llaolllly (uomDlneo Jlngle LrmrI, Incruqrng nileu/r\olr-\Jwlleu /,\uru Lrcruil|ly,],

Workers Compensation, including Employer's Liability, as required by state statute (or such other limits
and policies as Landlord and Tenant shall agree upon in writrng), with such commercial general liability
policy endorsed to show Landlord as an additional insured.

SECT!ON 9 - MAINTENANCE OF PREMISES

9.1 Maintenance and Repair by Tenant Except for maiters which are Landlord's responsibiltty

under Section 9.3, Tenant shall at all times keep the entire Premises and all furntture, trade fixtures and

equipment (including fire extinguishers) located therein, in good order, condition and repair, reasonable wear
and tear and damage caused by casualty excepted.



9.2 Failure to Maintain. lf Tenant fails to keep and maintain the Premises in the condition set
forth in Section9.1, Landlord may, at its option and following ten (10) days'priorwritten notice to Tenant,
except in an emergency, put or cause the same to be put in the condition required thereunder, and Tenant on
demand shall pay Landlord the entire cost thereof within ten (10) days after its receipt of an invoice therefor.

9.3 Repairs by Landlord. Landlord shall maintain and repair the roof structure, exterior walls,
foundation and building structure of the Building in good order, condition and repair. Landlord shall perform
any repair or maintenance work called to its attention by Tenant within a reasonable period of time after
receipt of such notice from Tenant. All costs incuned by Landlord in performing services under this
Section 9.3 shallbe paid by Landlord.

9.4 Landscaping. Tenant shall maintain and keep all landscaping at the Premises in good
and attractive condition, and in compliance with all legal requirements.

9.5 Snow Removal. Tenant shall have responsibility for removal of snow and ice from the
Premises.

SECTION 1O - COMMON AREAS

10.1 Control of Common Areas bv Landlord. During the term of this Lease, Tenant and its
employees, customers and invitees, shall have the exclusive right to use all entrances and other public areas
of the Building (the "Common Areas"). Tenant at all times shall have the exclusive control and management
of the Common Areas. Landlord shall not have the right from time to time to establish, modify and enforce
rules and regulations regarding the use of the Common Areas or the right to change the area, level, location
and arrangement of the Common Areas.

10.2 Parking. Tenant shall be entitled to use all of the parking stialls at the Building or on the
Land at no additional cost to Tenant. Tenant, but not Landlord, shall have the right to promulgate rules,
regulations and procedures with respect to use of the parking areas, and Tenant shall have the exclusive sole
right to enforce such rules, regulations and procedures.

10.3
this Lease.

Rules and Requlations. Tenant shall comply with any rules and regulations contained in

SECTION 11 - INSURANCE AND INDEMNITY

11.1 Indemnification.

(a) Tenant IndemniU. Except as otherwise expressly provided in this Lease, Landlord
shall not be liable to Tenant (a) for any injury to any person, or for any loss of or damage to any property
(including property of Tenant) occurring in or about the Premises from any cause whatsoever, other than the
gross negligence or intentional misconduct of Landlord or its employees or agents, (b)for interference with
light, air or view, or (c) for any latent defect in the Premises or Building. Tenant shall indemnify, defend and
hold Landlord, its lender(s) ("Lendel'), its and their officers, agents, employees and contractors, and other
tenants and occupants of the Building, harmless from all Losses resulting from any actual or alleged injury to
any person or from any actual or alleged loss of or damage to any property alleged to be attributable to
Tenant's operation or occupation of the Premises or caused by or resulting from any act or omission of
Tenant or any licensee, assignee, or concessionaire, or of any officer, agent, employee, guest or invitee of
any such person in, on or about the Premises, unless such Losses are caused by Landlord's gross
negligence or willful misconduct. Tenant agrees that the foregoing indemnity specifically covers actions
brought by rts own employees. Notwithstanding any of the foregoing, if losses, liabilities, damages, liens,
costs and expenses so arising are caused by the concurrent negligence of both Landlord and Tenant, their
employees, agents, invitees and licensees, Tenant shall indemnify Landlord only to the extent of Tenant's
own negligence or that of its officers, agents, employees, guests or invitees. As between Landlord and
Tenant, the foregoing indemnity is specifically and expressly intended to constitute a waiver of Tenant's



immunity under Montana's workmen's compensation statutes and regulations, for the sole purpose of and

only to the extent necessary to provide Landlord with a fulland complete indemnity from claims made against

Landlord by Tenant's employees. The indemnification provided for in this Section 11.1(a) with respect to acts

or omissions during the term of this Lease shall survive termination or expiration of this Lease.

(b) Landlord Indemnity. Landlord shall defend, indemnify and hold Tenant and the

other Tenant lndemnitees harmless from and against any and all Losses arising out of, connected with, or
resulting from: (a) the gross negligence or willful misconduct of Landlord; (b) any accident, injury or

damage whatsoever caused to any person or to the property of any person and occurring prior to the
Commencement Date in or about the Premises, the Land or the Building; and (c) any breach, violation or
nonperformance of any covenant, condition or agreement in this Lease set forth and contained on the
part of Landlord to be fulfilled, kept, observed and performed. The terms of this Section 11.1(b) shall

survive the expiration or earlier termination of this Lease.

11.2
following:

lnsurance. During the term of this Lease, Tenant shall, at its own expense, maintain the

(a) Liability. Commercial general liability insurance with broad form and stop gap

(employe/s liability) endorsements in minimum limits of $5,000,000 per occunence and annual aggregate for
properly damage or loss and minimum limits of $5,000,000 per occurrence and annual aggregate for
personal injuries and death, to indemnify Landlord, Tenant and Lender against claims, demands, losses,

damages, liabilities, fines, penalties and expenses. Landlord shall have the right to periodically review the

appropriateness of such limits in view of changing industry conditions and court decisions and to require a
reasonable increase in such limits upon ninety (90) days prior written notice to Tenant. Landlord and Lender

shall be named as additional insureds and shall be fumished with a certificate of such policy or policies of
insurance which shall bear an endorsement that the same shall not be canceled nor materially reduced in

coverage or limits without thirty (30) days prior written notice to Landlord and Lender.

(b) Tenant's Propertv lnsurance. Tenant, at all times during Term and at Tenant's
sole expense, shall maintain a policy of standard fire and extended coverage insurance with "all risk"
"special form" (or its or their then current equivalent) coverage on the Premises (including any Aiterations
constructed by Landlord on behalf of Tenant pursuant to separate agreement) and on all personal
property and.equipment owned by Tenant, at one hundred percent (100%) of their full replacement value.

The proceeds from this policy shall (unless this Lease shall be terminated pursuant to the terms hereof)
be made available to and used by Tenant for the repair and replacement of the Premises and

replacement of personal property and equipment and the restoration of Tenant's Alterations. Tenant shall
use commercially reasonable efforts to have this policy contain an express waiver, in favor of Landlord, of
any right of subrogation by the insurer.

11.3 Insurance Requirements. All insurance required under this Lease shall: (a) be issued by

insurance companies authorized to do business in the State of Montana and having a financial rating

reasonably acceptable to Landlord; (b) be issued as a primary policy, or under the blanket policy, not
contributino with and not in excess of correraoe which Landlord mav carry: and (e) in the case of the liabilit-v

'-'-9- --' '-'J ---_-'r -' '-' \ 
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policy, contain a contractual iiabiliiy coverage enciorsemeni.

ii.4 VVaiver of Subroqation. Neiiher Lanciiorci nor Tenant shaii be iiairie to ihe oiher paity oi'io
any insurance company (by way of subrogation or othenmse) insuring the property of the other party for any

loss or damage to any building, structure or tangible personal properfi of the other occuning in or about the

Premises, the Land or the Building, even though such loss or damage might have been occasioned by the

negligence of such party, its agents or employees, if such loss or damage is covered by property insurance

benefiting the parly srlff.ering sLrch loss or clamage or was reqrrired to be covered by orooerhy insurance under
r^-*^ ^f +Li^ I ^ana E^^h ^a.+', chall aa' roa aaah inor rranna nnlinrr nhlainad ]rrr il inct rrinn ile nrnnortrr fn
Lgil | lJ ut U ltJ LEclDt;. Laur I Pal ry 9r rqil vquag vqvr I r rourqr rve yvrv)' vvrsl rvv vt r\ il rev,,,,:,

contain such a waiver of subrogation clause.

11.5 FailuretoProvide. lfTenantfailstoprovideanyoftheinsuranceorsubsequentlyfailsto
maintain the insurance in accordance with the requirements of this Lease, Landlord may, but is not

-9-



required to, after five (5) days prior written notice to Tenant, procure or renew such insurance to protect
its own interests only, and any amounts paid by Landlord for such insurance will be Additional Rent due
and payable on or before the due date of the next installment of Rent. Landlord and Tenant agree that
any insurance acquired by Landlord shall not cover any interest or liability of Tenant.

SECTION 12 - ASSIGNMENTAND SUBLETTING

12.1 Assignment or Sublease. Tenant shall not sublet the whole or any part of the Premises, nor
shall this Lease or any interest thereunder be transferred, assigned, encumbered or transferred, whether by
operation of law or by any process or proceeding of any court or otherwise (each, a "Transfef') without the
express prior written consent of Landlord, which shall not be unreasonably withheld. Any transfer of this
Lease by merger, consolidation or liquidation, or any change in the ownership of, or power to vote the
majority of Tenant's outstanding stock or membership or partnership interests, shall constitute an assignment
for the. purposes of Section 12. Before requesting such consent Tenant shall provide Landlord with the
identity, operating history, financial information and proposed use of the prospective subtenant or assignee.
Landlord shall not unreasonably withhold its consent (to the extent such consent is required) to a Transfer
of this Lease or the Premises, provided that, in any such case: (a) the assignee or sublessee shall use
the Premises only for Tenant's Permitted Use and the same shall comply with all applicable laws; (b) if
such transfer is in the form of an assignment, such assignee shall assume in writing for Landlord's benefit
the performance of all of the terms, conditions and covenants of this Lease; and (c) such assignee or
sublessee shall comply with all the terms of this Lease. Any assignment or sublease without Landlord's
prior written consent shall, at Landlord's option, be void. Each assignment shall be by an instrument in
writing in form satisfactory to Landlord. Failure to first obtain in writing Landlord's wriften consent or to
comply with the provisions of this section shall operate to prevent any such assignment or sublease from
becoming effective. lf Tenant assigns its interest in this Lease or sublets the Premises, Tenant shall pay to
Landlord any and all consideration received by Tenant for such assignment or sublease. Tenant shall also
pay all reasonable attorneys' fees and other costs incurred by Landlord in connection with Landlord's
consideration of Tenant's request for approval of assignments or subleases, including assignments for
security purposes. No assignment shall release Tenant from primary liability on this Lease. Notwithstanding
the foregoing, Tenant shall have the right to Transfer this Lease, in whole or in part (each, a
"Transaction"), without consent of (but with prior notice to) Landlord, to (a) an affiliated entity which
Tenant controls, is controlled by or is under common control with Tenant ("Affiliate"), or (b) any entity
resulting from the merger, consolidation or restructuring of Tenant, or in connection with a sale of all or
substantially all of Tenant's capital stock or the assets used in connection with the business operated by
Tenant at the Premises ("Permtted Transferee"); provided that such Permitted Transferee (i) does not
change in any material respects the nature of the business conducted in the Premises, and (ii) has a net
worth immediately after the completion of such transaction of at least $100 million. For purposes hereof,
"controf' shall mean that the one entity owns (directly or indirectly) at least 51% of the equity interests in
such other entity, and has the power to direct the day{o-day operations and long term decisions of such
other entity. Notwithstanding the foregoing provisions of this Section 12.1, no "assignmenf' for which
consent of Landlord is required under this Section shall be deemed to have occurred which results from a
change in Tenant's policyholders, for so long as Tenant is a mutual company owned by its policyholders.
Tenant shall also have the right to sublease or license portions of the Premises to third party providers of
services to Tenant of Tenant's Affiliates (e.9. landscaping, security and food services) without Landlord's
consent.

12.2 Procedures. lf Tenant desires to assign this Lease, or any interest therein, or sublet all or
part of the Premises and Landlord's consent is required pursuant to Section 12.1 above, then Tenant
shall give Landlord written notice thereof designating the space proposed to be sublet and the terms
proposed. Landlord shall have the prior right and option (to be exercised by written notice to Tenant
grven within thirty (30) days after receipt of Tenant's notice) (a)to terminate this Lease as it pertains to
the portion of the Premises so proposed by Tenant to be sublet, or (b) to approve Tenant's proposal to
sublet conditional upon Landlord's subsequent written approval of the speciflc sublease obtained by
Tenant and the specific subtenant named therein. With Tenant's notice to Landlord Tenant shall submit
to Landlord for Landlord's consideration Tenant's proposed sublease agreement (in which the proposed
subtenant shall be named). lf Landlord fails to exercise its option to terminate this Lease, this shall not be



construed as or constitute a waiver of any of the provisions of this Section 12. lf Landlord exercises its

option to terminate this Lease, Landlord shall not have any liability for any real estate brokerage
commission(s) or with respect to any of the costs and expenses that Tenant may have incurred in

connection with its proposed subletting, and Tenant shall defend, indemnify and hold Landlord harmless
from and against any and all claims (including, without limitation, claims for commissions) arising from
such proposed subletting. Landlord's foregoing rights and options shall continue throughout the Term
and any Option Periods. For purposes of this Section 12.2, a proposed assignment of this Lease shall be

deemed a proposed subletting of all of the Premises.

12.3 Assionment bv Landlord. lf Landlord sells or otherwise transfers the Premises, or if Landlord

assigns its interest under this Lease (other than for security purposes) and such purchaser, transferee or
assignee assumes Landlord's obligations hereunder arising thereafter, Landlord shall thereupon be relieved

of all liabilities hereunder arising thereafter, but this Lease shall otherwise remain in full force and effect.

SECTION 13 - DESTRUCTION OF PREMISES

13.1 Partial Destruction. lf the Premises are rendered partially untenantable by fire or other
insured casualty, and if the damage is repairable within sixty (60) days from the date of the occunence (with

the repair work and preparations therefore to be done during regular working hours on regular work days),

Landlord shall repair the Premises with due diligence and Rent shall be abated in the proportion that the

untenantable portion of the Premises bears to the whole thereof for the period from the date of the casualty to

the completion of the repairs, unless the casualty results from Tenanfs negligence or its breach of the terms
hereof and the casualty is not covered by insurance. lf thirty percent (30%) or more of the rentable area of
the Building is destroyed or damaged, then regardless of whether the Premises are damaged, Landlord may

terminate this Lease as of the date of such damage or destruction by giving notice of termination to Tenant
within thirty (30) days thereafter.

13.2 Total Destruction. lf the Premises are completely destroyed by fire or other casualty, or if
they are damaged by uninsured casualty, or by insured casual$ to such an extent that the damage cannot be

repaired within one hundred eighty (180) days of the occurrence or during the last year of the Term, either
party shall have the option to restore the Premises or to terminate this Lease by written notice given to the

other pafi within thirty (30) days after the casualty, with any termination to be effective thifi (30) days after
such party's notice. lf neither pafty elects to terminate this Lease then Landlord shall commence and
prosecute the restoration work with diligence after obtaining required governmental consents and permits and

insurance proceeds. For the period from the date of the casualty until completion of the repairs (or the date

of termination of this Lease, if Landlord elects not to restore the Premises), Rent shall be abated in the same
proporiion that the untenantable portion of the Premises bears to the whole thereof, unless the casualty

results from Tenant's negligence or its breach of its obligations under this Lease.

13.3 Limitation. Landlord shall not be liable to Tenant for destruction or damage to any of
Tenant's property, such as, but not limited to, personal property, trade fixtures, equipment or alterations,

additions or improvements, or for damages or compensation for inconvenience, loss of business or disruption
aricinn frnnr damaoce- tn or rpnairs or restor:tinn of anr-r nodion of the Ruilclino or the Premises.qr rer ry rr vr r r ver r rqvv

SECTION 14 - EMINENT DOMAIN

14.1 Total Takinq. lf all of the Premises are taken by eminent domain, this Lease shall terminate

as of the date Tenant is required to vacate the Premises, and Rent shall be paid to that date. The term
"eminent domain" shall include the taking or damaging of property by, through or under any governmental or
statutory authority, and any purchase or acquisition in lieu thereof, whether the damaging or taking is by
government or any other person.

14.2 Partial Taking. lf a taking of any part of the Premises by eminent domain renders the

remainder thereof unusable for the business of Tenant, rn the reasonable judgment of Landlord and Tenant,

thls Lease may, at the option of either party, be terminated by wi'itten notice given to the other pafi noi more
than thirty (30) days after Landlord receives notice (and provides Tenant written noiice) of the taking, and



such termination shall be effective as of the date when Tenant is required to vacate the portion of the
Premises so taken. lf this Lease is so terminated, all Rent shall be paid to the date of termination. Whenever
any portion of the Premises is taken by eminent domain and this Lease is not terminated, Landlord shall at its
expense proceed with all reasonable dispatch to restore, to the extent of available proceeds and to the extent
it is reasonably prudent to do so, the remainder of the Premises to the condition it was in immediately prior to
such taking, and Tenant shall at its expense proceed with all reasonable dispatch to restore its fixtures,
furniture, furnishings, floor covering and equipment to the same condition they were in immediately prior to
such taking. Rent payable hereunder shall be reduced from the date Tenant is required to partially vacate
the Premises in the same proportion that the area taken bears to the total area of the Premises prior to
taking.

14.3 Damaqes. Landlord reserves all right to the entire damage award or payment for any taking
by eminent domain or a transfer in lieu thereol and Tenant waives all claim whatsoever against Landlord for
damages for termination of its leasehold interest in the Premises or for interference with its business as a
result of such taking. Tenant hereby grants and assigns to Landlord any right Tenant may now have or
hereafter acquire to such damages and agrees to execute and deliver such further instruments of assignment
as Landlord may from time to time request; however, Tenant shall have the right to receive from the
condemning authority the amount offered by the condemning authority in its final offer for Tenant's moving
costs and for any taking of Tenant's furniture, trade fixtures and other personal property.

SECTION 15 - DEFAULT OF TENANT

15.1 Defaults.

(a) Time is of the essence of this Lease. Tenant shall be in default under this Lease if
(i) Tenant violates or breaches or fails to keep or perform any covenant, term or condition of this Lease,
(ii) Tenant files or is the subject of a petition under Title 11 of the United States Code (the "Bankruptcy Code")
or similar domestic or foreign debtoricreditor law and such filing is not discharged within sixty (60) days after
such appointment, (iii) a trustee or receiver is appointed for Tenants assets, or (iv) Tenant makes an
assignment for the benefit of creditors. lf the default under (i) above is the nonpayment of Rent under this
Lease, Tenant shall have five (5) days after written notice to cure the default. lf the default under (i) above is

something other than nonpayment of Rent due under this Lease, Tenant shall have thifty (30) days following
receipt of written notice from Landlord within which to cure any such default; provided, if the nature of the
default is such that the same cannot reasonably be cured within such 30-day period, the cure period shall be
extended for so long as may be reasonably necessary to cure the default so long as Tenant commences the
cure within the initial 30-day period, thereafter diligently prosecutes the cure to completion in good faith, and
furnishes Landlord with such assurances and indemnities as Landlord may reasonably require to ensure
completion thereof and fully and completely protect Landlord from any loss or liability resulting from any such
default or any delay by Tenant in curing the default. The foregoing notices and cure periods include, and are
not in addition to, any notices and cure periods othenrise required by applicable law.

(b) lf a default is not cured within the applicable cure period, if any, Landlord shall have
the following rights and remedies, at its option which shall not be exclusive, but shall be cumulative and in
addition and supplemental to any and all other rights and/or remedies that Landlord may have at law or if
equity: (i) to declare the term hereof ended and to reenter the Premises and take possession thereof and
remove all persons therefrom, and Tenant shall have no further claim thereon or hereunder; or (ii) without
declaring this Lease terminated, to reenter the Premises and occupy the whole or any part thereof for and on
account of Tenant and to collect any unpaid Rent, which have become payable, or which may thereafter
become payable; or (iii) even though it may have reentered the Premises, to thereafter elect to terminate this
Lease and all of the rights of Tenant in or to the Premrses. lf Landlord reenters the Premises under option (ii)

above, Landlord shall not be deemed to have terminated this Lease or the hability of Tenant to pay any Rent
thereafter accruing, or to have termrnated Tenant's liability for damages under any of the provisions hereof,
by any such reentry or by any action, in unlawful detainer or otheruise, to obtain possession of the Premises,
unless Landlord shall have notified Tenant rn writing that it has so elected to terminate this Lease, and Tenant
further covenants that the service by Landlord of any notice pursuant to the unlaMul detainer statutes and the
surrender of possession pursuant to such notice shall not (unless Landlord elects to the contrary at the time



of or at any time subsequent to the serving of such notices and such election is evidenced by written notice to

Tenant) be deemed to be a termination of this Lease. In the event of any entry or taking possession of the

Premises, Landlord shall have the right, but not the obligation, to remove therefrom all or any part of the
personal property located therein and may place the same in storage at a public warehouse at the expense

and risk of Tenant.

(c) lf Landlord elects to terminate this Lease pursuant to the provisions of options (i) or
(iii) in Section 15.1(b), Landlord may recover from Tenant as damages, the following: (i) the worth at the
time of the award of the unpaid Rent accrued as of the time of termination; (ii) the worth at the time of
award of amount by which the unpaid Rent accrued after the time of termination exceeds the amount of
such loss that Tenant proves reasonably could have been avoided; (iii) the worth at the time of the award
of the amount by which the unpaid Rent which Tenant would have paid for the balance of the Lease term
after the time of award exceeds the amount of such rental loss that Tenant proves Landlord could have

reasonably avoided; and (iv) any other amount necessary to compensate Landlord for all the detriment
proximately caused by Tenant's failure to perform its obligations under this Lease, including, but not limited,

any costs or expenses incurred by Landlord in (A) retaking possession of the Premises, including reasonable

attorneys' fees therefor, (B) maintaining or preserving the Premises after such default, (C) retuming the

Premises to the condition required hereunder, (D) performing any remediation or abatement of any

Hazardous Materials on the Premises, (E) leasing commissions, and (F) any other costs necessary or
appropriate to relet the Premises; plus (G) at Landlord's election, such other amounts in addition to or in lieu

of the foregoing as may be permitted from time to time by the laws of the State of Montana. As used in

subparts (i) and (ii) above, the"worth at the time of the award' is computed by allowing interest on unpaid

amounts at the Default Rate. As used in subpart (iii) above, lhe "worth at the time of the award' is

computed by discounting such amount at the discount rate of the Federal Reserve Bank of San Francisco
at the time of award plus one percent (1%).

(d) For all purposes of this Section 15.1 only, all such sums, other than Minimum Rent,

shall, for the purpose of calculating any amount due under the provisions of item (iii) in Seetion 15.1(c), be

computed on the basis of the average monthly amount thereof accruing during the immediately preceding

twelve (12) month period, except that if it becomes necessary to compute such Additional Rent before such a

tweive (12) month period has occurred then such Additional Rent shali be computed on the basis of the

average monthly amount hereof accruing during such shorter period.

15.2 Leqal Expenses. lf either party consults an attorney in order to enforce this Lease or if any

litigation arises in connection with the Lease, the prevailing party shall be entitled to reimbursement from the

non-prevailing party for the prevailing party's reasonable costs and attorneys' fee, whether such costs and

attorneys' fees are incurred with or without litigation, in a bankruptcy court or on appeal.

15.3 Remedies Cumulative: Waiver. Landlord's remedies hereunder are cumulative, and

Landlord's exercise of any right or remedy due to a default or breach by Tenant shall not be deemed a waiver
of, or alter, affect or prejudice any other right or remedy which Landlord may have under this Lease or by law.

Neither the acceptance of rent nor any other acts or omissions of Landlord at any time or times after the

happening of any event authorizing the eancellation or forfeiture of this Lease shall operate as a waiver of any
past or future violaiion, breach or failure to keep or per-form any covenant, agreernent, ierm oi condition

hereof or to deprive Landlord of its right to cancel or forfeit this Lease, upon the written notice provided for
iiereiri, for any defauit, oi'be consti'ued so as at any fuiui'e time io estop Landiord fi'om pi"omptly exei'cising

any other option, right or remedy that it may have under any term or provision of this Lease.

SECTION 16 - ACCESS BY LANDLORD, DEFAULT OF LANDLORD

16 1 Ricrht of Fntry Provided Landlord takes all reasonable measures to avoid interfering with

Tenant's use of the Premises, Landlord and its agents shall have the right to enter the Premises at any time

upon reasonable prior notice to Tenant, to examine the same (including conducting an environmental audit

and performing any testing or sampling as may be required by Landlord in its discretion), to show them to
prospective purchasers, lenders or tenants, to make such alterations, repairs, improvements or additions as



Landlord may deem necessary or desirable; provided, in an emergency or perceived emergency, no advance
notice shall be required.

16.2 Default of Landlord. lf Landlord defaults in the performance of any covenant required to be
performed by Landlord, Tenant may serve upon Landlord a written notice specifying the default. lf Landlord

does not remedy the default within thirty (30) days following receipt thereof or, in the case of a default which
reasonably requires more than thirty (30) days to cure, if Landlord has not commenced to remedy the same
within thirty (30) days following receipt thereof and be diligently prosecuting such cure, then Tenant may
exercise any legal or equitable remedy available as a result of Landlord's default, including, without limitation,
any and/or all of the following remedies:

(a) Remedy any default of Landlord provided such action would not adversely affect
the systems of the Premises, and in connection with such remedy, Tenant may pay all expenses and
employ legal counsel, and all reasonable sums so expended or obligations incurred by Tenant in

connection therewith shall be paid by Landlord to Tenant, upon written demand by Tenant, together with
the Late Fee and interest at the Default Rate, and if Landlord fails to pay such reimbursement within ten
(10) days afterwritten demand, Tenant may, at Tenant's option, deduct all costs and expenses incurred
in connection with remedying a default of Landlord from the next reasonable sums subsequently
becoming due to Landlord from Tenant under this Lease;

(b) In the event such default consists of the failure by Landlord to pay to Tenant any
amounts required to be paid by Landlord pursuant to this Lease, and said default is not cured within the
applicable period, then Tenant may offset and deduct the unpaid amount, plus the Late Fee and interest
at the Default Rate, against Minimum Rent and Additional Rent due Landlord hereunder; and/or

(c) Enforce its rights and remedies by suit, action at law, or other appropriate
proceeding, whether one or more, and/or bring an action for enforcement or specific performance of any
covenant, promise or agreement or condition contained in this Lease.

No remedy herein conferred upon or reserved to Tenant is intended to be exclusive of any other
available remedy or remedies, but each and every such remedy shall be cumulative. No delay or
omission to exercise any right or power accruing upon any default of Landlord shall impair any such right
or power or shall be construed to be a waiver thereof, but any such right and power may be exercised
from time to time and as often as mav be deemed expedient.

SECTION 17 - SURRENDER OF PREMISES

17.1 Surrender of Possession. Tenant shall promptly yield and deliver to Landlord possession of
the Premises upon the expiration or earlier termination of this Lease in the condition they were required to be
maintained hereunder (subject to the removals required or permitted hereunder). Landlord may place and
maintain a "For Renf' sign in conspicuous places on the Premises for one hundred eighty (180) days prior to
the expiration or earlier termination of this Lease.

17 .2 HoldingOver. lf Tenant holds over after the end of the Term, such shall be as a tenancy
from month to month on the terms and condrtions set forth herein, except that Minimum Rent shall equal one
and one-half (1%) times the Minimum Rent in effect on the date of expiration of the Term of this Lease, which
tenancy may be terminated by either party upon thirty (30) days written notice to the other party.

17.3 Alterations and Personaltv. All Alterations shall be and remain the property of Tenant
during the Term. Upon the expiration or sooner termination of the Term, all Alterations shall become a
part of the realty and shall belong to Landlord without compensation, and title shall pass to Landlord
under this Lease as by a bill of sale. At the end of the Term or any renewal of the Term or other sooner
termination of this Lease, Tenant will peaceably deliver up to Landlord possesston of the Premises,
together with all Alterations by whomsoever made, in the same conditions received or first installed,
broom clean and free of all debris, excepting only ordinary wear and tear and damage by fire or other



casualty. Notwithstanding the foregoing, if Landlord elects by notice given to Tenant at least sixty (60)

days prior to expiration of the Term, Tenant shall, at Tenant's sole cost, remove any Alterations so
designated in Landlord's notice, and repair any damage caused by such removal. Tenant must, at
Tenant's sole cost, remove, upon termination of this Lease, any and all of Tenant's furniture, furnishings,
equipment, trade fixtures and personal property installed by or on behalf of Tenant (collectively
"Personaltf'). Personalty not so removed shall be deemed abandoned by the Tenant and title to the
same shall thereupon pass to Landlord under this Lease as by a bill of sale, but Landlord, not Tenant,
shall remain responsible for the cost of removal and disposal of such Personalty, as well as any damage
caused by such removal.

SECTION 18 - QUIET ENJOYMENT

Tenant, upon fully complying with and promptly performing all of the terms, covenants and conditions
of this Lease on its part to be performed, shall have and quietly enjoy the Premises free from claims arising
by, through or under Landlord, but not otherwise, for the Term, if Tenant's performance of such terms,
covenants and conditions continues for such period, subject, however, to matters of record on the date hereof
and to those matters to which this Lease may be subsequently subordinated in accordance with the terms
hereof.

SECTION 1 9 . MISCELLANEOUS

19.1 Notices. Any notices required in accordance with any of the provisions herein shall be in
writing and delivered, sent by overnight courier or mailed by registered or certified mail to Landlord and
Tenant at the addresses set forth in Section 1.10, or to such other address as a pafi shall from time to time
advise the othei-party by a written notice given in accordance with this Section 19.1. lf mailed, a notice shall
be deemed received two (2) business days after the postmark affixed on the envelope by the United States
Post Office.

19.2 Successors or Assigns. All of the terms, conditions, covenants and agreements of this
Lease shall extend to and be binding upon Landlord, Tenant and, subject to the terms of Section 12 hereol
their respective heirs, administrators, executors, successors and permitted assigns, and upon any person or
persons coming into ownership or possession of any interest in the Premises by operation of law or
othenuise, and shall be construed as covenants running with the land.

19.3 Brokeraqe Commissions. Landlord represents and warrants to Tenant, that there are no
claims for brokerage commissions or finder's fees in connection with this Lease as a result of the
contracts, contacis or actions of Landlord and Landlord agrees to indemnify Tenant and hold it harmless
from all liabilities arising from an alleged agreement or act by Landlord (including, without limitation, the
cost of counsel fees in connection therewith); such agreement to survive the termination of this Lease.
Tenant represents and warrants to Landlord that there are no claims for brokerage commissions or
finder's fees in connection with this Lease as a result of the contracts, contacts or actions of Tenant, and
Tenant agrees to indemnify Landlord and hold it harmless from all liabilities arising from any such claim
arieinn frnm an alleoed aoreement or act hr-r Tenant lincludino without limitation, the cost of counsel fees

\|| 
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in connection therewith); such agreement to survive the termination of this Lease.

19.4 Partiai invaiiciitv. if any term, covenant or conciition of this Lease or ihe application thereof to
any person or circumstance is, to any extent, invalid or unenforceable, the remainder of this Lease, or the
application of such term, covenant or condrtion to persons or circumstances other than those as to which it is
held invalid or unenforceable, shall not be affected thereby and each term, covenant or condition of this
Lease shall be valid and be enforced to the fullest extent permitted by law.

19.5 Recordinq. Tenani shall not recoi-d this Lease without the prior v"'ritten consent of Landlcrd.
However, upon Landlord's request, both parties shall execute a memorandum of this Lease, in a form
customarily used for such purpose of recordation. The memorandum shall describe the parties, the Premises
and the term of this Lease and shall incorporate the other terms of this Lease by reference.
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19.6 Subordination:Estoppel.

(a) Unless otherwise designated by Landlord, this Lease shall be subordinate to all

existing or future mortgages and deeds of trust on the Premises, and to any extensions, renewals or
replacements thereof. As to any secured loan, Landlord agrees to deliver to Tenant, and Tenant agrees to

sign and return within ten (10) business days of receipt, a written subordination, non-disturbance and

attornment agreement in recordable form reasonably acceptable to such Lender and Tenant, which provides

that so long as Tenant is not in default under this Lease, Tenants occupancy of the Premises under this

Lease will not be disturbed and Tenant will not be joined by the holder of any mortgage or deed of trust in any

action or proceeding to foreclose thereunder, except for joinder where such is necessary for jurisdictional

reasons. Tenant agrees to attorn to Landlord's sumessor following any foreclosure sale or transfer in lieu

thereof.

(b) Notwithstanding anything to the contrary in this Lease, Landlord shall not be in

default under any provision of this Lease unless written notice specifying such default is given to any Lender
who has been identified to Tenant in writing as a party to whom notice must be sent. Any lender of Landlord

entitled to notice pursuant to the preceding sentence shall have the right to cure any default on behalf of
Landlord. So long as a Lender is diligently taking the actions reasonably necessary for it to enter the
Premises or cure Landlord's default, Tenant shall not exercise its remedies for Landlord's default under this
Lease.

(c) Within ten (10) business days of Landlord's request therefor, Tenant shall promptly

execute and deliver to third parties designated by Landlord an estoppel certificate or letter in the form
requested by Landlord or its Lender that correctly recites the facts with respect to the Lease and its existence,

terms and status.

19.7 Liabiliw of Landlord. Tenant covenants that it shall look solely to Landlord's interests in the
Building (including, without limitation, the rents, issues and profits from the Building) for the satisfaction of any
judgment or decree against Landlord based upon any default under this Lease; agrees that no other property

or assets of the Landlord (or its members) shall be subject to levy, execution or other enforcement
procedures for satisfaction of any such judgment or decree; and agrees that no member in Landlord shall be

named in any such action or proceeding.

19.8 Force Maieure. Landlord and Tenant shall not be deemed in default hereof nor liable for
damages arising from its failure to perform its duties or obligations hereunder if such is due to causes beyond

its reasonable control, including, but not limited to, acts of God, acts of civil or military authorities, acts of
terrorism, embargoes, fires, floods, windstorms, earthquakes, strikes, lockouts, boycotts or other labor
disturbances, civil disturbances or commotion or war; provided, nothing in this Section 19.8 shall limit or
othenruise modify or waive Tenant's obligation to pay Minimum Rent and Additional Rent as and when due
pursuant to the terms of this Lease.

19.9 Authority. Landlord and Tenant each represent and warrant to the other that it has the

power and authority to enter into this Lease and that the person(s) signing this Lease on its behalf were duly

authorized to do so.

19.10 Headinqs. The headings in this Lease are for convenience only and do not in any way limit

or affect the terms and provisions hereof.

19.11 Gender. Wherever appropriate in this Lease, the singular shall be deemed to refer to the
plural and the plural to the singular, and pronouns of certain genders shall be deemed to include either or
both of the other genders.

19.12 Counterparts. This Lease may be executed in counterparts, each of which shall be deemed

an original, but which when taken together shall constitute one and the same instrument. Facsimtle and

electronic mail signatures shall be effective.



19.13 Entire Aqreement Amendments. This Lease and the Exhibits attached hereto, and by this

reference incorporated herein, set forth the entire agreement of Landlord and Tenant concerning the
Premises, and there are no other agreements or understanding, oral or written, between Landlord and
Tenant conceming the Premises. Any subsequent modification or amendment of this Lease shall be binding

upon Landlord and Tenant only if reduced to writing and signed by them.

19.14 Governinq Law. This Lease shall be governed by, and construed in accordance with the

laws of the State of Montana.

Signature Page Follows



By:

DATED as of the day and year first written above.

TENANT:

HEALTH CARE SERVICE CORPORATION,
A MUTUAL LEGAL RESERVE COMPANY

Jason Kaye, Divisional Vice President,
Corporate Real Estate & Development

STATE OF TLLTNOTS 
)
) ss.

couNw oF cooK )

On this day of 2012, before me, the undersigned, a Notary Public in and
for the State of Montana, duly commissioned and sworn personally appeared Jason Kaye, known to me to be
the Divisional Vice President, Corporate Real Estate & Development of HEALTH CARE SERVICE
CORPORATION, A MUTUAL LEGAL RESERVE COMPANY, the corporation that executed the foregoing
instrument, and acknowledged the said instrument to be the free and voluntary act and deed of said
corporation, for the purposes therein mentioned, and on oath stated that he was authorized to execute said
instrument.

I certify that I know or have satisfactory evidence that the person appearing before me and making
this acknowledgment is the person whose true signature appears on this document.

WITNESS my hand and official seal hereto affixed the day and year in the certificate above written.

Signature

Print Name
NOTARY PUBLIC
lllinois, resrding at

in and for the State of

My commission expires
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By:

LANDLORD:

BLUE CROSS AND BLUE SHIELD OF MONTANA, INC.

Name:

Title:

STATEOFMONTANA )
) ss.

COUNTYOFI I )

On this day of 2O'l2,before me, the undersigned, a Notary Public in and

for the State of Montana, duly commissioned and sworn personally appeared
known to me to be the of BLUE

CROSS AND BLUE SHIELD OF MONTANA, lNC., the corporation that executed the foregoing instrument,

and acknowledged the said instrument to be the free and voluntary act and deed of said corporation, for the
purposes therein mentioned, and on oath stated that he/she was authorized to execute said instrument.

I certify that I know or have satisfactory evidence that the person appearing before me and making

this acknowledgment is the person whose true signature appears on this document.

WITNESS my hand and official seal hereto affixed the day and year in the certificate above written.

Signature

Print Name
NOTARY PUBLIC in and forthe State of
Montana, residing at
My commission expires

-1 9-
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TRIPLE NET LEASE AGREEMENT

by and between

BLUE CROSS AND BLUE SHIELD OF MONTANA, ING.
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HEALTH CARE SERVICE CORPORATION. A MUTUAL LEGAL RESERVE COMPANY

as"TENANT'

560 N. Park Avenue, Helena, Montana 59601
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TRIPLE NET LEASE AGREEMENT

THIS TRIPLE NET LEASE AGREEMENT ("Lease") is made as of [ ,20121, by

and between BLUE CROSS AND BLUE SHIELD OF MONTANA, lNC., a Montana corporation
("Landlord'),and HEALTHCARE SERVICE CORPOMTION, A MUTUAL LEGAL RESERVE COMPANY, an

lllinois corporation ("Tenant'). For and in consideration of the mutual promises, covenants and conditions set

forth in this Lease, Landlord and Tenant agree as follows:

SECTION 1 - LEASE DATAAND EXHIBITS

The following definitions shall apply for purposes of this Lease, except as otherwise specifically

modified herein:

1.1 Buildinq. The building in which the Premises are situated (collectively the'Bu/diny'') is

situated on the real property described and depicted on attached Exhibit A (the "Land'). The Building

address is 560 N. Park Avenue, Helena, Montana 59601.

1.2 Premises. All of the Building and the Land (the 'Premr.ses"). The rentable area of the

Premises is 65,842 square feet.

1.3 Term. Thirty-six (36) months. See Section 3.

1.4 Minimum Rent. Minimum Rent during the Term shall be as set forth in the table below. See

Section 4.1.

Lease Month: Monthly Minimum Rent
1 - 12 $35.664.42
13 -24 $36,542.31
25 -36 $37,475.07

1.5 Use. Any lawful use, including, without limitation, general office, billing, collection, mail

operations, customer payment processing, warehousing and storage. See Section 5.1.

1.6 Tenant's Share. Tenant's Share shall equal a fraction whose numerator is the rentable

area of the Premises as set forth in Section 1.2 (subject to adjustment pursuant to Section 2 below) and

whose denominator is the rentable area of the Building as set forth in Section 1.2. Initially, based on the
respective rentable areas of the Premises and the Building set forth in Section 1.2, Tenant's Share is 100%.

See Section 4.3.

1.7 Dep99!1. $0.00.

1.8 Parking. All parking stalls located at the Building or on the Land. See Section 10.2.

1.9 Notice Addresses.

Landlord: Blue Cross and Blue Shield of Montana, Inc.

560 N. Park Avenue
Helena, MT 59601
Attn: Jerry Lusk

With a copy to: Graham & Dunn PC
2801 Alaskan Way, Sutte 300
Seattle, WA 98121
Attn: V. Marc Droppert



Tenant: Health Care Service Corporation, A Mutual Legal Reserve Company
300 East Randolph Street
Chicago, lL 60601-5099
Attn: Jason Kaye, Senior Director, Corporate Real Estate & Development

With a copy to: Bell Nunnally & Martin LLP
3232 McKinney Avenue, Suite 1400
Dallas. TX75204
Attn: Larry L. Shosid

Exhibits. The following exhibits are made a part of this Lease:

ExhibitA- LegalDescription

1.10

SEGTION 2 - PREMISES

Landlord hereby leases to Tenant, and Tenant hereby leases from Landlord, the Premises.

SECTION 3 - TERM

3.1 Initial Term. The term of this Lease (the "Ierm") shall be approximately thirty-six (36)
months, commencing on the date that Landlord delivers possession of the Premises..to Tenant (the
"Commencement Date"); and terminating at midnight on the last day of the thirty-sixth (36"') Lease Month
(lhe"Expiration Date"). For purposes of this Lease, a "Lease Month" shall mean, in the case of the first
Lease Month, the first full calendar month plus any partial month following the Commencement Date.
Thereafter, a "Lease Month" shall be each successive calendar month following the expiration of the first
Lease Month.

3.2 Extension Option. Tenant shall have the option to extend the Term of this Lease (each
an "Extension Option") for up to two (2) successive one (1) year renewal periods (each an "Option
Period') commencing on the original Expiration Date (or on the expiration date of the first Option Period,
as applicable) upon the following terms and conditions:

(a) Tenant shall not be in default under this Lease beyond any applicable notice and
cure period either at the time Tenant exercises the applicable Extension Option or on the Expiration Date
(or the expiration date of the first Option Period, as applicable).

(b) Tenant shall have notified Landlord of Tenant's election to exercise such
Extension Option (the "Option Nofice") not later than six (6) months prior to the Expiration Date (or the
expiration date of the first Option Penod, as applicable).

Unless each of the foregoing conditions precedent have been satisfied, Tenant's exercise of the
Extension Option shall be of no force or effect and the Extension Option shall lapse. lf each of the above
conditions precedent are satisfied, then the Lease Term shall be extended for the applicable Option
Period and all of the terms, condrtions and provisions of this Lease shall continue in full force and effect
throughout the applicable Optron Period, except that Minimum Rent for the applicable Option Period shall
be at fair market rent as determined pursuant to Section 4.1(b) below.

SECTION 4. RENT

4.1 Minimum Rent.

(a) lnitialTerm Tenant shall pay to Landlord at the address specified in Section 1.10,
or at such other address as may be specified by Landlord from time to trme, without (except as expressly
stated in this Lease) notice, setoff or deduction whatsoever, as fixed monthly minimum rent during the Term,

-2-



the amounts set forth in Section 1.4 ("Minimum Rent'). Monthly installments of Minimum Rent are due in

advance on or before the first day of each month of the Lease term. Minimum Rent for partial months shall

be prorated. The Minimum Rent does not include the Additional Rent payable by Tenant pursuant to this

Lease.

(b) Option Period. Minimum Rent for an Option Period shall equal the current fair

market rental for comparable space in the Building and in other similar buildings in the same rental market as

of the date the Option Period is to commence, taking to account the specific provisions of the Lease which

will remain constant (Market Rentaf'). Landlord shall advise Tenant of the new Minimum Rent for the
premises no later than thirty (30) days after receipt of Tenant's written request therefor. Said request shall be

made no earlier than six (6) months prior to the first date on which Tenant may exercise its Extension Option

under Section 3.2 above. The Market Rental shall take into account, without limitation, the fact that

Tenant shall be responsible for all costs and operating expenses as set forth in this Lease. lf Tenant

should disagree with Landlord's assessment of Market Rental, and if Landlord and Tenant are unable to

resolve such dispute within thifi (30) days after Landlord's delivery to Tenant of such determination, then

either Landlord or Tenant shall have the right to require that Market Rental be determined by arbitration

as set forth below, in which event such determination shall be final and binding. lf either party elects that
"Market Rentaf be determined by arbitration, then the same shall be determined by a single arbitrator

appointed in accordance with the American Arbitration Association Real Estate Valuation Arbitration

iroceeding Rules ("AAA Rules"). The arbitrator shall be impartial and shall have not less than ten (10)

years' exp-erience in a calling related to the leasing of office real estate in buildings comparable to the

itremises. Within fifteen (15) days following the appointment of the arbitrator, Landlord and Tenant shall

attend a hearing before the arbihator at which each party shall submit a report setting forth its

determination of ihe Market Rental for the term in question, together with such information on comparable

rentals and such other" evidence as such party shall deem relevant. The arbitrator shall, within thirty (30)

days following such hearing and submission of evidence, render his or her decision by selecting the

deiermination of Market Rental submitted by either Landlord or Tenant which, in the judgment of the

arbitrator, most nearly reflects the Market Rental for the space and term in question. The arbitrator shall

have no power or authority to select any Market Rental other than a Market Rental submitted by Lancilorci

or Tenant, and the decision of the arbitrator shall be final and binding upon Landlord and Tenant.

Judgment upon the dispute or any award rendered may be entereci in any couri of competent jurisdiction.

Each party shall pay the fees and expenses of its counsel and witnesses and shall share equally the fees

of the arbitrator.

4.2 Additional Rent. In addition to Minimum Rent, all other sums to be paid or reimbursed by

TenanttoLanOtord,wnetfrerornotsodesignated, are"Additional Rent' forthepurposesof thisLease. lf
Tenant defaults in the performance of any of its obligations hereunder, Landlord may, but shall not be

obligated to, perform such obligations, and the cost thereof to Landlord shall also be Additional Rent. Unless

otherwise specifically provided in this Lease, Tenant shall pay Landlord all Additional Rent within thiriy (30)

days after ienant's receipt of written demand for payment. As used herein the term "Renf' refers to both

Minimum and Additional Rent.

4.3 Triple Net. This Lease is a "triple net" lease and Tenant, and not Landlord (except as

orovided in Seciion g.g), shait have the exclusive right and obligation to operate and maintain the Building

and Premises as expressly and specifically provided elsewhere in this Lease and pay all costs and expenses
:-^.,--^l L., T^^^^+ ;^ ^^^^^^+i^^ +h^.^r.';+l^
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4.4 Real Property Taxes. Tenant shall pay and discharge as Additional Rent, on and after the

Commencement Date, punctually as and when the same shall become due and payabie without penaiiy,

all Real Property Taxes (hereinafter defined), which are assessed with respect to any pcrticn of the Term

and which shall be levied. assessed or imposed upon or with respect to, or shall be or become liens

upon, the Premises, the Land or-the Building or an!/ portion thereof or any interest of Landlord or Tenant

therein or under this Lease. Landlord shall use commercially reasonable efforts to cause Tenant to be

billed directly for such Real Property Taxes, in which event Tenant agrees to deliver to Landlord from time

to time upon Landlord's wrrtten request, reasonable evrdence of Tenant's timely payment of such Real

Property Taxes. In the event Tenant is not billed directly for such Taxes, Tenant shall pay such Taxes



directly to the appropriate taxing authority on behalf of Landlord within thirty (30) days following written
request therefor from Landlord (but not earlier than fourteen (14) days prior to the due date) accompanied
by reasonable evidence of such charges. Tenant shall have the right, at its sole cost and expense, to
contest Real Property Taxes in accordance with applicable laws, but in no event shall any Real Property
Taxes be permitted to become delinquent nor shall the Premises be subject to any tax foreclosure sale by
reason of any such contest undertaken by Tenant. Landlord agrees to reasonably cooperate with
Tenant's contest of Real Property Taxes; provided, however, that Landlord shall not be obligated to incur
any cost or expense in connection therewith and Landlord shall incur no liability as the result of such
cooperation. Nothing contained herein shall either limit Landlord's right to itself contest such Real
Property Taxes, or obligate Landlord to do so; provided, further, that Landlord will obtain Tenant's prior
written consent prior to contesting any Real Property Taxes and shall be responsible for any increased
Real Property Taxes resulting from any such protest undertaken by Landlord. Landlord and Tenant shall
use reasonable efforts to coordinate any tax contests undertaken by Landlord. lf Real Property Taxes
paid with respect to any portion of the Lease Term shall be refunded to Landlord in whole or in part for
any reason whatsoever, then Landlord shall refund to Tenant the amount of such refund (allocated to the
applicable portion of the Lease Term) within thirty (30) days after Landlord receives such refund. For
purposes of this Lease, "Real Property Taxes'' means all taxes on the Building (including common areas and
facilities), and on personal property used in conjunction therewith, and taxes on property of Tenant that has
not been paid by Tenant directly to the taxing authority; surcharges; all local improvement and other
assessments of every kind and nature levied with respect to the Building and/or the personal property used in
connection with the operation of the Building; any taxes levied or assessed in addition to or in lieu of, in whole
or in part, such taxes or assessments and any other tax or assessment upon leasing of the Building or rents
collected therefrom, other than any federal, state or local net income tax or franchise tax; and all costs
incurred by Landlord in contesting taxes or assessments or attempting to reduce such or assessed values.

4.5 Late Charqe: lnterest. lf Tenant fails to pay any amount due hereunder within five (5)
business days after Landlord notifies Tenant in writing that the same is past due, Tenant shall pay Landlord
a late charge equal to five percent (5%) of the unpaid amount shall be assessed and be due and payable,
after ten (10) days written notice from Landlord (a"Late Fee"), plus interest at the rate of ten percent (10%)
per annum (the"Default Rafe). lf the foregoing rate exceeds the maximum rate permitted by applicable law,
interest shall accrue at the maximum rate so permitted by law, from the date due until paid on any amount not
paid when due.

SECTION 5 - CONDUCT OF BUSINESS

5.1 Use of Premises. Tenant shall use the Premises only for the purposes stated in Section 1.5
above. Tenant shall not use or permit the use of the Premises for any other business or purpose without
Landlord's express prior written consent, which consent shall not be unreasonably withheld.

5.2 Prohibited Uses. Tenant shall not use or permit the Premises or any part thereof to be used
for any purpose in violation of any municipal, county, state or federal law, ordinance, rule or regulation, or for
any purpose offensive to the standards of the community of which the Premises is a part.

5.3 Ltens and Encumbrances. Tenant shall keep the Premises free and clear of all liens and
encumbrances arising or growing out of its use and occupancy of the Premises. lf any lien is filed against the
Premises as a result of the action or inactron of Tenant or its employees, agents or contractors, Tenant shall
withln sixty (60) days of Landlord's written demand therefor discharge such lien by payment or post a bond
sufficient in amount to cause the lren to be removed of record or insureq over.

5.4 Signs. Tenant shall have the exclusive right to i) continue to use any existing signage on
the Building or the Land or inside the Premises and to replace such existing signage, and ii) to place,
construct or maintain any additional sign, advertisement, awning, banner or other exterior decoratron on
the Building, the Land and the Premises, includrng, without limitation, the exclusive right, to place its name
and corporate logo on the Building and to construct monument signs outside the Building, all with Landlord's
prior written consent, which shall not be unreasonably withheld. Any sign that Tenant has Landlord's
consent to place, construct and maintarn shall comply with all laws, and Tenant shall obtain any approval



required by such laws. Landlord makes no representation with respect to Tenant's abili$ to obtain such

approval. Tenant's signage may be illuminated and shall consist of such design and size as Tenant shall

determine, it its sole discretion, subject to receipt of applicable govemmental approval and compliance with

applicable Legal Requirements. All installation and upkeep costs shall be at Tenant's expense. Tenanfs
signage rights shall be transferable to an assignee or sublessee of this Lease. Tenant may also install, in its

sole and absolute discretion: (a) any directional and safety signage at the Premises or on the Land or the

Building; and/or (b) signs, including its logo, on the walls of the elevator lobbies and on entrance doors to all

floors in the Building. Such signage may be installed without Landlord's approval, so long as the same

comply with applicable legal requirements and the terms of this Section 5.4. Landlord agrees to
reasonably cooperate with Tenant, to the extent reasonably required to obtain approval of such signage.

5.5 Hazardous Materials.

(a) As used in this Lease the term "Hazardous Materiaf shall mean any matter
(whether gaseous, liquid or solid) which is or may be harmful to persons or propefi, including, but not

limited to, materials now or hereafter designated as a hazardous or toxic waste or substance under the

Comprehensive Environmental Response, Compensation and Liability Act of 1980, 42 USC 9601, ef seg.,

all as now or hereafter amended, or which may now or hereafter be regulated under any other federal, state,

or local law, statute, ordinance or regulation pertaining to health, industrial hygiene or the environment,
including, without limitation, (i) any asbestos and/or asbestos containing materials (collectively "ACMd')
regardless of whether such ACMs are in a friable or non-friable state, or (ii) any matter designated as a
hazardous substance pursuant to Section 31 1 of the Federal Water Pollution Control Act (33 USC 1317), or
(iii) any matter defined as a hazardous waste pursuant to Section 1004 of the Federal Resource

Conservation and Recovery Act, (42 USC 6901 ef seg.) pertaining to health or the environment
("Environmentat Laws"). "Hazardous Materiaf shall not include (A) ordinary cleaning and maintenance
products which are used with due care and in accordance with applicable law and the instructions of the

manufacturer of such products in the reasonable and prudent conduct of Tenant's business on the

Premises; (B) printing and photographic supplies, including inks and cleaning solvents, photographic

chemicals, other supplies necessary to operate Tenant's print and photographic shop at the Premises;

and (C) batteries and other fuels, lubricants and fluids necessary to operate its equipment and vehicles

used in the conduct of its business at the Premises; provided that (in each case) Tenant complies with all

Environmental Laws at alltimes in connection with such Hazardous Materials.

(b) Tenant shall not store, use, sell, release, generate or dispose of any Hazardous

Materials in, on or about the Premises without the prior written consent of Landlord, which consent shall not

be unreasonably withheld. With respect to any Hazardous Materials stored, used, generated or disposed of

from the Premises, Tenant shall promptly, timely and completely comply with all governmental requirements

for recording and recordkeeping; submit to Landlord true and correct copies of all reports, manifests and

identificatron numbers at the same time as they are required to be and/or are submitted to the appropriate
governmental authority; within five (5) days of Landlord's written request, provide evidence satisfactory to

Landlord of Tenant's compliance with all applicable governmental rules, regulations and requirements; and

comply with all governmental rules, regulations and requirements regarding the use, sale, transportation,
generation, treatment and disposa! of Hazardous Materials Prior to the expiration and surrender of the

Premises by Tenani, Tenant shail remove any anci all Hazardous Materials (including, without limitation,

ACMs) which Tenant, its employees, agents, contractors and/or sublessees have brought onto the

Premises, oi biriii irrio or otherw-ise uiilize,j, sioi-ed oi' disposed of in the Pi'emises, including, without
lrmitation, leasehold improvements, wall, flooring and ceiling materials. Tenant shall be solely responsible

for and shall defend (wrth counsel acceptable to Landlord), indemnify and hold Landlord, its agents affiliates

and employees harmless from and against all claims, costs, damages, judgments, penalties, fines, losses,

iiabilitres and expenses, including aitorneys' fees and costs, arising out of or in connection with Tenant's
breach of its obligations contained in this Section 5.5 (includinq. without limitation, diminution in value of the

Premises and sums paid as settlement of claims, attorneys' fees, consultant fees, and expert fees, whether

or not used at trial or in a proceeding) which arise durrng or after the Term as a result of such contamination.

Tenant shall be solely responsrble for and shall defend (with counsel acceptable to Landlord), indemnify and

holC Landlord, its agents, affiliates and employees harmless from and against any and all claims, costs,

damages, lawsuits, penalties, liens, losses and/or liabilities, including attorneys'fees and costs (collectively,



"Losses"), arising out of or in connection with removal, cleanup and restoration work and materials
necessary to return the Premises and any other property of whatever nature to their condition existing prior
to the appearance of Hazardous Material on or about the Premises that was brought onto the Premises by
Tenant, its employees, agents, contractors and/or its permitted assignees and sublessees; provided that
Landlord's written approval of such actions and that of any Lender shall first be obtained, which approval
shall not be unreasonably withheld so long as the actions would not potentially have any material adverse,
long-term or short-term effect on the Premises, Common Areas, or the Building. Notwithstanding anything
else set forth herein, Tenant's obligations under this Section 5.5 shall survive the expiration of this Lease.

(c) Landlord hereby agrees to protect, indemnify, save and defend Tenant, its
employees, directors, officers, shareholders, members, partners, successors and assigns (collectively,
the"Tenant lndemnitees') harmless from any and all Losses that Tenant or any other Tenant lndemnitee
may suffer as a result of or with respect to: (i) any violation of Environmental Laws relating to the
Premises existing on the Commencement Date; (ii) any act or omission by Landlord after the
Commencement Date which results in the violation of any Environmental Law; and (iii) any other spill or
release of or the presence of any Hazardous Materials brought upon the Premises by any person, other
than Tenant or any of its employees, agents or contractors prior to the Commencement Date.

5.6 Building Access. Nothing herein shall prohibit Tenant from having unlimited access to the
Premises, the Land and the Building twenty-four (24) hours per day, seven (7) days per week during the
Term. Since Tenant will be responsible for all operating expenses (including Real Property Taxes and
insurance) and utility costs incurred after the Commencement Date, Tenant shall have the sole and exclusive
right to determine and implement the operating procedures for the Building.

5.7 Roof Riqhts. During the Term, Tenant may use the roof of the Building to install
communications equipment, and the roof and easements located within the Premises to connect cabling
under the Buildings for supplemental HVAC and telecommunication equipment (including satellite disk,
antenna, microwave dish and fiber optics), at Tenants expense, provided such complies with Laws, and
subject to Landlord's prior written approval, which approval shall not be unreasonably withheld. Upon receipt
of Tenant's request to place communications equipment on the roof of the Buildings, in the event Landlord
fails to respond within thirty (30) days thereafter, such request of Tenant shall be deemed approved. Tenant
shall be solely responsible for any damage caused by the placement of communications equipment on the
roof. Any penetrations of the roof membrane necessitated by the installation of such equipment shall be
made by the roofing contractor (including related maintenance, repair and replacement) who installed the roof
system, or such other roofing contractor authorized by the manufacturer to perform warranty work on the roof
system installed at the Premises, and any damage or loss of warran$ resulting therefrom shall be Tenant's
responsibility.

SECTION 6 - UTILITIES AND OTHER CHARGES

6.1 Utilities. Upon delivery of the Premises to Tenant, Tenant covenants to promptly, and as
the bills therefor become due and payable, pay for any and all heat, air conditioning, water, light, power
and/or other utility service, including garbage, trash removal and sewage disposal, used by Tenant in or
about the Premises during the Lease Term or any extension thereof, whether such bills be presented
before or after the termination of the occupancy of said Premises by the Tenant.

6.2 Interruption. Landlord shall not be liable for any Losses to person or property caused by or
resulting from any variation, interruption or failure of services due to any cause whatsoever, including, but not
limited to, electrical surges, or from failure to make any repairs or perform any maintenance, unless such
Losses are caused by Landlord's gross negligence or willful misconduct. No temporary interruption or failure
of such services incident to the making of repairs, alterations or improvements or due to accident, stnke or
conditions or events shall be deemed an eviction of Tenant or to relieve Tenant from any of Tenant's
obligations hereunder or to give Tenant a rrght of action against Landlord for damages, unless such Losses
are caused by Landlord's gross negligence or willful misconduct.
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6.3 Licenses and Taxes. Tenant shall be liable for, and shall pay throughout the term of this
Lease, all license and excise fees and occupation taxes covering the business conducted on the Premises

and all personal propefi taxes levied with respect to all personal property located at the Premises. lf any
governmental authority levies a tax or license fee on rents payable under this Lease or rents accruing from

use of the Premises or a tax or license fee in any form against Landlord or Tenant because of or measured

by or based upon income derived from the leasing or rental thereof (other than a net income tax on

Landford's income and as otherwise provided in Section 4.4), or a transaction privilege tax, such tax or

license fee shall be paid by Tenant, either directly if required by law, or by reimbursing Landlord for the

amount thereof upon demand. Notwithstanding the foregoing, in no event will Tenant be responsible for any

income or similar tax owed by Landlord.

SECTION 7 - DEPOSIT

Intentionally Omifted

SECTION 8 -ALTEMTIONS

8.1 "AS lS" Condition. Except as expressly provided herein, Tenant accepts the Premises in

their "AS lS" condition without any agreements, representations, understandings or obligations on the part
of Landlord to perform any alterations, repairs or improvements or to provide any allowances.
Notwithstanding anything contained herein to the contrary, Landlord hereby represents and warrants to
Tenant that all of the Building's systems, including, without limitation, the heating, ventilation and air
conditioning, fire safety, mechanical, elevator, electrical, plumbing and gas systems, and the roof,

foundation, exterior walls of the Building, the structure of the Building, parking lots, sidewalks and

windows, are (and will be as of the Commencement Date) in good working order and condition, in

compliance with all applicable laws.

8.2 Alterations by Tenant. Tenant shall have the right to perform any alterations, additions or
improvements ("Alterations") to the Premises, subject to Landlord's prior written consent, not to be

unreasonably withheld or delayed. Notwithstanding the immediately preceding sentence, Tenant shall

have the right to perform Alterations without the written consent of Landlord, but with prior notice thereof
to Landlord; provided: (a) such Alterations do not (i) require modifications or work to be done with respect
to any structural elements of the Premises; (ii) modify in a manner to permanently damage or adversely
affect the functionality of any of the mechanical, electrical, plumbing, HVAC, life safety or other basic
systems of the Premises; (iii) require the penetration or excavation below the surface of the Land; or (iv)

limit or void any warranty in effect with respect to the Premises; and (b) such Alterations cost (in the
aggregate) less than $100,000 with respect to any project (it breing agreed that Tenant shall not stage or
divide one project or work into smaller projects so as to avoid the requirement to obtain Landlord's
consent therefor). Before commencing any Alterations, Tenant shall obtain any building permits or other
permits or licenses required under applicable Laws. Once the Alterations begin, Tenant shall diligently
and continuously pursue their completion in accordance with all applicable Laws. ln connection with any
Alterations performed by or on behalf of Tenant, Tenant shall provide Landlord with certificates of
insurance by Tenant's contractor for commercla! general liability insurance with limits not less than

$20,000,000 General Aggregate, $1,000,000 ProductsiComplete Operations Aggregate, $1,000,000
Personal & Advertising lnjury, $1,000,000 Each Occurrence, $100,000 Fire Damage, $100,000 Medical
Expense, $500,000 Auio Liabiiiiy (Combineci Singie Limit, incirrdirrg Hirerjiiion-Owned Auto Liabiiiiy),
Workers Compensation, including Employer's Liability, as required by state statute (or such other limits

and policies as Landlord and Tenant shall agree upon in writing), with such commercial general liability
policy endorsed to show Landlord as an additional insured.

SECTION 9. MAINTENANCE OF PREMISES

9.1 Maintenance and Repair by Tenant Except for matters which are Landlord's responsibility

under Section 9.3, Tenant shall at all times keep the entire Premises and all furniture, trade fixiures and

equipment (including fire extinguishers) located therein, in good order, condition and repair, reasonable wear
and tear and damage caused by casualty excepted.



9.2 Failure to Maintain. lf Tenant fails to keep and maintain the Premises in the condition set
forth in Section 9.1, Landlord may, at its option and following ten (10) days' prior written notice to Tenant,
except in an emergency, put or €use the same to be put in the condition required thereunder, and Tenant on
demand shall pay Landlord the entire cost thereof within ten (10) days after its receipt of an invoice therefor.

9.3 Repairs bv Landlord. Landlord shall maintain and repair the roof structure, exterior walls,
foundation and building structure of the Building in good order, condition and repair. Landlord shall perform
any repair or maintenance work called to its aftention by Tenant within a reasonable period of time after
receipt of such notice from Tenant. All costs incurred by Landlord in performing services under this
Section 9.3 shallbe paid by Landlord.

9.4 Landscapinq. Tenant shall maintain and keep all landscaping at the Premises in good
and attractive condition, and in compliance with all legal requirements.

9.5 Snow Removal. Tenant shall have responsibility for removal of snow and ice from the
Premises.

SECTION 1O - COMMON AREAS

10.1 Control of Common Areas by Landlord. During the term of this Lease, Tenant and its
employees, customers and invitees, shall have the exclusive right to use all entrances and other public areas
of the Buifding (the "Common Areas"). Tenant at all times shall have the exclusive control and management
of the Common Areas. Landlord shall not have the right from time to time to establish, modi! and enforce
rules and regulations regarding the use of the Common Areas or the right to change the area, level, location
and anangement of the Common Areas.

10.2 Parkinq. Tenant shall be entitled to use all of the parking stalls at the Building or on the
Land at no additional cost to Tenant. Tenant, but not Landlord, shall have the right to promulgate rules,

regulations and procedures with respect to use of the parking areas, and Tenant shall have the exclusive sole
right to enforce such rules, regulations and procedures.

10.3
this Lease.

Rules and Requlations. Tenant shall comply with any rules and regulations contained in

SECTION 11 - INSURANCE AND INDEMNITY

11.1 Indemnification.

(a) Tenant Indemnitv. Except as otherwise expressly provided in this Lease, Landlord
shall not be liable to Tenant (a)for any injury to any person, or for any loss of or damage to any property
(including property of Tenant) occurring in or about the Premises from any cause whatsoever, other than the
gross negligence or intentional misconduct of Landlord or its employees or agents, (b) for interference with
light, air or view, or (c) for any latent defect in the Premises or Building. Tenant shall indemnify, defend and
hold Landlord, its lender(s) ("Lende/'), its and their officers, agents, employees and contractors, and other
tenants and occupants of the Building, harmless from all Losses resulting from any actual or alleged injury to
any person or from any actual or alleged loss of or damage to any property alleged to be attributable to
Tenant's operation or occupation of the Premises or caused by or resulting from any act or omission of
Tenant or any licensee, assignee, or concessionaire, or of any offper, agent, employee, guest or invitee of
any such person in, on or about the Premises, unless such Losses are caused by Landlord's gross

negligence or willful misconduct. Tenant agrees that the foregoing indemnity specifically covers actions
brought by its own employees. Notwithstanding any of the foregoing, if losses, liabilities, damages, liens,

costs and expenses so arising are caused by the concurrent neghgence of both Landlord and Tenant, their
employees, agents, invitees and licensees, Tenant shall indemnrfy Landlord only to the extent of Tenant's
own negligence or that of its officers, agents, employees, guests or invitees. As between Landlord and
Tenant, the foregoing indemnity is specifically and expressly intended to constitute a waiver of Tenant's

a



immunity under Montana's workmen's compensation statutes and regulations, for the sole purpose of and

only to the extent necessary to provide Landlord with a fulland complete indemnity ftom claims made against

Landlord by Tenant's employees. The indemnification provided for in this Section 1 1.1(a) with respect to acts

or omissions during the term of this Lease shall survive termination or expiration of this Lease.

(b) Landlord lndemnitv. Landlord shall defend, indemnify and hold Tenant and the
other Tenant Indemnitees harmless from and against any and all Losses arising out of, connected with, or
resulting from: (a) the gross negligence or willful misconduct of Landlord; (b) any accident, injury or
damage whatsoever caused to any person or to the property of any person and occurring prior to the

Commencement Date in or about the Premises, the Land or the Building; and (c) any breach, violation or
nonperformance of any covenant, condition or agreement in this Lease set forth and contained on the
part of Landlord to be fulfilled, kept, observed and performed. The terms of this Section 11.1(b) shall

survive the expiration or earlier termination of this Lease.

11.2
following:

lnsurance. During the term of this Lease, Tenant shall, at its own expense, maintain the

(a) Liabilitv. Commercial general liability insurance with broad form and stop gap

(employe/s liability) endorsements in minimum limits of $5,000,000 per occurrence and annual aggregate for
property damage or loss and minimum limits of $5,000,000 per occunence and annual aggregate for
personal injuries and death, to indemnify Landlord, Tenant and Lender against claims, demands, losses,

damages, liabilities, fines, penalties and expenses. Landlord shall have the right to periodically review the

appropriateness of such limits in view of changing industry conditions and court decisions and to require a
reasonable increase in such limits upon ninety (90) days prior written notice to Tenant. Landlord and Lender

shall be named as additional insureds and shall be fumished with a certificate of such policy or policies of
insurance which shall bear an endorsement that the same shall not be canceled nor materially reduced in

coverage or limits without thirty (30) days prior written notice to Landlord and Lender.

(b) Tenant's Propertv lnsurance. Tenant, at all times during Term and at Tenant's
sole expense, shall maintain a policy of standard fire and extended coverage insurance with "all risk"
"special form" (or its or their then current equivalent) coverage on the Premises (including any Alterations
constructed by Landlord on behalf of Tenant pursuant to separate agreement) and on all personal
property and equipment owned by Tenant, at one hundred percent (100%) of their full replacement value.

The proceeds from this policy shall (unless this Lease shall be terminated pursuant to the terms hereof)
be made available to and used by Tenant for the repair and replacement of the Premises and

replacement of personal property and equipment and the restoration of Tenant's Alterations. Tenant shall

use commercially reasonable efforts to have this policy contain an express waiver, in favor of Landlord, of
any right of subrogation by the insurer.

11.3 lnsurance Requirements. All insurance required under this Lease shall: (a) be issued by

insurance companies authorized to do business in the State of Montana and having a financial rating

reasonably acceptable to Landlord; (b) be issued as a primary policy, or under the blanket policy, not
annfrilrrrtinn reriih anr{ nnl in ownacc nf nnrrorane urhinh I anrllnrrl me\/.2rrv' and /e\ in the case of the liahilifuvvrrrlver,,r:, vr vvrvrsvv .-.'.-, \-/ "'-"-

policy, contain a contractual liabiiity coverage endorsement.

1i.4 Waiver of Subrogation. Neither Landiord nor Tenant shaii be iiabie io the oiher pafty or to
any insurance company (by way of subrogation or otherwise) insuring the property of the other pafi for any

loss or damage to any building, structure or tangible personal property of the other occuning in or about the

Premises, the Land or the Building, even though such loss or damage might have been occasioned by the

negligence of such party, its agents or employees, if such loss or clamage is covered by property insurance

benefiting the pa$, suff.eling such loss or damage or \-/as reqr:ired to be covered by propertv insurance under

iernis of ihis Lease. Each paty shall cause each insui"ance policy obtained by it insuring its prcperty to

contain such a waiver of subrogation clause.

11 5 Failure to Provide. lf Tenant fails to provide any of the insurance or subsequently fails to
maintain the insurance in accordance with the requirements of this Lease, Landlord may, but is not
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required to, after five (5) days prior written notice to Tenant, procure or renew such insurance to protect
its own interests only, and any amounts paid by Landlord for such insurance will be Additional Rent due
and payable on or before the due date of the next installment of Rent. Landlord and Tenant agree that
any insurance acquired by Landlord shall not cover any interest or liability of Tenant.

SECTION 12 - ASSIGNMENT AND SUBLETTING

12.1 Assignment or Sublease. Tenant shall not sublet the whole or any part of the Premises, nor
shall this Lease or any interest thereunder be transferred, assigned, encumbered or transfened, whether by
operation of law or by any process or proceeding of any court or otherwise (each, a"Transfef') without the
express prior written consent of Landlord, which shall not be unreasonably withheld. Any transfer of this
Lease by merger, consolidation or liquidation, or any change in the ownership of, or power to vote the
majority of Tenanfs outstanding stock or membership or partnership interests, shall constitute an assignment
for the purposes of Section 12. Before requesting such consent Tenant shall provide Landlord with the
identity, operating history, financial information and proposed use of the prospective subtenant or assignee.
Landlord shall not unreasonably withhold its consent (to the extent such consent is required) to a Transfer
of this Lease or the Premises, provided that, in any such case: (a) the assignee or sublessee shall use
the Premises only for Tenant's Permitted Use and the same shall comply with all applicable laws; (b) if
such transfer is in the form of an assignment, such assignee shall assume in writing for Landlord's benefit
the performance of all of the terms, conditions and covenants of this Lease; and (c) such assignee or
sublessee shall comply with all the terms of this Lease. Any assignment or sublease without Landlord's
prior written consent shall, at Landlord's option, be void. Each assignment shall be by an instrument in
writing in form satisfactory to Landlord. Failure to first obtain in writing Landlord's written consent or to
comply with the provlsions of this section shall operate to prevent any such assignment or sublease from
becoming effective. lf Tenant assigns its interest in this Lease or sublets the Premises, Tenant shall pay to
Landlord any and all consideration received by Tenant for such assignment or sublease. Tenant shall also
pay all reasonable attomeys' fees and other costs incuned by Landlord in connection with Landlord's
consideration of Tenanfs request for approval of assignments or subleases, including assignments for
security purposes. No assignment shall release Tenant from primary liability on this Lease. Notwithstanding
the foregoing, Tenant shall have the right to Transfer this Lease, in whole or in part (each, a
"Transaction"), without consent of (but with prior notice to) Landlord, to (a) an affiliated entity which
Tenant controls, is controlled by or is under common control with Tenant (Affiliate"), or (b) any entity
resulting from the merger, consolidation or restructuring of Tenant, or in connection with a sale of all or
substantially all of Tenant's capital stock or the assets used in connection with the business operated by
Tenant at the Premises ("Permitted Transferee"); provided that such Permitted Transferee (i) does not
change in any material respects the nature of the business conducted in the Premises, and (ii) has a net
worth immediately afterthe completion of such transaction of at least$100 million. For purposes hereof,
"controf'shall mean that the one entity owns (directly or indirectly) at least 51% of the equity interests in
such other entity, and has the power to direct the dayto-day operations and long term decisions of such
other entity. Notwithstanding the foregoing provisions of this Section 12.1, no "assignmen(' for which
consent of Landlord is required under this Section shall be deemed to have occurred which results from a
change in Tenant's policyholders, for so long as Tenant is a mutual company owned by its policyholders.
Tenant shall also have the right to sublease or license portions of the Premises to third pafi providers of
services to Tenant of Tenant's Affiliates (e.9. landscaping, security and food services) without Landlord's
consent.

12.2 Procedures. lf Tenant desires to assign this Lease, or any interest therein, or sublet all or
part of the Premises and Landlord's consent is required pursuant to Section 12.1 above, then Tenant
shall give Landlord written notice thereof designating the space proposed to be sublet and the terms
proposed. Landlord shall have the prior right and option (to be exercised by written notice to Tenant
given within thirty (30) days after receipt of Tenant's notice) (a) to terminate this Lease as it pertains to
the portion of the Premises so proposed by Tenant to be sublet, or (b)to approve Tenant's proposal to
sublet conditional upon Landlord's subsequent written approval of the specific sublease obtained by
Tenant and the specific subtenant named therein. With Tenant's notice to Landlord Tenant shall submit
to Landlord for Landlord's consideration Tenant's proposed sublease agreement (in which the proposed
subtenant shall be named). lf Landlord fails to exercise its option to terminate this Lease, thts shall not be



construed as or constitute a waiver of any of the provisions of this Section 12. lf Landlord exercises its

option to terminate this Lease, Landlord shall not have any liability for any real estate brokerage
commission(s) or with respect to any of the costs and expenses that Tenant may have incurred in

connection with its proposed subletting, and Tenant shall defend, indemnify and hold Landlord harmless
from and against any and all claims (including, without limitation, claims for commissions) arising from
such proposed subletting. Landlord's foregoing rights and options shall continue throughout the Term
and any Option Periods. For purposes of this Section 12.2, a proposed assignment of this Lease shall be
deemed a proposed subletting of all of the Premises.

12.3 Assignment bv Landlord. lf Landlord sells or otherwise transfers the Premises, or if Landlord

assigns its interest under this Lease (other than for security purposes) and such purchaser, transferee or
assignee assumes Landlord's obligations hereunder arising thereafter, Landlord shall thereupon be relieved
of all liabilities hereunder arising thereafter, but this Lease shall otherwise remain in full force and effect.

SECTION 13 - DESTRUCTION OF PREMISES

13.1 Partial Destruction. lf the Premises are rendered partially untenantable by fire or other
insured casualty, and if the damage is repairable within sixty (60) days from the date of the occunence (with

the repair work and preparations therefore to be done during regular working hours on regular work days),
Landlord shall repair the Premises with due diligence and Rent shall be abated in the proportion that the
untenantable portion of the Premises bears to the whole thereof for the period from the date of the casualty to

the completion of the repairs, unless the casual$ results from Tenanfs negligence or its breach of the terms
hereof and the casualty is not covered by insurance. lf thirty percent (30%) or more of the rentable area of
the Building is destroyed or damaged, then regardless of whether the Premises are damaged, Landlord may
terminate this Lease as of the date of such damage or destruction by giving notice of termination to Tenant
within thirty (30) days thereafter.

13.2 Total Destruction. lf the Premises are completely destroyed by fire or other casualty, or if
they are damaged by uninsured casualty, or by insured casualty to such an extent that the damage cannot be

repaired within one hundred eighty (180) days of the occurrence or during the last year of the Term, either
party shall have the option to restore the Premises or to terminate this Lease by written notice given to the
other party within thirty (30) days after the casualty, with any termination to be effective thirty (30) days after
such party's notice. lf neither party elects to terminate this Lease then Landlord shall commence and
prosecute the restoration work with diligence after obtaining required governmental consents and permits and
insurance proceeds. For the period from the date of the casualty until completion of the repairs (or the date
of termination of this Lease, if Landlord elects not to restore the Premises), Rent shall be abated in the same
proportion that the untenantable portion of the Premises bears to the whole thereof, unless the casualty
results fiom Tenanfs negligence or its breach of its obligations under this Lease.

13.3 Limitation. Landlord shall not be liable to Tenant for destruction or damage to any of
Tenant's property, such as, but not limited to, personal propefi, trade fixtures, equipment or alterations,
additions or improvements, or for damages or compensation for inconvenience, loss of business or disruption
ar-isino fr-om damaoes to or !'enairs or- restoration of anr-, nortion of the Bulldino or the Premises.9- '-

SECTION 14 - EMINENT DOMAIN

14.1 Total Takinq. lf all of the Premises are taken by eminent domain, this Lease shall terminate
as of the date Tenant is required to vacate the Premises, and Rent shall be paid to that date. The term
"eminent domain" shall include the taking or damaging of property by, through or under any governmental or
statutory authority, and any purchase or acquisition in lieu thereof, whether ihe damaging or iaking is by
go'.,ernnnent or any other person.

14.2 Partial Takinq. lf a taking of any part of the Premises by eminent domain renders the
remainder thereof unusable for the business of Tenant, in the reasonable judgment of Landlord and Tenant,

this Lease may, at the option of either party, be terminated by written notice given to the other party not more
than thirty (30) days after Landlord receives notrce (and provides Tenant written notice) of the taking, and



such termination shall be effective as of the date when Tenant is required to vacate the podion of the
Premises so taken. lf this Lease is so terminated, all Rent shall be paid to the date of termination. Whenever
any portion of the Premises is taken by eminent domain and this Lease is not terminated, Landlord shall at its
expense proceed with all reasonable dispatch to restore, to the extent of available proceeds and to the extent
it is reasonably prudent to do so, the remainder of the Premises to the condition it was in immediately prior to
such taking, and Tenant shall at its expense proceed with all reasonable dispatch to restore its fixtures,
furniture, furnishings, floor covering and equipment to the same condition they were in immediately prior to
such taking. Rent payable hereunder shall be reduced from the date Tenant is required to partially vacate
the Premises in the same proportion that the area taken bears to the total area of the Premises prior to
taking.

14.3 Damaqes. Landlord reserves all right to the entire damage award or payment for any taking
by eminent domain or a transfer in lieu thereof, and Tenant waives all claim whatsoever against Landlord for
damages for termination of its leasehold interest in the Premises or for interference with its business as a
result of such taking. Tenant hereby grants and assigns to Landlord any right Tenant may now have or
hereafter acquire to such damages and agrees to execute and deliver such further instruments of assignment
as Landlord may from time to time request; however, Tenant shall have the right to receive from the
condemning authority the amount offered by the condemning authority in its final offer for Tenant's moving
costs and for any taking of Tenant's furniture, trade fixtures and other personal property.

SECTION 15 - DEFAULT OF TENANT

15.1 Defaults.

(a) Time is of the essence of this Lease. Tenant shall be in default under this Lease if
(i) Tenant violates or breaches or fails to keep or perform any covenant, term or condition of this Lease,
(ii) Tenant files or is the subject of a petition under Title 11 of the United States Code (the " Bankruptcy Code')
or similar domestic or foreign debtor/creditor law and such filing is not discharged within six$ (60) days after
such appointment, (iii) a trustee or receiver is appointed for Tenants assets, or (iv) Tenant makes an
assignment for the benefit of creditors. lf the default under (i) above is the nonpayment of Rent under this
Lease, Tenant shall have five (5) days after written notice to cure the default. lf the default under (i) above is

something other than nonpayment of Rent due under this Lease, Tenant shall have thirty (30) days following
receipt of written notice from Landlord within which to cure any such default; provided, if the nature of the
default is such that the same cannot reasonably be cured within such 30-day period, the cure period shall be
extended for so long as may be reasonably necessary to cure the default so long as Tenant commences the
cure within the initial 30-day period, thereafter diligently prosecutes the cure to completion in good faith, and
fumishes Landlord with such assurances and indemnities as Landlord may reasonably require to ensure
completion thereof and fully and completely protect Landlord from any loss or liability resulting from any such
default or any delay by Tenant in curing the default. The foregoing notices and cure periods include, and are
not in addition to, any notices and cure periods othenruise required by applicable law.

(b) lf a default is not cured within the applicable cure period, if any, Landlord shall have
the following rights and remedies, at its option which shall not be exclusive, but shall be cumulative and in

addition and supplemental to any and all other rights and/or remedies that Landlord may have at law or if
equity: (i) to declare the term hereof ended and to reenter the Premises and take possession thereof and
remove all persons therefrom, and Tenant shall have no further claim thereon or hereunder; or (ii) without
declaring this Lease terminated, to reenter the Premises and occupy the whole or any part thereof for and on
account of Tenant and to collect any unpaid Rent, which have become payable, or which may thereafter
become payable; or (iii) even though it may have reentered the Premises, to thereafter elect to terminate this
Lease and all of the rights of Tenant in or to the Premises. lf Landlord reenters the Premises under option (ii)
above, Landlord shall not be deemed to have terminated this Lease or the liabrlity of Tenant to pay any Rent
thereafter accruing, or to have terminated Tenant's liability for damages under any of the provisions hereof,
by any such reentry or by any action, in unlawful detainer or otherwise, to obtain possession of the Premises,
unless Landlord shall have notified Tenant in writing that it has so elected to terminate this Lease, and Tenant
further covenants that the service by Landlord of any notice pursuant to the unlawful detainer statutes and the
surrender of possession pursuant to such notice shall not (unless Landlord elects to the contrary at the time
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of or at any time subsequent to the serving of such notices and such election is evidenced by written notice to

Tenant) be deemed to be a termination of this Lease. ln the event of any entry or taking possession of the

Premises, Landlord shall have the right, but not the obligation, to remove therefrom all or any part of the
personal property located therein and may place the same in storage at a public warehouse at the expense
and risk of Tenant.

(c) lf Landlord elects to terminate this Lease pursuant to the provisions of options (i) or
(iii) in Section 15.1(b), Landlord may recover from Tenant as damages, the following: (i) the worth at the

time of the award of the unpaid Rent accrued as of the time of termination; (ii) the worth at the time of
award of amount by which the unpaid Rent accrued after the time of termination exceeds the amount of
such loss that Tenant proves reasonably could have been avoided; (iii) the worth at the time of the award
of the amount by which the unpaid Rent which Tenant would have paid for the balance of the Lease term
after the time of award exceeds the amount of such rental loss that Tenant proves Landlord could have
reasonably avoided; and (iv) any other amount necessary to compensate Landlord for all the detriment
proximately caused by Tenant's failure to perform its obligations under this Lease, including, but not limited,

any costs or expenses incuned by Landlord in (A) retaking possession of the Premises, including reasonable

attorneys' fees therefor, (B) maintaining or preserving the Premises after such default, (C) retuming the

Premises to the condition required hereunder, (D) performing any remediation or abatement of any
Hazardous Materials on the Premises, (E) leasing commissions, and (F) any other costs necessary or
appropriate to relet the Premises; plus (G) at Landlord's election, such other amounts in addition to or in lieu

of the foregoing as may be permitted from time to time by the laws of the State of Montana. As used in

subparts (i) and (ii) above, lhe"worth at the time of the award' is computed by allowing interest on unpaid
amounts at the Default Rate. As used in subpart (iii) above, the "worth at the time of the award' is

computed by discounting such amount at the discount rate of the Federal Reserve Bank of San Francisco
at the time of award plus one percent (1%).

(d) For all purposes of this Section 15.1 only, allsuch sums, otherthan Minimum Rent,

shall, for the purpose of calculating any amount due under the provisions of item (iii) in Section 15.1(c), be

computed on the basis of the average monthly amount thereof accruing during the immediately preceding

twelve (12) month period, except that if it becomes necessary to compute such Additional Rent before such a

twelve (12) month period has occurred then such Additional Rent shall be computed on the basis of the

average monthly amount hereof accruing during such shorter period.

15.2 Leqal Expenses. lf either party consults an attorney in order to enforce this Lease or if any

litigation arises in connection with the Lease, the prevailing party shall be entitled to reimbursement from the

non-prevailing party for the prevailing party's reasonable costs and attorneys' fee, whether such costs and

attorneys' fees are incurred with or without litigation, in a bankruptcy court or on appeal.

15.3 Remedies Cumulative: Waiver. Landlord's remedies hereunder are cumulative, and

Landlord's exercise of any right or remedy due to a default or breach by Tenant shall not be deemed a waiver
of, or alter, affect or prejudice any other right or remedy which Landlord may have under this Lease or by law.

Neither the acceptance of rent nor any other acts or omissions of Landlord at any time or times after the
hannoninn nf anrr orronf ar rfhnrizinn tho nannellatinn nr forfcitr rre nf this I casp shall onerafe as a waiver of anVI rsPuvr rD rY -'.-.- -r

past or future violation, breach or faiiure to keep or pefiorm any covenant, agreemeni, term or conciiiion

hereof or to deprive Landlord of its right to cancel or forfeit this Lease, upon the written notice provided for
herein, for any defauii, or be consiruecj so as ai any fuiure iime to estop Lanciiorci frorn prornptly exei'cising

any other option, right or remedy that it may have under any term or provision of this Lease.

SECTION 16 - ACCESS BY LANDLORD, DEFAULT OF LANDLORD

16.1 Riqht cf Entn,. Pro'.,ided Landlord takes a!! reasonable measu!'es to avoicl interfering with

Tenant's use of the Premises, Landiord and iis agents shall have the i'ight to entei'the Premises at any time
upon reasonable prior notice to Tenant, to examine the same (including conducting an environmental audit
and performing any testing or sampling as may be required by Landlord in its discretion), to show them to
prospective purchasers, lenders or tenants, to make such alterations, repairs, improvements or additions as
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Landlord may deem necessary or desirable; provided, in an emergency or perceived emergency, no advance
notice shall be required.

16.2 Default of Landlord. lf Landlord defaults in the performance of any covenant required to be
performed by Landlord, Tenant may serve upon Landlord a written notice specifying the default. lf Landlord
does not remedy the default within thirty (30) days following receipt thereof or, in the case of a default which
reasonably requires more than thirty (30) days to cure, if Landlord has not commenced to remedy the same
within thirty (30) days following receipt thereof and be diligently prosecuting such cure, then Tenant may
exercise any legal or equitable remedy available as a result of Landlord's default, including, without limitation,
any and/or all of the following remedies:

(a) Remedy any default of Landlord provided such action would not adversely affect
the systems of the Premises, and in connection with such remedy, Tenant may pay all expenses and
employ legal counsel, and all reasonable sums so expended or obligations incurred by Tenant in
connection therewith shall be paid by Landlord to Tenant, upon written demand by Tenant, together with
the Late Fee and interest at the Default Rate, and if Landlord fails to pay such reimbursement within ten
(10) days after written demand, Tenant may, at Tenant's option, deduct all costs and expenses incurred
in connection with remedying a default of Landlord from the next reasonable sums subsequently
becoming due to Landlord from Tenant under this Lease;

(b) In the event such default consists of the failure by Landlord to pay to Tenant any
amounts required to be paid by Landlord pursuant to this Lease, and said default is not cured within the
applicable period, then Tenant may offset and deduct the unpaid amount, plus the Late Fee and interest
at the Default Rate, against Minimum Rent and Additional Rent due Landlord hereunder; and/or

(c) Enforce its rights and remedies by suit, action at law, or other appropriate
proceeding, whether one or more, and/or bring an action for enforcement or specific performance of any
covenant, promise or agreement or condition contained in this Lease.

No remedy herein conferred upon or reserved to Tenant is intended to be exclusive of any other
available remedy or remedies, but each and every such remedy shall be cumulative. No delay or
omission to exercise any right or power accruing upon any default of Landlord shall impair any such right
or power or shall be construed to be a waiver thereof, but any such right and power may be exercised
from time to time and as often as may be deemed expedient.

SECTION 17 - SURRENDER OF PREMISES

17.1 Surrender of Possession. Tenant shall promptly yield and deliver to Landlord possession of
the Premises upon the expiration or earlier termination of this Lease in the condition they were required to be
maintained hereunder (subject to the removals required or permitted hereunder). Landlord may place and
maintain a "For Rent' sign in conspicuous places on the Premises for one hundred eighty (180) days prior to
the expiration or earlier termination of this Lease.

17.2 Holding Over. lf Tenant holds over after the end of the Term, such shall be as a tenancy
from month to month on the terms and conditions set forth herein, except that Minimum Rent shall equal one
and one-half (1%) times the Mrnimum Rent in effect on the date of exprration of the Term of this Lease, which
tenancy may be terminated by either party upon thirty (30) days written notice to the other party.

17.3 Alterations and Personalty. All Alterations shall be and remain the property of Tenant
during the Term. Upon the expiration or sooner termination of the Term, all Alterations shall become a
part of the realty and shall belong to Landlord without compensation, and title shall pass to Landlord
under this Lease as by a bill of sale. At the end of the Term or any renewal of the Term or other sooner
termination of this Lease, Tenant will peaceably deliver up to Landlord possession of the Premises,
together with all Alterations by whomsoever made, in the same conditions received or first installed,
broom clean and free of all debris, excepting only ordinary wear and tear and damage by fire or other



casualty. Notwithstanding the foregoing, if Landlord elects by notice given to Tenant at least sixty (60)

days prior to expiration of the Term, Tenant shall, at Tenant's sole cost, remove any Alterations so
designated in Landlord's notice, and repair any damage caused by such removal. Tenant must, at

Tenant's sole cost, remove, upon termination of this Lease, any and all of Tenant's furniture, furnishings,
equipment, trade fixtures and personal property installed by or on behalf of Tenant (collectively
"Personalty''). Personalty not so removed shall be deemed abandoned by the Tenant and title to the

same shall thereupon pass to Landlord under this Lease as by a bill of sale, but Landlord, not Tenant,
shall remain responsible for the cost of removal and disposal of such Personalty, as well as any damage
caused by such removal.

SECTION 1 8 - QUIET ENJOYMENT

Tenant, upon fully complying with and promptly performing all of the terms, covenants and conditions

of this Lease on its part to be performed, shall have and quietly enjoy the Premises free from claims arising

by, through or under Landlord, but not otherwise, for the Term, if Tenant's performance of such terms,

covenants and conditions continues for such period, subject, however, to matters of record on the date hereof
and to those matters to which this Lease may be subsequently subordinated in accordance with the terms
hereof.

SECTION 19 - MISCELLANEOUS

19.1 Notices. Any notices required in accordance with any of the provisions herein shall be in
writing and delivered, sent by ovemight courier or mailed by registered or certified mail to Landlord and

Tenant at the addresses set forth in Section 1.10, or to such other address as a party shall from time to time
advise the other party by a written notice given in accordance with this Section 19.1. lf mailed, a notice shall

be deemed received two (2) business days after the postmark affixed on the envelope by the United States

Post Office.

19.2 Successors or Assigns. All of the terms, conditions, covenants and agreements of this

Lease shall extend to and be binding upon Landlord, Tenant and, subject to the terms of Section 12 hereof,

their respective heirs, administrators, executors, successors and permitted assigns, and upon any person or
persons coming into ownership or possession of any interest in the Premises by operation of law or
otherwise, and shall be construed as covenants running with the land.

19.3 Brokerage Commissions. Landlord represents and warrants to Tenant, that there are no

claims for brokerage commissions or finder's fees in connection with this Lease as a result of the

contracts, contacts or actions of Landlord and Landlord agrees to indemnify Tenant and hold it harmless
from all liabilities arising from an alleged agreement or act by Landlord (including, without limitation, the
cost of counsel fees in connection therewith); such agreement to survive the termination of this Lease.

Tenant represents and warrants to Landlord that there are no claims for brokerage commissions or
finder's fees in connection with this Lease as a result of the contracts, contacts or actions of Tenant, and

Tenant agrees to indemnify Landlord and hold it harmless from all liabilities arising from any such claim
^-:^;^- t.^* -- attaaa.| aaraamant ar aal l.rrr -Fananl linalrrdina rrrilhnrrl limitafinn fha nncf nf nnttneol faoqal lDll l9 ll ul | | ol I qll9v9u qYl9El I lsl ll vl qvl wy I El lsl ll \ll lvrsvrr rvr Yvrtr rvsr

in connection therewith); such agreement to survive the termination of this Lease.

19 4 Partial lnvaliditv. lf any term, covenant or condition of this Lease or the appiication ihereof io
any person or circumstance is, to any extent, invalid or unenforceable, the remainder of this Lease, or the

application of such term, covenant or condition to persons or circumstances other than those as to which it is
held invalid or unenforceable, shall not be affected thereby and each term, covenant or condition of this

Lease shall be valid and be enforced to the fullest extent permttted by law.

19.5 Recordinq. Tenant shali not recorcj ihis Lease without the prior writien consent of Landiord.

However, upon Landlord's request, both parties shall execute a memorandum of ihis Lease, in a form

customarily used for such purpose of recordation. The memorandum shall describe the parties, the Premises

and the term of this Lease and shall incorporate the other terms of this Lease by reference.



19.6 Subordination;Estoppel.

(a) Unless otherwise designated by Landlord, this Lease shall be subordinate to all
existing or future mortgages and deeds of trust on the Premises, and to any extensions, renewals or
replacements thereof. As to any secured loan, Landlord agrees to deliver to Tenant, and Tenant agrees to
sign and return within ten (10) business days of receipt, a written subordination, nondisturbance and
attornment agreement in recordable form reasonably acceptable to such Lender and Tenant, which provides
that so long as Tenant is not in default under this Lease, Tenant's occupancy of the Premises under this
Lease will not be disturbed and Tenant will not be joined by the holder of any mortgage or deed of trust in any
action or proceeding to foreclose thereunder, except for joinder where such is necessary for jurisdictional
reasons. Tenant agrees to attorn to Landlord's successor following any foreclosure sale or transfer in lieu
thereof.

(b) Notwithstanding anything to the contrary in this Lease, Landlord shall not be in
default under any provision of this Lease unless written notice specifying such default is given to any Lender
who has been identified to Tenant in writing as a party to whom notice must be sent. Any lender of Landlord
entitled to notice pursuant to the preceding sentence shall have the right to cure any default on behalf of
Landlord. So long as a Lender is diligently taking the actions reasonably necessary for it to enter the
Premises or cure Landlord's default. Tenant shall not exercise its remedies for Landlord's default under this
Lease.

(c) Within ten (10) business days of Landlord's request therefor, Tenant shall promptly
execute and deliver to third parties designated by Landlord an estoppel certificate or letter in the form
requested by Landlord or its Lender that correctly recites the facts with respect to the Lease and its existence,
terms and status.

19.7 Liability of Landlord. Tenant covenants that it shall look solely to Landlord's interests in the
Building (including, without limitation, the rents, issues and profits from the Building) for the satisfaction of any
judgment or decree against Landlord based upon any default under this Lease; agrees that no other property
or assets of the Landlord (or its members) shall be subject to levy, execution or other enforcement
procedures for satisfaction of any such judgment or decree; and agrees that no member in Landlord shall be
named in any such action or proceeding.

19.8 Force Maieure. Landlord and Tenant shall not be deemed in default hereof nor liable for
damages arising from its failure to perform its duties or obligations hereunder if such is due to causes beyond
its reasonable control, including, but not limited to, acts of God, acts of civil or military authorities, acts of
terrorism, embargoes, fires, floods, windstorms, earthquakes, strikes, lockouts, boycotts or other labor
disturbances, cvil disturbances or commotion or war; provided, nothing in this Section 19.8 shall limit or
otherwise modify or waive Tenant's obligation to pay Minimum Rent and Additional Rent as and when due
pursuant to the terms of this Lease.

19.9 Authority. Landlord and Tenant each represent and warrant to the other that it has the
power and authority to enter into this Lease and that the person(s) signing this Lease on its behalf were duly
authorized to do so.

19.10 Headinqs. The headings in thrs Lease are for convenience only and do not in any way limit
or affect the terms and provisions hereof.

19.11 Gender. Wherever appropriate in this Lease, the srngular shall be deemed to refer to the
plural and the plural to the singular, and pronouns of certain genders shall be deemed to include either or
both of the other genders.

19.12 Counterparts. This Lease may be executed in counterparts, each of which shall be deemed
an original, but which when taken together shall constitute one and the same rnstrument. Facsimrle and
electronic marl signatures shall be effective.



19.13 Entire Aqreement Amendments. This Lease and the Exhibits attached hereto, and by this

reference incorporated herein, set forth the entire agreement of Landlord and Tenant concerning the

Premises, and there are no other agreements or understanding, oral or written, between Landlord and

Tenant conceming the Premises. Any subsequent modification or amendment of this Lease shall be binding

upon Landlord and Tenant only if reduced to writing and signed by them.

19.14 Governinq Law. This Lease shall be governed by, and construed in accordance with the

laws of the State of Montana.

Signature Page Follows



By:

DATED as of the day and year first written above.

TENANT:

HEALTH CARE SERVICE CORPORATION.
A MUTUAL LEGAL RESERVE COMPANY

Jason Kaye, Divisional Vice President,
Corporate Real Estate & Development

STATE OF ILLINOIS

couNw oF cooK

On this day of 2012,belore me, the undersigned, a Notary Public in and
for the State of Montana, duly commissioned and sworn personally appeared Jason Kaye, known to me to be
the Divisional Vice President, Corporate Real Estate & Development of HEALTH CARE SERVICE
CORPORATION, A MUTUAL LEGAL RESERVE COMPANY, the corporation that executed the foregoing
instrument, and acknowledged the said instrument to be the free and voluntary act and deed of said
corporation, for the purposes therein mentioned, and on oath stated that he was authorized to execute said
instrument.

I certify that I know or have satisfactory evidence that the person appearing before me and making
this acknowledgment is the person whose true signature appears on this document.

WITNESS my hand and official seal hereto affixed the day and year in the certificate above written.

Signature

Print Name
NOTARY PUBLIC
lllinois, residing at

in and for the State of

My commission expues
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LANDLORD:

BLUE CROSS AND BLUE SHIELD OF MONTANA, INC,

By:

Name:

Title:

STATEOFMONTANA I
) ss.

COUNTYOFI I )

On this day of 2O12,before me, the undersigned, a Notary Public in and

for the State of Montana, duly commissioned and swom personally appeared
known to me to be the of BLUE

CROSS AND BLUE SHIELD OF MONTANA, lNC., the corporation that executed the foregoing instrument,

and acknowledged the said instrument to be the fiee and voluntary act and deed of said corporation, for the
purposes therein mentioned, and on oath stated that he/she was authorized to execute said instrument.

I certify that I know or have satisfactory evidence that the person appearing before me and making

this acknowledgment is the person whose true signature appears on this document.

WITNESS my hand and official seal hereto affixed the day and year in the certificate above written.

Signature

Print Name
NOTARY PUBLIC in and for the State of
Montana, residing at
My commission explres



APA EXECUTION COPY
EXHIBIT 9.12

ESCRO\ry AGREE,MENT

THIS ESCRO.W AGREEMENT (this "Agreement") is made as of
I ,zOlJ, by and among (i) BLTIE CROSS AND BLIIE SHIELD
OF MONTANA, [I\TC. ("BCBSMT"), (ii) HEALTH CARE SERVICE
CORPORATION, a Mutual Legal Reserve Company ("HCSC"), and (iii) WELLS
FARGO BANK, NATIONAL ASSOCIATION, a national banking association, as

escrow agent (the "Escrow Agent"). BCBSMT and HCSC are sometimes
collectively referred to herein as the "Parties" and individually as a "Parf.v."

WHEREAS, BCBSMT and HCSC have entered into an Asset
Purchase Agreement, dated as of t l,2Ol2 (the "4sge!.-Pufghaqe
Agreement"). Each capitalized term used but not defined herein has the meaning
ascribed to such term in the Asset Purchase Agreement;

WHEREAS, Section 9.12 of th'e Asset Purchase Agreement provides
that the Escrow Amount shall be deposited with the Escrow Agent at the Closing;

WHEREAS, the parties hereto desire to more specifically set forth
their rights and obligations with respect to the Escrow Amount and the
distribution and release thereof: and

WHEREAS, the Asset Purchase Agreement requires as a condition to
the consummation of the transactions contemplated thereunder the execution and
delivery of this Agreement at the Closing.

NOW, THEREFORE, in consideration of the premises, the mutual
covenants and agreements contained herein and in the Asset Purchase Agreement
and other good and valuable consideration, the receipt and sufficiency of which
are hereby acknowledged, the Parties and the Escrow Agent hereby act and agree
as follows:

Section 1- Appointment of the Escrow Agent. The Parties hereby
appoint the E,scrow Agent as escrow agent in accordance with the terms and
conditions set forth herein, and the Escrow Agent hereby accepts
such appointment.

Section 2. Escrow Deposit. Simultaneously with the execution of
this Agreement, BCBSMT has caused to be deposited with the E,scrow Agent
$20,000,000 in cash in accordance with Section 9.12 of the Asset Purchase
Agreement (the "Escrow Amount"). The Escrow Agent hereby acknowledges
receipt of the Escrow Amount and agrees to hold the Escrow Amount, together
with all products and proceeds thereof, including all interest, dividends, gains and
other income (collectively, "Escrow Earnings") earned with respect thereto
(collectively, the "Escrow Fund"), itt a separate and distinct account ("Escrow
Account"), subject to the terms and conditions of this Agreement. The Escrow

K&823930'784



Agent shall not distribute or release the Escrow Fund except in accordance with
the express terms and conditions of this Agreement.

Section 3. Permitted Investments.

(a)The Escrow Agent shall follow the written instructions of
BCBSMT concerning arry investment or reinvestment from time to time of the
funds held in the Escrow Account; provided that permissible investrnents shall be
timited to: (a) money market accounts and money market mutual funds (including
those of the Escrow Agent), treasur5r bills, treasury notes or any other direct
obligations issued by or guaranteed in fuIl as to principal and interest by the
United States of America, (b) obligations of or guaranteed by the U.S. government
with a maturity of not more than 120 days, (c) certificates of deposit with a

maturity of not more t};ran l2O days with a commercial bank having capital,
surplus and undivided profits of not less than $ 100,000,000 (including the Escrow
Agent and its affiliates), (d) commercial paper with a maturity of not more than
120 days that is rated 1'-2, P-2 or better by Standard & Poor's Corporation or
Moody's Investors Services, Inc. and (e) debt of or guaranteed by any state or
political subdivision with a maturity of not more than 120 days that is rated A or
better ("Permitted Investments"). In the absence of the written instructions
described above, the Escrow Agent shall invest the Escrow Fund, to the extent
reasonably practicable, in Wells Fargo Bank Money Market Deposit Account
("MMDA") or such successor or similar fund with the Escrow Agent. Amounts on
deposit in the MMDA are insured up to a total of $250,000 per depositor, P€r
insured bank (including principal and accrued interest) by the Federal Deposit
Insurance Corporation ("FDIC"), subject to the applicable rules and regulations of
the FDIC. The Parties understand that deposits in the MMDA are not secured.
None of the Parties or the Escrow Agent shall be liable or responsible in any
manner for any loss or depreciation resulting from any such Permitted Investment
or any liquidation thereof, or for any costs in connection therewith, and all of said
losses and costs shall be borne by the Escrow Account. The Escrow Agent is
hereby authorized to execute purchases and sales of investments through the
facilities of its own trading or capital markets operations or those of any affiliated
entity. The Escrow Agent shall send statements to each of the Parties on a
monthly basis reflecting activity in the Escrow Account for the preceding month.
The Escrorn' Agent .ryill act, upon in.,'estment instructions the day that sr-r-ch

instructions are received; provided that the instructions are communicated within a
reasonabie amount of time to aiiow the Escrow Agent to make the
specified investment.

(b)The Parties recognize and agree that the Escrow Agent will not
provide supervision" recommendations or advice relating to either the investment
of moneys heid in the Escrow Account or the purchase, sale, retention or other
disposition of any Permitted Investment.

(c)Although the Parties recognize that they may obtain a broker
2



confirmation or written statement containing comparable information at no
additional cost, the Parties hereby agree that confirmations of Permitted
Investments are not required to be issued by the Escrow Agent for each month in
which a monthly statement is rendered. No statement need be rendered for the
Escrow Account if no activity occurred for such month.

(d)The Parties acknowledge and agree that the delivery of the
escrowed properfy is subject to the sale and final settlement of Permitted
Investments. Proceeds of a sale of Permitted Investments will be delivered on the
Business Day on which the appropriate instructions are delivered to the Escrow
Agent if received prior to the deadline for same day sale of such Permitted
Investments. If such instructions are received after the applicable deadline,
proceeds will be delivered on the next succeeding Business Day.

Section 4. Release ofEscrow Fund. The Escrow Fund shall only be
distributed and released as set forth in and in accordance with this Section 4:

(a)Excluded Liability Claims. At any time and from time to tirne prior
to the release of the Escrow Funds in accordance with subsection (e) below,
BCBSMT may submit a certificate of an authorized signatory of BCBSMT to the
Escrow Agent and HCSC, enclosing therewith: (i) a duly executed release or
settlement agreement providing for the cash settlement of any Excluded Liability,
(ii) a Final Order (as defined in Section 5(f)) providing for the final determination
of any Action regarding an Excluded Liability, (iii) a statement tleat BCBSMT has
satisfied an Excluded Liability and the amount paid (and the payee) with respect
thereto and/or (iv) invoices for fees and expenses of third pafi service providers
incurred by BCBSMT in connection with the good faith defense, investigation or
settlement of an Excluded Liability (such certificate and the materials enclosed
therewith, an "Excluded Liability Claim Notice") requesting that the Escrow
Agent distribute to BCBSMT a portion of the Escrow Funds in order to satisfy
BCBSMT's obligations inrespect of the items described in (i), (ii), (iii) and/or
(iv) above (an "Excluded Liabilit-v Claim") and certifying that the amounts
described in such certificate represent amounts payable in respect of bona fide
Excluded Liabilities or bona fide fees and/or expenses incurred in defense of bona
fide Excluded Liabilities, net of any insurance, indemnification or insurance
proceeds received or receivable by BCBSMT with respect thereto. On the date
that is ten (10) Business Days following the receipt of the Excluded Liability
Claim Notice, the Escrow Agent shall release to BCBSMT a portion of the
Escrow Fund in accordance with the payment instructions set forth in the
Excluded Liability Claim Notice (such amount to be distributed by wire transfer
of immediately available funds to an account or accounts designated in the
Excluded Liability Claim Notice by BCBSMT).

(b)Indemnification Claims. At any time and from time to time prior to
the release of the Escrow Funds in accordance with subsection (e) below, if any
Purchaser Indemnitee makes a claim for indemnification pursuant to Article IX of



the Asset Purchase Agreement (an "Indemnification Claim" and together with an
Excluded Liability Claim, each a "Claim" and collectively "Claims"), HCSC shall
deliver written notice to the Escrow Agent at the s€une time HCSC delivers
written notice to BCBSMT of the Indemnification Claim pursuant to, and in
accordance with, Article IX of the Asset Purchase Agreement ("Indemnification
Notice"). If the Escrow Agent has not received a written objection to such
Indemnification Claim from BCBSMT within 15 Business Days afler delivery of
the Indemnification Notice to the Escrow Agent and BCBSMT, then on the
sixteenth Business Day following the date of such delivery, the Escrow Agent
shall release to HCSC a portion of the Escrow Fund from the Escrow Account
equal to the amount of such Indemnification Claim (such amountto be distributed
by wire transfer of immediately available funds to an account or accounts
designated by HCSC).

(c)Indemnifrcation Claim Disputes. If BCBSMT delivers to the
Escrow Agent and HCSC a written objection (a "Dispute Notice") with respect to
any Indemnification Claim or portion thereof within 15 Business Days after the
date of delivery of the Indemnification Notice to the other Parb/, then, the Escrow
Agent shall not distribute to HCSC any portion of the Escrow Fund that is the
subject of the Dispute Notice until the Escrow Agent receives either (i) joint
written instructions signed by BCBSMT and HCSC authorizing the release to
HCSC of the portion of the Escrow Fund that is the subject of the Dispute Notice
or such other amount as BCBSMT and HCSC shall have set forth in such joint
written instructions or (ii) a Final Order directing the release to HCSC or its
designee of the portion of the Escrow Fund that is the subject of the Dispute
Notice. Upon receipt of such joint written instructions or such Final Order, as the
case may be, the Escrow Agent shall release to HCSC the portion of the Escrow
Fund subject to dispute in accordance with such joint written instructions or Final
Order. In the event that BCBSMT is the prevailing party in whole or in part in
connection with any such dispute, the portion of the Escrow Fund that was the
subject of such Dispute Notice and that is not released as provided in the
immediately preceding sentence shali remain in the Escrow Account and shall be
available to satisfy subsequent Indemnification Claims until released as provided
herein. Any Dispute Notice shall describe in reasonable detail the basis for any
objection to the matters set forth in the Indemnification Notice and the portion of
such Indemnification Claim (if less than all) which is the subject of such Dispute
Notice.

(d)Partial Release. If any Dispute Notice includes an objection to only
a portion of an Indemnification Claim, the Escrow Agent shall promptly release to
HCSC a portion of the Escrow Fund equal to the portion of the Indemnification
Claim for.r.zhrch there is no objectron; provicled that no such partial release by the
Escrow Agent shall terminate or otherwise prejuclice HCSC's rights with respect
to amounts claimed in any Indemnification Notice which are in excess of the
amounts so released.



(e)Release of Escrow Fund.

BCBSMT and HCSC shall meet periodically, on the written request by one party
to the other, to review the Escrow Fund balance, and the scope and status of
remaining Excluded Liability and Indemnification Claims, and shall in good faith
determine whether the Escrow Fund balance can reasonably be reduced, based on
the status and scope of such Claims. IJpon such determination, they shall jointly
provide written notice any such reduction to the Escrow Agent, and on the date
that is ten (10) Business Days following the receipt of such notice, the Escrow
Agent shall release to BCBSMT such portion of the Escrow Fund in accordance
with BCBSMT's related payment instructions. Notwithstanding the foregoing, on
the date that is five (5) yeErs from the Closing Date the Escrow Agent shall
release to BCBSMT by wire transfer or otherwise distribute, from the Escrow
Account, an amount equal to (A) the remaining balance of the Escrow Fund, less
(B) the amount of all llnresolved Claims as of such date (it being understood that
if the foregoing calculation results in a negative amount, the Escrow Agent shall
make no distribution), to BCBSMT. Forpurposes ofthis Agreement, "Ilnresolved
Claims" shall mean, as of such date, (A) the aggregate amount of all
Indemnification Claims that are the subject of a Dispute Notice or for which an
Excluded Liability Notice or Indemnifrcation Notice has been delivered but for
which the 10 Business Day notice period orthe 15 Business Day objectionperiod,
as the case may be, has not expired as of such date and (B) an amount determined
by HCSC to be reasonably necessary for payment of any unresolved Actions or
other Excluded Liabilities known to exist and remaining unsatisfied, which
amount HCSC may designate by written notice delivered to the Escrow Agent and
BCBSMT not more than sixty (60) days prior to the scheduled release date. The
aggregate amount of the lJnresolved Claims shall continue to be held in the
Escrow Fund subject to release in accordance with the provisions of this Section
4- Any release of the Escrow Fund other than in accordance with the provisions of
this Section 4 shall require the prior written consent of HCSC and BCBSMT.

(f) No Limitation of Remedies. BCBSMT hereby acknowledges and
agrees that the payment of all or any portion of the Escrow Fund to HCSC
pursuant to this Agreement shall not limit or otherwise affect any right of
indemnification which any Purchaser Indemnitee may otherwise have pursuant to
the Asset Purchase Agreement.

Section 5. Conditions to Escrow. The Escrow Agent agrees to hold
the Escrow Fund and to perform its obligations in accordance with the terms and
provisions of this Agreement. The Parties agree that the Escrow Agent shall not
assume any responsibility for the failure of the Parties to perform in accordance
with the Asset Purchase Agreement or this Agreement. The acceptance by the
Escrow Agent of its responsibilities hereunder is subject to the following terms
and conditions, which the Parties and the Escrow Agent agree shall govern and
control with respect to the Escrow Agent's rights, duties and liabilities hereunder:



(a)Documents. The Escrow Agent shall be protected in acting upon
any written notice, request, waiver, consent, receipt or other paper or document
furnished to it, not only as to its due execution and validity and the effectiveness
of its provisions, but also as to the truth and accuracy of any information therein
contained, which the Escrow Agent in good faith believes to be genuine and what
it purports to be. If it is necessary for the Escrow Agent to act upon any
instructions, directions, documents or instruments issued or signed by or on behalf
of any corporation, partnership, fiduciary or individual acting on behalf of another
parfy hereto, it shall not be necessary for the Escrow Agent to inquire into such
corporation's, partnership's, fiduciary's or individual's authority. The Escrow
Agent is also relieved from the necessity of satisffing itself as to the authority of
the persons executing this Agreement in arepresentative capacity on behalf of any
of the Parties. Concurrent with the execution of this Agreement, the Parties shall
deliver to the Escrow Agent authorized signers' forms in the form of Exhibit A-1
and Exhibit A-2 attached hereto.

(b)Liabilitv. The Escrow Agent shall not be liable for any*ring which
it may do or refrain from doing in connection herewith, except for its own gross
negligence, bad faith or willful misconduct.

(c)Legal Counsel. The Escrow Agent may consult with, and obtain
advice from, legal counsel in the event of any question as to any of the provisions
hereof or its duties hereunder, and it shalt incur no liability and shall be fully
protected in acting in good faith in accordance with the opinion and instructions of
such counsel.

(d)Limitation of Duties. The Escrow Agent shall have no duties
except those which are expressly set forth herein and it shall not be bound by any
agreements of the Parties, including, without limitation, the Asset Purchase
Agreement (whether or not it has any knowledge thereof). The Escrow Agent shall
not be deemed a fiduciary for any party to this Agreement- In no event shall the
Escrow Agent be liable, directly or indirectly, for any (i) damages, losses or
expenses arising out of the services provided hereunder, other than damages,
losses or expenses which result from the Escrow Agent's gross negligence, bad
faith or willful misconduct, or (ii) special, indirect or consequential losses or
ciamages of any kinci whatsoever (inciuciing, without iimitation, iost profits), even
ifthe Escrow Agent has been advised of the possibility of such losses or damages
, --1 --^----.Jl CLl^- l:^--^- ^f ^^+i^-aII(-l -ftrgat'(llg55 ur trls lullrr ul iaullull.

(e)Resisnation or Termination of the Escrow Agent. The Escrow
Agent shall have the right to resign at any time by giving 30 days prior written
notice of such resignation to the Parties and the Parties shall have the right to
terminate the services of the Escrow Agent heret-rnder at any time by giving
written notice (with such written notice being signed by the Parties) of such
termination to the Escrow Agent, in each case specifuing the effective date of such
resignation or termination. Within 30 days after receiving or delivering the



aforesaid notice, as the case may be, the Pdrties agree to appoint a successor
escrow agent to which the Escrow Agent shall distribute the properfy then held
hereunder in accordance with the terms hereof. If a successor escrow agent has not
been appointed and has not accepted such appointment by the end of such 3O-day
period, the Escrow Agent may apply to a court of competent jurisdiction for the
appointment of a successor escrow agent, and the reasonable costs and expenses
which are incurred in connection with any suchproceeding shall be paid out ofthe
Escrow Fund. Except as otherwise agreed to in writing by the Parties, no Escrow
Fund shall be released from the Escrow Account unless and until a successor
escrow agent has been appointed in accordance with this Section 5(e).

(f) Discharee of the E,scrow Agent. LJpon delivery of all of the Escrow
Fund pursuant to the terms of Section 4 above or to a successor the Escrow Agent,
the Escrow Agent shall thereafter be discharged from any further obligations
hereunder. The Escrow Agent is hereby authorized, in any and all events, to
comply with and obey any and all final, non-appealable judgments, orders and
decrees of any court of competent jurisdiction which may be filed, entered or
issued, and all final, non-appealable arbitration awards (each a "Final Order") and,
if it shall so comply or obey, it shall not be liable to any other person by reason of
such compliance or obedience. The Escrow Agent shall be entitled to receive and
may conclusively rely upon an opinion of counsel to the effect that ajudgment,
order or decree is final and non-appealable and from a court of
competent jurisdiction.

(g)Interpleading of Assets upon Dispute. In the event that (i) any
dispute shall arise between the Parties with respect to the disposition or
disbursement of any of the assets held hereunder or (ii) the Escrow Agent shall be
uncertain as to how to proceed in a situation not explicitly addressed by the terms
of this Agreement whether because of conflicting demands by the other parties
hereto or otherwise, the Escrow Agent shall be permitted to interplead all of the
assets held hereunder into a court of competent jurisdiction, and thereafter be fully
relieved from any and all liability or obligation with respect to such interpleaded
assets. The Parties further agree to pursue any redress or recourse in connection
with such a dispute, without making the Escrow Agent a pafi to the same.

(h)Agency. The Escrow Agent shall have the right to perform any of
its duties hereunder through agents, attorneys, custodians or nominees.

(i) Merger of the Escrow Agent. Any banking association or
corporation into which the Escrow Agent may be merged, converted or with
which the Escrow Agent may be consolidated, or any corporation resulting from
any merger, conversion or consolidation to which the Escrow Agent shall be a
party, or any banking association or corporation to which all or substantially all of
the corporate trust business of the Escrow Agent shall be transferred, shall
succeed to all the Escrow Agent's rights, obligations and immunities hereunder
without the execution or filing of any paper or any further act on the part of any of



the Parties, an;rthing herein to the contrary notwithstanding.

(f) Garnishment of Escrow Fund. In the event that any of the Escrow
Fund shall be attached, garnished or levied upon by any court order, or the
delivery thereof shall be stayed or enjoined by an order of a court, or any order,
judgment or decree shall be made or entered by any court order affecting the
property deposited under this Agreement, the Escrow Agent is hereby expressly
authorized, in its sole discretion, to obey and comply with all writs, orders or
decrees so entered or issued, which it is advised by legal counsel of its own
choosing is binding upon it, and in the event that the Escrow Agent obeys or
complies with any such writ, order or decree it shall not be liable to any of the
parties hereto or to any other person, firm or corporation, by reason of such
compliance notwithstanding such writ, order or decree be subsequently reversed,
modified, annulled, set aside or vacated.

'section 6. Taxation and Release of Escrow Earnings: Distributions
for Taxes. The Parties hereby acknowledge that, for federal and state income tax
purposes, the Escrow Earnings shall be income of BCBSMT. The Escrow Agent
shall be responsible for reporting any Escrow Earnings to the Internal Revenue
Service; provided that the Parties acknowledge that payments of any Escrow
Earnings will be subject to backup withholding penalties unless a properly
completed Internal Revenue Service form W-8 or W-9 certification is submitted to
the Escrow Agent on behalf of BCBSMT. BCBSMT acknowledges that, unless
otherwise required by applicable law and subject to the immediately preceding
sentence, the Escrow Agent is not required to prepare and file any income or other
tax returns applicable to the Escrow Account with *re Internal Revenue Service or
any required state or local departments of revenue in any year income is earned in
any particular tax year. Any taxes payable on income earned from the investment
of any sums held in the Escrow Account shall be paid by BCBSMT whether or
not the income was distributed by the Escrow Agent during any particular year
and to the extent required under the provisions of the Internal Revenue Code of
1986, as amended.

Section 7- Indemnification. BCBSMT, on the one hand, and HCSC,
on the other, hereby agreel severally and not jointly, to indemnify the Escrow
Agent for anci- to hoid it harmiess against any ioss, iiabiiiry or reasonabie expense
(including reasonable attorneys' fees and expenses) incurred without negligence,
wiiifui miscr-rritiuct or'oad faitii oir the pail of the Escro'w Agent arising out of or in
connection with its performance under this Agreement; provided, however, that
BCBSMT and HCSC shall each be responsible for not more tFran SOYo of any such
losses, liabilities, fees or expenses unless the events underlying the
indemnification were caused exclusively by BCBSMT, on the one hand, or
HCSC, on the other.

Section 8. Escrow Costs. The Escrow Agent shall be entitled to be
paid a fee for its services pursuant to the attached Exhibit B and to be reimbursed



for its reasonable costs and expenses incurred in connection with maintaining the
Escrow Account hereunder, which fees, costs and expenses shall be paid by
HCSC. The Escrow Agent shall be entitled and is hereby granted the right to set
off and deduct from the E,scrow Fund any unpaid fees, non-reimbursed expenses
and unsatisfied indemnification rights from such Escrow Fund. As between
BCBSMT on the one hand and HCSC, on the other, the parties agree that
BCBSMT shall have the right to contribution from HCSC for an amount equal to
the amounts due to Escrow Agent under this Section 8 and 5oyo of the amounts
due to the Escrow Agent under Section 7 to the extent paid from the Escrow
Funds or paid by BCBSMT.

Section 9. Limitations on Riehts to Escrow Fund. None of the
Parties shall have any right, title or interest in or to, or possession of, the Escrow
Account and therefore shall not have the ability to pledge, convey, hypothecate or
grant as security all or any portion of the Escrow Fund unless and until such
Escrow Fund has been released pursuant to Section 4 above. Accordingly, the
Escrow Agent shall be in sole possession of the Escrow Fund and shall not act as
custodian of the Parties under this Agreement for the purposes of perfecting a
security interest therein, and no creditor of any of the Parties shall have any right
to have or to hold or otherwise attach or seize all or any portion of the Escrow
Fund as collateral for any obligation and shall not be able to obtain a securit5r
interest in any of the Escrow Fund unless and until such Escrow Fund has been
released pursuant to Section 4 above- Notwithstanding the foregoing, however,
nothing herein shall restrict or otherwise limit the ability of HCSC's and its
afhliates' lenders to attach or obtain a security interest in the right of HCSC to
receive payments from the Escrow Account-

Section 10. Notices. All notices, requests, claims, demands and other
communications hereunder shall be in writing and shall be given or made (and
shall be deemed to have been duly given or made upon receipt) by delivery in
person, by courier service, or by registered or certified mail (postage prepaid,
return receipt requested) to the respective parties at the following addresses (or at
such other address for a pafi as shall be specified in a notice given in accordance
with this Section 10):

Notice to HCSC:

HEALTH CARE SERVICE CORPORATION. a Mutual Lesal
Reserve Company
300 East Randolph Street
Chicago, Illinois 60601 -5099
Attention: Chief Legal Officer
Fax No.: (312) 819-7943

with a copy to:



(which shall not constitute notice to HCSC)

KIRKLAND & ELLIS LLP
3O0 North LaSalle
Chicago, lL 60654
Attention: Keith S- Crow, P.C. and Kevin L. Morris
Fax No.: (312) 862-2200

Notice to BCBSMT:

BLI-IE CROSS AND BLUE SHIELD OF MONTANA, INC.
560 N. Park Avenue
Helena, Montana 59601
Attention: President and Chief Executive Officer

with copies to:
(which shall not constitute notice to BCBSMT)

GRA}IAM & DLII\TN, PC
Pier 70
2801 Alaskan WaY
Seattle, WA 98121-1128
Attention: V. Marc DroPPert
Fax No.: (206) 340-9599

Notice to the Escrow Agent:

WELLS FARGO BANK, NATIONAL ASSOCIATION
Corporate Trust DePt.
23O W. Monroe St., 29th Floor
Chicago, IL 60606
Facsimile : (3 12) 726-21 58
Phone No.: (312) 726-2137
Attention: Timothy Martin

Section 11. Headings. The descriptive headings contained in this
A-c,r-eenrent are for con.renience of r'.fbrence onlv and shall not a-ffect in any wayj alii vviiie

the meaning or interpretation of this Agreement.

Section 12. Severabilit"y. If any term or other provision of this
Agreement is invalid, illegal or incapable of being enforced by anyLaw orpublic
policy, all other terms and provisions of this Agreement shaii nevertheiess remain
in full force and effect so long as the economic or legal substance of the
transactions contemplated hereby is not affected in any manner materially adverse

to any party. IJpon such determination that any term or other provision is invalid,

l0



illegal or incapable of being enforced, the parties hereto shall negotiate in good
faith to modiff this Agreement so as to effect the original intent of the parties as
closely as possible in an acceptable manner in order that the transactions
contemplated hereby are consummated as originally contemplated to the greatest
extent possible

Section 13. Entire Agreement. The TransactionDocuments constitute
the entire agreement of the Parties with respect to the subject matter hereof and
supersede all prior agreements and undertakings, both written and oral, between
BCBSMT and HCSC with respect to the subject matter hereof.

Section 14. Assignment- This Agreement may not be assigned by
operation of Law or otherwise without the express written consent of BCBSMT
and HCSC (which consent may be granted or withheld in the sole discretion of
BCBSMT and HCSC); provided, however, that HCSC may assign this Agreement
to an affiliate of HCSC without the consent of BCBSMT (no such assignment
shall release HCSC from its obligations hereunder).

Section 15. No Third Party Beneficiaries. This Agreement shall be
binding upon and inure solely to the benefit of the Parties and the Escrow Agent,
and their permitted assigns and nothing herein, express or implied, is intended to
or shall confer upon any other Person, including, without limitation, ?fry union or
any employee or former employee of BCBSMT, ?fly legal or equitable right,
benefit or remedy of any nature whatsoever, including, without limitation, any
rights of employment for any specified period, under or by reason of this
Agreement.

Section 16. Interpretation. This Agreement may not be amended or
modified except (a) by an instrument in writing signed by, or on behalf of,
BCBSMT, HCSC and the Escrow Agent.

Section 17. Governing Law. This Agreement shall be governed by,
and construed in accordance with, the laws of the State of Illinois, applicable to
contracts executed in and to be performed entirely within that state.

Section 18. Disputes; Arbitration. Any conflicts or disputes regarding
this Agreement, the Transaction Documents or any transaction contemplated
hereby or thereby shall be resolved by arbitration as provided in Section 1 1.11 of
the Asset Purchase Agreement.

Section 19. Counterparts. This Agreement may be executed in one or
more counterparts, and by the different parties hereto in separate counterparts,
each of which when executed shall be deemed to be an original but all of which
taken tosether shall constitute one and the same asreement.

1l



Section 20. Specific Performance. The parties hereto agree that
irreparable damage would occur in the event any provision ofthis Agreementwas
not performed in accordance with the terms hereof and that the parties shall be
entitled to specific performance of the terms hereof, in addition to any other
remedy atLaw or equity, without the necessity of demonstrating the inadequacy
of money damages.

Section 2l. Banking Days. If any date on which the Escrow Agent is
required to make an investment or a delivery pursuant to the provisions hereof is
not abanking day, thenthe Escrow Agent shall make such investment or delivery
on the next succeeding banking day.

Section 22. Terrnination This Agreement shall terminate when all of
the Escrow Funds in the Escrow Account have been released and distributed in
accordance with Section 4. Upon such termination this Agreement shall have no
further force and effect, except that the provisions of this Section 22 and Section
5, Section 6 and Section 7 eurrd Section 9 through Section 21 shall survive such
termination and the resignation or removal of the Escrow Agent.

>f + >lc ,F
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IN WITNESS WIfi,REOF, the parties hereto have executed this
Escrow Agreement as of the date first written above.

BLTIE CROSS AND BLUE SHIELD OF
MONTANA" INC.

By:
fts:

HEALTH CARE SERVICE
CORPORATION, a Mutual Legal
Reserve Company

By:
Its:

WELLS FARGO BANK, NATIONAL
ASSOCIATION. AS ESCROW AGENT

By:
Name:
Its:

Stgnatw'e Page to Escrow Agreement



EXHIBIT A-T

Certificate as to Authorized Signatures

The specimen signatures shown below are the specimen signatures of the
individuals who have been designated as authorizedrepresentatives ofBCBSMT
and are authorized to initiate and approve transactions of all types for the escrow
account or accounts established under the Escrow Agteement to which this
Exhibit B-1 is attached. on behalf of BCBSMT.

Name / Title Specimen Sienature

Name Signature

Title

Name Signature

Title

Name Signature

Title

Name Signature

Title



EXHIBIT A-2

Certificate as to Authorized. Signatures

The specimen signatures shown below are the specimen signatures of the
individuals who have been designated as authorizedrepresentatives ofHCSC and
are authorized to initiate and approve transactions of all types for the escrow
account or accounts established under the Escrow Agreement to which this
Exhibit B-2 is attached, on behalf of HCSC.

Name / Title Specimen Sigrrature

Name Signature

Title

Name Signature

Title

Name Sisnature

-|-irlc

Name Signature

Title



EXHIBIT B

FEES OF THE ESCROW AGENT

Annual Charge $t t

Any out-of-pocket expenses, or extraordinary fees or expenses such as

attorney's fees or messenger cost's, are additional and are not included in the
above schedule, subject to the terms and conditions of the Agreement.

These fees cover a full year> or zrny part thereof, and thus are not prorated
in the year of termination. The annual fee is billed in advance and payable prior
to that year's service.
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Introduction

l. lntroduction

Blue Cross and Blue Shield of Montana, Inc. (BCBSMT) is a health insurance company

that operates almost entirely in Montana. It holds the Blue Cross and Blue Shield marks in

Montana. It offers a variety of fully-insured and self-funded health insurance products (e.g.,

PPO, HDHP, Medicare Advantage, and Medicare supplement, as well as third-party

administrator services). It also offers some specialty insurance products (e.g., dental and vision).

Health Care Service Corporation (HCSC) is a health insurance company that operates primarily

in Illinois, Texas, Oklahoma, and New Mexico. It holds the Blue Cross and Blue Shield marks

in those states. It also offers a variety of fully-insured and self-funded health insurance products

as well a dental insurance product. All of these BCBS plans are non-investor owned (NIO)

plans.

BCBSMT is proposing to enter into an alliance with HCSC.' As a result of the

transaction, HCSC will acquire BCBSMT's member contracts, provider contracts, Blue Cross

and Blue Shield marks in Montana, and most of its liabilities. It will also start doing business in

Montana as BCBSMT. In return, HCSC will pay BCBSMT approximately $18 million for the

assets it is acquiring and then BCBSMT will transfer this money to a Foundation.2 Likewise,

BCBSMT will transfer to HCSC a certain amount of assets and cash to support the liabilities that

HCSC is acquiring from it. Some of BCBSMT's assets and liabilities are excluded from the

transaction. The excluded assets, which include land, buildings, and other assets, are estimated

to be worth over $100 million. After the closing of the transaction, the excluded assets and

liabilities will be retained by the corporate BCBSMT entity, which will continue to exist under a

different name until the excluded liabilities are paid or otherwise discharged. At that time, the

corporate BCBSMT entity will then transfer the remaining assets to the Foundation. In total, the

Foundation is expected to receive around $18 million from HCSC and over $100 million from

BCBSMT, which can then be used for the benefit of Montanans.

' The proposed alliance is described in greater detail in the Application for Approval of Conversion and Alliance.
2 The Foundation will represent a designated LR.C. 501(c)(3) or 501(c)(4) foundation or other nonprofit

organization, meeting specific criteria under Montana Code Annotated S 50-4-720.

NERA Economic Consulting



Introduction

Counsel for HCSC and BCBSMT have asked Dr. Thomas R. McCarthy and Dr. Scott J.

Thomas of NERA Economic Consulting to address several of the criteria that the Montana

Statutes say the commissioner may consider in determining whether the proposed alliance is "in

the public interest."3 The specific criteria that we have been asked to address are the following:

50-4-717 (2) (d) whether the conversion transaction has the likelihood of creating a
significant adverse effect on the availability or accessibility of health care services or health
insurance coverage in the affected community;

50-4-717 (2) (e) whether the conversion transaction includes sufficient safeguards to ensure
that the affected community will have continued access to affordable health care;

50-4-717 (2) (g) (i) whether the conversion transaction is equitable to the public interest,
enrollees, insureds, shareholders, and certificate holders, ifany, ofthe transferor;

50-4-717 (3) (a) whether the conversion transaction would result in inefficient economies of
scale; and

' 50-4-717 (3) (b) whether the conversion transaction would violate federal or state antitrust
laws.

In addressing these criteria, we have reviewed a number of materials provided to us by

the two parties, including planning documents addressing the expected efficiencies and other

benefits of the proposed alliance and enrollment data for their members who reside in and

outside of Montana. We have also reviewed a number of publicly available materials, including

National Association of Insurance Commissioners (NAIC) premium data, Centers for Medicare

& Medicaid Services (CMS) enrollment data, U.S. Census Bureau population data, and Bureau

of Labor Statistics data on the number of uninsured in Montana. In addition, we have conducted

a number of interviews with senior management of the two parties and with a producer located in

Billings.a

Based on the work that we have performed, it is our conclusion that the proposed alliance

is "in the public interest" since it will make BCBSMT financially more stable, more efficient,

and a stronger competitor. Further, the "public interest" is protected since the proposed alliance

Appendix A contains a brief description ofNERA Economic Consulting as well as the curriculum vitae for Dr.
McCarthy and Dr. Thomas.

The producers are also often referred to as agents.

NERA Economic Consulting



lmpact on Availability or Accessibility of Health Care Services

will not lead to a lessening of competition in any relevant market. In the remainder of this report

and in our accompanying Antitrust Report, we explain the basis for these overall conclusions.

ll. lmpact on Availability or Accessibility of Health Care Services

The proposed alliance will make BCBSMT a stronger competitor by giving it access to

more capital and by generating a number of efficiencies. As such, it will ensure that BCBSMT

has the financial shength to continue providing the services and coverage it has provided in the

past while keeping premiums at competitive levels. Importantly, the proposed alliance will not

negatively impact either availability or accessibility of health care services or health insurance

coverage in Montana. The basis for this conclusion is as follows:

' HCSC is the fourth largest health insurer in the U.S. [See Table l.]5 Compared to
BCBSMT, it has many more commercial health members (13,143,727 vs.208,209), a much
higher risk-based capital ratio (l ,227 percentvs. 577 percent), a lower administrative
expense ratio (8.6 percent vs. 12.8 percent), and a stronger underwriting margin (7 .54 percent
vs. -0.96 percent).o

Table 1: Total Health Membership of Largest Insurers,20ll

Plan Risk ASO Total

UnftedHeafth

WellPoint

Aetn
HCSC

Cigrra

Hurnana

Coventry

18,250,000

13,745,000

5,755,000

4,786,301

1,933,000

8,559,500

3,692,000

16,320,000

20,506,000

12,704,000

8,357,426

9,550,000

2,625,100

1,073,000

34,570,000

34,251,000

18,459,000

13,143,727

I1,483,000
I1,184,600
4,765,000

Sources: HCSC Membership by Plan 2007-2011.xlsx

Individual Insurance Companies's Form 10-K, 2011.

The totals in Table I for HCSC include its commercial health members only. NERA obtained the totals for the
other groups from their annual reports. As such, they likely include both commercial and government health
members.

See Appendices B, C, D, and E.
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lmpact on Availability or Accessibility of Health Care Services

By aligning with HCSC, BCBSMT will gain access to more capital. This will make
BCBSMT financially stronger, which is especially important with the recent removal of caps
on patient claims. This will allow BCBSMT to continue to price aggressively to win fully-
insured business in Montana. It will also put BCBSMT in a better position to expand its
individual business when the Affordable Care Act becomes fully implemented in 2014. The
individual business is typically higher risk with higher administrative costs than the small
group or large group businesses. Being financially stronger and more efficient will allow
BCBSMT to take on more of this business, thus providing increased coverage to reduce the
number of uninsured.T

By aligning with HCSC, BCBSMT will be able to lower its administrative expense ratio by
spreading its administrative expenses over a much larger membership base.o This will make
it easier for BCBSMT to keep premiums down and adapt to the minimum medical loss ratios
that take effect when the Affordable Care Act becomes fully implemented in 2014. The
lower administrative cost ratios will mean that BCBSMT can maintain a reasonable
underwriting margin while spending a greater share of the premium dollar on medical
services to members.

By aligning with HCSC, BCBSMT will be able to avoid having to fund by itself the $100
million in capital requirements and incremental operating expenses that it estimates will need
to be made over the next five years to successfully compete, improve ope^rational efficiency,
and meet Blue Cross Blue Shield Association and municipal regulations.' HCSC has already
begun to make many of these investments for itself, most of which are easily shared with
BCBSMT at relatively low implementation costs that will avoid the need for millions in
investment in Montana.'' These projects include:

$36 million required to implement an ICD-10 complaint claims systemrr

$4 million in one-time costs and $1 million per year to upgrade computer systems to
interface with Montana's public health insurance exchange infrastructure ($9 million total
five-year spend)

One of the concems with the implementation of the Affordable Care Act is that insurers will no longer be able
exclude individuals due to pre-existing conditions. This means the risk (and therefore medical expenses)
associated with providing health insurance to the individual business is likely to significantly increase since the
insurers will have to take all comers.

Interviews with HCSC and BCBSMT senior manasement.

Interviews with BCBSMT senior management.

Based on prior transactions, HCSC senior management estimates that the transition and implementation costs
will be about $25 million. These costs will show up on BCBSMT's books after the transition is completed. This
means the net savings to Montana will be around $75 million (:$100 million - $25 million). About $8 million of
the $25 million in implementation cost are already being spent as a result of BCBSMT entering into an
administrative services agreement with HCSC. It is our understanding that this agreement was only entered into
since the two parties expect the proposed alliance to be approved.

This expense involves implementing a new claims processing system that can process an additional digit on the
ICD diagnosis and procedure codes. These are the codes that hospitals use to bill for their services and the
cunent codes contain nine digits only. This is one of the changes required by the Affordable Care Act.

8

9
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lmpact on Availability or Accessibility of Health Care Services

$5 million to build an ICD-10 compliant data warehouse

$200,000 in one-time costs and an incremental increase of $960,000 per year to
implement various medical and care management programs, including a wellness website
update, new utilization management software beginningin2}l2, and new medical
oncology management software beginning in20I3 ($5 million total five-year spend)

$5 million in physician incentives to introduce patient-centered medical homes to
approximately 50,000 members

$860,000 per year to purchase excess of loss coverage ($3.4 million total five-year spend)

$1.2 million in one-time costs and $600,000 per year to upgrade financial systems,
including cost accounting, budgeting, and financial reporting tools ($4.2 million total
five-year spend)

Finally, by aligning with HCSC, BCBSMT will gain access to HCSC's technology, which
will expand and improve the services that BCBSMT can provide its members. These
market-leading systems include: l2

HCSC's BlueChip claims and customer service platform and Bluestar membership and
billing platform, which will increase BCBSMT's efficiency in administering its core
health insurance businessl3

HCSC's strong track record of improvement and maintenance of customer-facing web
portals for its individual plans

HCSC's state-of-the-art Tier IV data centers in Waukegan, IL and Fort Worth, TX, the
use of which will enhance security and reliability of BCBSMT's sensitive member datata

HCSC's MEDecision care management programs bring "best practices" care to
chronically ill patients and reduce medical expenses and improve overall managed care
capabilities for helping the chronically ill

Interviews with HCSC and BCBSMT senior management. Another advantage of aligning with HCSC is the
company has dedicated teams focusing on specific areas of the business, which BCBSMT cannot afford due to
its much smaller size. For example, HCSC has an entire team focused on understanding and planning for the
changes that are going to occur under the Affordable Care Act.

According to senior management at both HCSC and BCBSMT, HCSC has one of the best claims processing
systems in the industry. For example, in comparison to BCBSMT, HCSC has a higher rate of adjudicating clean
claims (80 percent vs. 65 to 70 percent) and a faster rate ofadjudicating all claims (4 days vs. 5 to 7 days).
HCSC's claims processing also has a financial accuracy of over 99 percent. Finally, clean claims are those that
have all of the information on the claims filled out. An adjudication rate of 80 percent for clean claims means
that 80 percent of those claims do not have to be manually reviewed. This, of course, speeds up how quickly the
providers are paid.

It is our understanding that these are the two centers where HCSC stores its claims processing hardware.

1a
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lmpact on Affordability of Health Care

The private exchange platform of HCSC's partially-owned subsidiary, Bloom Health,
which can be used to offer an exchange-based solution for defined contribution group
plans or individual retail customers

HCSC's individual business administrator, Hallmark, which can help BCBSMT reduce
its administrative expenses on a per member basis and improve its internal operations for
over 30,000 Montana individual members

lll. lmpact on Affordability of Health Care

The proposed alliance will have no adverse impact on competition in the market for

health insurance in Montana. As discussed elsewhere in our report on the antitrust analysis of
this proposed alliance, HCSC's membership in Montana is relatively small and HCSC does not

have an active sales presence in Montana. Thus, no competitive interactions are lost. Further,

BCBSMT will continue to face the same strong competitors it does now, including Cigna,

UnitedHealth, PacificSource, and Employee Benefit Management Services, Inc. (EBMS is a

large third party administrator). Each of these plans has a growing presence in Montana. As

such, there will be sufficient competitive safeguards to ensure that Montanans will have access

to affordable health care. The basis for this conclusion is as follows:

' Table 2 shows that HCSC's health business in Montana is relatively small - only 812 fully-
insured commercial members and 12,468 administrative services only (ASO) members in

Table 2: Health Care Service Corporation Membership in Montana, As of December 3lr 201l

Plan Risk ASO Total

Illirnis

NewMexico

Oklahorna

Texas

Total

357

20

165

270

7,288

108

572

4,500

7,645

r28

737

4.770

812 12,468 13,280

NERA Economic Consulting

Source: Data provided by Health C.are Service Corporation.



lmpact on Public Interest, Enrollees, Insureds, Shareholders,
and Certificate Holders

2}ll.rs The vast majority of these are national account members, for which BCBSMT does
not compete since the headquarters for those members are located in other states where
BCBSMT does not submit bids. Further, HCSC has no active sales presence in Montana and
does not compete for local accounts.

' BCBSMT will continue to face a number of strong competitors in Montana health insurance
market. These competitors include Cigna, UnitedHealth, Pacificsource (which recently
acquired most of New West Health Services' commercial business), and EBMS.

I Cigna, UnitedHealth, PacificSource, and EBMS have been expanding their operations in
Montana. For example, over the past five years, Cigna has significantly increased its fully-
insured group presence through its wholly-owned subsidiary, Allegiance Life & Health
Insurance Co., based in Missoulao Montana.'o Likewise, Cigna just won a three-year contract
for the State of Montana employee account, previously held by BCBSMT. This account
represents around 28,000 members and is expected to shift up to $4.5 million in annual
administrative service fee revenue from BCBSMT to Cigna in2013.t7 In addition,
UnitedHealth just won the contract to administer TriCare benefits for active and retired
service members and their families effective March 2013.ts BCBSMT had a share of the
previous contract.le TriCare is fairly large in Montana. Finally, EBMS recently won the
Automobile Dealers Association business, previously held by BCBSMT.20

' Even though the alliance will cause BCBSMT to pay a premium tax on its fully-insured
business, BCBSMT will not be able to pass that tax on to its members in the form of higher
premiums since Cigna and UnitedHealth already pay that tax and have it built into their
alrealY competitive premiums. In addition, Pacificsource does not have to pay a premium
tax.'' That is, if BCBSMT tried to increase its premiums to cover the premium tax, it would
likely lose a substantial number of members to Cigna, UnitedHealth, and Pacificsource since
their premiums would remain unchanged.

lv. lmpact on Public Interest, Enrollees, Insureds, shareholders,
and Certificate Holders

The proposed alliance will not impact any shareholders or stock certificate holders since

BCBSMT is a not-for-profit entity and does not have any shareholders or stock certificate

r5 Information fiom HCSC.
t6 sao.mt.gov/leeal/insurance/pdfl I 08 Allieeance.pdf.
ri Information from BCBSMT.
r8 www.ama-assn.orq/amednews/20 l2104/02lbise0404.htm.
re Information from BCBSMT.
2o Interview with a producer located in Billings.
2r Information fiom BCBSMT.
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lmpact on Public Interest, Enrollees, Insureds, Shareholders,
and Certificate Holders

holders.22 However, there are a number of other entities that could be impacted by the proposed

alliance. They include the enrollees who are covered by the health insurance, the insureds who

purchase the health insurance, the producers and brokers who help sell the health insurance, the

providers who treat the enrollees and insureds that require health care services, and the other

residents of Montana who are likely to benefit from the resulting Foundation.

We discussed in the previous two sections why the proposed alliance will make

BCBSMT a more efficient and stronger competitor while having no adverse impact on

competition in the Montana health insurance market. This means the proposed alliance will be

equitable to both the enrollees and insureds that use and purchase health insurance from

BCBSMT because they will still enjoy competitive premiums and will be able to keep the

insurance options they have chosen.23 It also means that the proposed alliance will be equitable

to the producers and brokers who help sell health insurance for BCBSMT since there will be no

material impact on competition in that market and they will benefit from having access to

HCSC's enhanced technology and other innovative services, including HCSC's Web Mobile and

medical management capabilities.2a These capabilities will make it easier for them to sell

BCBSMT's health insurance. Further, HCSC will honor the agreement that BCBSMT made in

its settlement of the recent New West litigation, e.g., HCSC will not sign exclusive contracts

with independent brokers in Montana.2s

In addition, the proposed alliance will be equitable to the hospitals, physicians, and other

types of providers who treat the BCBSMT enrollees and insureds who require health care

services since the alliance will have no adverse impact on competition in any of the markets for

the providers' services. As discussed in our accompanying Antitrust Report, reimbursement

rates will not be negatively impacted. There are also no plans to systematically reduce or alter

the provider networks established by BCBSMT after the transaction. Moreover, Montana

providers will realize other benefits from the alliance. For example, HCSC's BlueChip claims

22 Interviews with BCBSMT senior maragement.
23 The employers will also benefit since they will gain access to HCSC's highly-regarded reporting packages

including Blue Insights. [Interview with HCSC senior management]
2a The Web Mobile capabilities allow member to obtain claim, provider, and medical information on-line without

having to go through customer representatives.
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lmpact on Public lnterest, Enrollees, lnsureds, Shareholders,
and Certificate Holders

system will speed up how quickly the providers' claims are processed and paid.26 Likewise,

HCSC's BlueChip claims system is much more flexible and can handle advanced payment

methodologies which the BCBSMT system cannot.2? This will allow the providers to participate

in risk sharing programs and pay for performance programs if they want to. Such reimbursement

systems are expected to be increasingly popular under the Affordable Care Act.

Finally, the proposed alliance will be equitable to the other residents of Montana since

the alliance is expected to result in BCBSMT setting up a Foundation with over $l l8 million in

assets (including the HCSC purchase price). This money will be controlled by the Foundation

and can be used for a number of different purposes. This, of course, should represent a

tremendous benefit to Montanans.

Given BCBSMT does not have any shareholders or stock certificate holders, and given

the proposed alliance will be equitable to all of the other entities that could be impacted by it,

this means the proposed alliance will be equitable to the "public interest." There is clearly an

upside to the "public interest" if the proposed alliance is completed. There is, however, a

downside if it is not. That is, if the proposed alliance is not completed, BCBSMT may be unable

to generate sufficient revenue to make the $100 million in investments that it estimates it will

need to make over the next five years to become more efficient so that it can remain competitive.

Most of the basis for our conclusions in this section is discussed in the sections above.

Additionally:

' HCSC's BCBS plans have a local affiliate board and the organizational structure features a
local member-facing approach, with sales and marketing services localized in the states. As
part of HCSC, BCBSMT will still be recognized as Blue Cross and Blue Shield of Montana,
not HCSC. This model ensures that HCSC's Blue plans can leverage the scale benefits of

25

26

rvww. i ustice. goviatrr'casesit282000i282088.pdf (Final Judgment).

Again, in comparison to BCBSMT, HCSC has a higher rate of automated adjudication of clean claims (80
percent vs. 65 to 70 percent) and a faster rate of adjudicating all claims (4 days vs. 5 to 7 days). HCSC's claims
processing also has a financial accuracy ofover 99 percent.

Interviews with HCSC senior manasement.
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Economies of Scale lmplications

HCSC corporate services while remaining an integral and visible part of the local healthcare
market.28

' HCSC remains committed to the fundamental health insurance business at a time when many
health insurers are attempting to diversifu eamings by offering non-insurance services. To
that end, HCSC's recent acquisitions including Bloom Health, MEDecision, and TMG
Health, are all strongly focused on the core health business.2e

' HCSC has successfully integrated BCBS plans in New Mexico in 2001 and Oklahoma in
2005, providing it with significant expertise in how to effectively manage integrations that do
not disrupt core operations, including claims and customer service.'u

I Many insurers use producers and brokers to help sell their policies to individuals and small
groups, for which producers and brokers receive a commission from the insurers. Since
HCSC Montana business comprises mainly n?fional account members, Montana producers
and brokers do not compete for that business.'' It is business that is sold in other states. As
such, the proposed alliance will have no adverse impact on producers and brokers. However,
as mentioned above, it will provide several benefits to them.

' The BlueCard program allows members enrolled in BCBS plans in other states to use the
BCBSMT provider network. Because of this, BCBSMT already counts these members as
part of its membership when negotiating its contracts with the Montana providers.32 Thus,
the proposed alliance will not generate any additional negotiating strength for BCBSMT with
the providers since the HCSC members in Montana are already part of the membership
volume it offers providers in negotiations.

V. Economies of Scale lmplications

Economists typically define economies of scale as average cost falling as the size of the

organization and its output increases.33 The proposed alliance is designed to make BCBSMT

more efficient in many ways, including stronger scale economies, the adoption of new

technologies, and greater access to capital and financial stability. The stronger scale economies

will come about by BCBSMT joining its administrative processes with HCSC. This will reduce

BCBSMT's administrative expense ratio by allowing HCSC and BCBSMT to spread their total

Interviews with BCBSMT senior management.

Interviews with HCSC senior management.

Interviews with HCSC senior management.

Interviews with HCSC and BCBSMT senior manasement.

Interviews with BCBSMT senior management.

See, e.g.o D. Carlton and J. Perloff, Modern Industrial Organization4s ed. (2005: Pearson/Addison Wesley).

2A

29

30

3l

32
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Economies of Scale lmplications

adminisfrative costs over their combined membership. This means the proposed alliance will
result in real and significant economies of scale. The basis for this conclusion is as follows:

Administrative expenses include general overhead costs for information technology systems,
accounting services, actuarial services, legal serviceso member services, and other
management services. Many of these costs (such as computer hardware and software costs)
are relatively fixed and would not vary with the increase in membership that BCBSMT
brings. Adding the BCBSMT membership to the HCSC membership will allow the aligned
entities to reduce the total fixed costs needed to manage both operations. In addition, HCSC
plans to use some of the BCBSMT personnel to provide services to its other health insurance
operating divisions. Finally, HCSC can get befter prices from its vendors than BCBSMT
since it can drive bigger quantities. All of this will reduce the administrative expense ratio
for both BCBSMT and, to a lesser extent, HCSC.

Historically, BCBSMT has had a much larger statutory administrative expense ratio than
HCSC.'" [See Figure l.] For example, in2007, BCBSMT had an expense ratio equal to 16.3
percent, while HCSC had an expense ratio equal to 10.5 percent.3s Likewise, in z0l l,
BCBSMT had an expense ratio equal to 12.8 percento while HCSC had an expense ratio
equal to 8.6 percent. These differences are consistent with the size of the respective total
commercial health membership: BCBSMT: 203,531 members in 2007 and 20t,209
members in20l I and HCSC: 11,782,742 members in2007 and 13,143,727 members in
2011.36 If BCBSMT can capture most of the 4-6 percentage point difference in
administrative costs, consequent cost savings will contribute to lower premiums for
Montanans.

It is our understanding that BCBSMT, like most health insurers, keeps two sets of financial statements:
generally accepted accounting principles (GAAP) financial statements and statutory financial statements. The
statutory ltnancial statements reflect various regulatory statutes. The "stafutory administrative expense ratio" is
based on the statutory financial statements.

See Appendix D.

See Appendix B.

35

36
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Economies of Scale lmplications

Figure 1: Statutory Administrative Expense Ratio Excluding Non-Income Tax Expenses, 2007-2011

' HCSC was able to reduce the administrative expense ratios for the BCBS plans that it
acquired in Texas, New Mexico, and Oklahoma by streamlining their operations and
centralizing various corporate overhead functions including information technology
systems.'' For example, the administrative expense ratio of the Oklahoma plan dropped
from 13.4 percent in 2005 (the year of the transaction) to ll.}percent in20ll.38 Moreover,
even though HCSC streamlined some of the operations at those plans by centralizing them, it
did not lay off the employees who had performed them. Instead, HCSC re-trained those
employees and then moved them to other jobs.3e

37 Interview with HCSC senior management.
3E Interview with HCSC senior management. These administrative expense ratios reflect both the premium

revenues and the ASO revenues.
3e Interview with HCSC senior manasement.
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Antitrust I mplications

Vl. Antitrust lmplications

Please see NERA's accompanying Antitrust Report for a discussion of the antitrust

implications of the proposed alliance. In that report, we conclude that the proposed alliance will
have no adverse impact on competition in any health care related market in Montana, including

the market for health insurance and the markets for provider services. Thus, in our opinion, there

is no likelihood of a substantial lessening of competition in any line of the insurance business or

in any provider market.

NERA Economic Consulting 13
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APPENDIX A

A-1: Overview of NERA Economic Consulting

NERA
l{ ollar!,!.] i rr\\ (l r t(;

' Founded in 1961 as National Economic Research Associates; acquires by
Marsh & McLennan Companies in 1983

' Core Purpose: Provide clear and credible expert analyses that have an impact
on important decisions through the application of microeconomics and related
disciplines

' We provide economic analysis and advice in litigation and regulation, as well as
advisory services that help shape business strategies

' Cfients include all of the Ameican Lawyer Global 100 and 87 of the Fortune 100:
we have served clients in 120 countries

. -210 senior consulting staff, most with PhDs

. -500 total staff in 25 offices across North America, Europe, and Asia pacific

. 4 global practices: Antitrust; Energy, Environment, Network Industries;
Intellectual Property; Securities & Finance

NERA Economic Consulting 15



APPENDIX A

A-2: Thomas R McCarthy Vitae

NERA NERA Economic Consulting
Suite 1950

777 South Figueroa Street
Los Angeles, California 90017
Tel: +1 213 346 3000 Fax+1 213 346 3030

Direct dial: +1 213 346 3005

thomas.mccarthy@nera.com
www.nera.com

THOMAS R. MCCARTHY
Senior Vice President

ECONON4IC CONSULTING

Dr. McCarthy received a B.A. in Economics from Assumption College in Worcester,
Massachusetts and Master's and Ph.D. degrees in Economics from the University of Maryland
under a National Defense Education Act Fellowship. After teaching microeconomic theory and

urban economics at the University of Maryland, Dr. McCarthy joined the faculty of the School of
Economics and Management of Oakland University in Michigan. There he taught graduate and

undergraduate microeconomics as well as health economics, his area of special interest.

Dr. McCarthy joined NERA in 1983 and now directs NERA's health care practice, a practice

that specializes in the economic analysis of regulatory, public policy, and litigation matters in
health care markets. His own projects include analyzing the competitive effects of many health
care industry mergers, including evaluating the horizontal and vertical issues created by mergers

of hospitals, hospital systems, health insurers, physician groups, physician practice management

companies, imaging and other medical device manufacturers, and home health care companies.

In a variety of health care antitrust liability and damages cases, he has analyzed exclusive
contracts, physician staff privileges issues, exclusions from managed care panels, GPO

contracting, alleged foreclosures due to shifting referral patterns and exclusive contracting (e.g.,

the PeaceHealth case), bundling, joint ventures, hospital and physician monopolization cases,

monopsony, and state action immunity issues involving certificates of public advantage covering
hospital mergers in Montana and South Carolina. He has also analyzed class certification and

liability issues in health care class action cases, including serving as a liability expert in the
Miami MDL brought by physicians against ten national HMOs. In the pharmaceuticals area, he

recently served as the liability witness on behalf of Lundbeck inthe FTC v. Lundbeck (Ovation)

case. As part of his policy work, Dr. McCarthy has analyzed the competitive effects of a "Blues"
conversion to for-profit status and Medicare prescription drug proposals. He is also co-editor
and a principal author of a year-long, two-volume study of health care reform in l2 industrialized
countries, published by Kluwer.
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Thomas R. McGarthy

Another area of specialization for Dr. McCarthy has been the economics of intellectual property
protection, including the estimation of contract, trade dress, trade secret and patent damages,
often for medical equipment and devices but also including computer hardware, CD-Rs,
supermarket equipment, satellites, and agricultural products. He has also worked on antitrust
damages or class certification matters involving the pharmaceutical, medical devices, soft drink,
agriculture, candy, ice cream, auto parts, oil, video distribution, and newspaper industries. Other
major projects include the competitive analysis of revenue sharing agreements used by
supermarkets during a recent labor strike, the development of affirmative action plans, and the
estimation of damages resulting from a major oil spill.

Prior to joining NERA, Dr. McCarthy was a staff economist with the Federal Trade Commission
conducting studies of regulation and competition in health care markets. One such study
examined the competitive effects of certificate-of-need regulation in the hospital market.

Dr. McCarthy has written several papers analyzing competition and antitrust damages in health
care. These include an article inthe Journal of Health Economics on competition in the
physician services market and articles in ABA monographs on hospital merger efficiencies,
monopoly and monopsony issues between payers and providers, antitrust damages, and defining
geographic markets in hospital mergers. Other research activities include presentations at
professional meetings and his serving as an invited panelist or moderator for various ABA and
health care policy conferences. He was also invited by the Federal Trade Commission and the
Antitrust Division of the Department of Justice to testifu at three different sessions about
monopoly and monopsony issues in health care at their joint hearings on Health Care and
Competition Law and Policy. He has testified as an economic expert in federal and state court,
as well as before arbitration panels, state insurance agencies, and the International Trade
Commission.

Dr. McCarthy is a member of the American Economic Association and an associate member of
both the American Health Lawyers Association and the American Bar Association's Section of
Antitrust Law, including membership with the Section's Health Care Committee. He also served
on the American Bar Association's Task Force on Hospital Mergers.
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Thomas R McGarthy

Education

University of Maryland
Ph.D., Economics, 1980
M.A., Economics,1973

Assumption College
B.A., Economics, 1971

Canisius College
1967-1969

Professional Experience

NERA Economic Consulting
1996- Senior Vice President

1989-1996 Vice President

1986- 1989 Senior Consultant and Project Director

1983-1986 SeniorAnalvst

Federal Trade Commission
1982-1983 Staff Economist, Division of Regulatory Analysis, Bureau of Economics

Oakland University
1978-1983 Assistant Professor, School of Economics and Management

Blue Cross/Blue Shield of Michigan
1980-1982 Consultant

Department of Health, Education and Welfare
1978- 1980 Sole-source Contractor, Health Care Financing Administration

General Electric Tempo
1975-1978 Consultant, Center for Advanced Studies
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University of Maryland
1975-1978 Instructor, Department of Economics

1975 Teaching Assistant, Department of Economics

197l-1973 National Defense Education Act Teaching Fellow

Honors and Professional Activities

Wall Street Journal Award for Outstanding Achievement in Economics,
Assumption College, l97l

Graduate Assistantship, University of Maryl and, 197 4-197 5

National Defense Education Act Fellowship, University of Maryland,,l97l-1974

Outstanding Faculty Award, Oakland University Chapter of the Golden Key
National Honor Society, 1981

Member, American Economic Association

Member, American Health Lawyers Association

Associate Member, American Bar Association, including membership in Section
of Antitrust Law and Health Care Committee

Member, ABA Task Force on Hospital Mergers

Publications

"Revenue Sharing Agreements: Do They Restrict Competition?" (with Elizabeth Newlon and
Kristin Terris), ABA Antitrust Law, Economics Committee Newsletter, Vol. 10, No. I (Summer
2010).

"Contracting Practices by Hospitals," Chapter ll, Economics of Antitrust: New Issues,
Questions, and Insights, NERA Economic Consulting, 2004.
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"Geographic Market Issues in Hospital Mergers," Chapter 3 (with Scott Thomas) in Douglas C.

Ross and Mark J. Horoschak, Health Care Mergers and Acquisitions Handbook, Chicago:

American Bar Association, 2003.

"Antitrust Issues Between Payers and Provider," (with Scott Thomas), prepared for the ABA-
AHLA Health Care Antitrust Meetings, Washington DC, May l7- I 8, 2001 . (Reprinted in two
parts in Antitrust Health Care Chronicle, Chicago: American Bar Association, Spring 2002 and

Summer 2002.)

"Efficiencies Analysis in Hospital Mergers" (with Scott Thomas and Lawrence Wu), Antitrust
Health Care Chronicle,Yolume 13, No. I (Winter 1999),pp.2-11. (Revised version of article
found in Howard Feller, Antitrust and Healthcore Insights into Analysis and Enforcement,

Chicago: American Bar Association, Spring 1999.)

"AnalyzingDamages in Health Care Antitrust Cases" (with Scott Thomas), Antitrust
Developments in Evolving Health Care Markefs, American Bar Association, 1996, pp.67-96.

"Health Care Reforms - Are They Answering the Right Questions?" Adapting a Global Industry
to the New Health Care Environment, Proceedings of the Financial Times World
Pharmaceuticals Conference, March 23 and 24, 1994.

Financing Health Care, co-editor (with Ullrich Hoffmeyer), Kluwer Academic Press, 1994. Co-
author, Chapter 2;"The Prototype" (with Ullrich Hoffmeyer). Co-author, Chapter l4; "The

Health Care System of the United States" (with Julie Minnis).

"Health Care Funding and Its Impact on the Balance of Supply, Demand and the Meeting of
Needs," A New Socio-Economic Order in Twenty-First Century Europe, Conference Proceedings

of the General Assembly of the European Federation of Pharmaceutical Industries' Associations,

1993,pp.47-54.

"U.S. Health Care Reform: NERA Offers a Number of Recommendations" (with Julie Minnis),
Viewpoint, Vol. XXII, No. I (Winter 1993), pp. l5-21.

"The Effect of City Size on Journey to Work Behavior: Some Empirical Evidence" (with Oded

lzraeli), Perspectives in (Jrban Geography, Volume V (Concept Publishing Company, New
Delhi,lndia, 1987).

"The Competitive Nature of the Primary Care Physician Services Market," Journal of Health
Economics, Vol.4, No. 2 (June 1985).
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"Variations in Travel Distance, Travel Times and Modal Choice Among SMSAs" (with Oded
lzraeli), Journal of Transport Economics and Policy, May 1985.

"Beyond Goldfarb: Applying Traditional Antitrust Analysis to Changing Health Markets" (with
Geraldine Alpert), The Antitrust Bulletin,Yol.24, No.2 (Summer 1984), pp.165-204.

"Commentary," in A New Approach to the Economics of Heolth Care,Mancur Olson, ed.,
American Enterprise Institute, Washington, DC (December l98l). A review of fourpapers on
Hospital Regulation presented at AEI conference on "Health Care-Professional Ethics,
Govemment Regulation, or Markets," Septembet 25-26, 1980.

Deposition Testimony

Allergan, Inc. v. Merz Pharmoceuticals, LLC, MERZ GmbH & Co. KGaA, MERZ Aesthetics,
Inc., et al., January 26,2012.

Alan Moelleken, M.D., et al. v. Cottage Health System, et al., December 22,2011.

Saint Alphonsus Diversified Care, Inc. v. MKI Associates, LLP; MRI Associates, LLP, MN
Limited Partnership, and MN Mobile Limited, Counter-Claimants v. Saint Alphonsus
Diversified Care, Inc., Counter-Defendant, July 20,2011.

The Foundationfor Seacoast Health v. Hospital Corporation of America, et al., April 6, 2011.

In Re Aetna UCR Litigation,December 21,2010.

Diane Hiltman, Mona Rupe, on behalf of themselves and all others similarly situated, and on
behalf of the general public v. Formers Insurance Exchange, An Inter-Insuronce Exchange,
et al.o October 30,2009.

Federal Trade Commission v. Lundbeck, Inc., State of Minnesota v. Lundbeck, Inc., September
10,2009.

Kelli Miller, individually and on behalf of all others similarly situatedvs. Farmers Insurance
Company, Inc., et a/., September2,2009.

George S. Cohlmia, Jr., MD and Cardiovascular Surgical Specialists, Corp. v. Ardent Health
Services, LLC, et al., April2,2009.
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Carolinas HealthCare System, et al. v. South Carolina Department of Health and Environmental
Control, et al.,February 24,2009.

Paul Schwam v. Farmers Insurance Company of Arizona, et al., February 19, 2008.

Carolina Care Plan, Inc. v. United HealthCare Sewices, Inc. et al., January 29,2008.

State of Californiav. Safeway, et al., January 18,2008.

State of Califurniav. Safewry, et al., August7,2006.

Kaswan v. Allergan, May 4, 2006.

Edward Collins, M.D., et al., v. Anthem Health Plans, Inc.,February 1,2006 and November 14,

2003.

Saint Agnes Medical Center, et al. v. PacifiCare of California, et al., March 8, 2005 and

October 28,2005.

In Re: Managed Care Litigation, Provider Track Case relating to Shone I, MDL 1334, February
2,2005.

U.S. Philips Corporation v. Princo Corporation and Princo America Corporation ond
Gigastorage Corporation and Gigastorage USAv. U.S. Philips Corporotion and KoninHigle
Philips Electronics, NZ October 12,2004.

In the Matter of the Proposed Conversion of Premera Blue Cross to a For-Profit Corporation,
Washington State Insurance Commission, December 3-4, 2003.

Roclqt Mountain Medical Center, Inc. v. Northern Utah Healthcare Corporation, d/b/a St.

Mark's Hospital, et al.,October 16, 2003.

Retractable Technologies, Inc. v. Becton Dickinson & Company, et al., August25,2003.

In the Matter of Certain Recordable Compact Discs and Rewritable Compact Discs (United
States Intemational Trade Commission Investigation), May 23,2003.

McKenzie-Willamette Ho spital v. P e ace He olth, April 17, 2003.
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Del Monte Fresh Produce Company and Del Monte Fresh Produce N.A., Inc. v. Dole Food
Company, Inc. and Dole Fresh Fruit Company, January 21,2002.

Yvonne Green, on her behalf and on behalf of all others similarly situated, v. Aetna U.S.
Healthcare, Inc., et al., Octobet 26, 2001.

In Re: Aetna, Inc. Securities Litigation, June 21,2000 and July 19,2000.

B o ston Sc ientific Corporation v. Mentor Medical, .Inc., August 21, 1998.

The County of Tuolumne and Eric Runte v. Sonora Community Hospital, et al., October 2-3,
t997.

St. Mary Medical Group, Inc. v. M & C ProActive Management, Ltd., et al., April18,1997.

COBE Laboratories, Inc. v. AVECOR Cardiovascular, Inc., June 5, 1996.

Allergan Medical Optics and Microtech, Inc. v. Staar Surgical Co., Inc.,May 28,1996.

American Council of Certifed Podiatric Physicians ond Surgeons v. American Board of
Podiatric Surgery ond American Podiotric Medical Association, March 14,1996.

RetinaAssociates, P.A.v. SouthernBaptistHospitalof Florida, Inc.,January l8-19, 1996.

Santo Cruz Medical Clinic and Derjjan Associates, Inc. v. Dominicon Santa Cruz Hospital,
September 5-6,1995, October 3-4,1995 and February 2,1996.

Trylon Corporation v. Metwest, Inc. and Unilab Corporation, April7 , 1995.

ll'ang Laboratories, Inc. v. Mitsubishi Electronics America, Inc., et al.,March8,1994 and June
8,1994.

American Health Advisors and William Phillips v. The University of Texas System, et ol.,
November 9,1993.

John A. Bal@s, M.D. v. Roseville Community Hospital, et al. and John A. Bakos, M.D. v. Donald
Franlrs, M.D., et al.,October 8, 1993.

Diasonics, Inc. v. Acuson Corporation, December 8-9, 1992, March 15 and March 24, 1993.
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Dovid B, Kaye, M.D., et al. v. California Eye Institute, et al., December 28-29,1992.

Gerhard Flegel, D.O. and Richard Still, D.O. v. Christian Hospital Northeast-Northwest, et al.,
August 28,1992.

Lawrence Leyba, D.O. v. Hartmut Renger, M.D., Anesthesia Specialists of Albuquerque and St.

Joseph's Health Care Corporation, August 22, 1991.

Dqn A. Morgenstern, M.D. v. Charles S. Wilson, M.D., et al., July l8-19, 1991.

Colorado Orthopedic Dance and Athletic Rehabilitation, P.C. and Linda Perkin v. Preferred
Independent Physical Therapy Orgonization, Inc., October 4,1990.

Jeanne Call, et al. v. Prudential Insurance Company of America, et al., September 5, 1990.

Weldotron Corporation v. Hobart Corporation and ll'aldyssa,,S.l., March 6-9, 1990, April 30,

l990andMay l-4, 1990.

AB Food Products, Inc. v. Fabrica de Chocolates La Azteca, The Quaker Oats Company and
Gabriel Tello, January 3, 1990.

Thomas Andrew Cherewick and Therapeutic Radiologt, P.S.C- v. Northern Rockies Regional
Cancer Treatment Center, et al., February 9,1989.

Dreyer's Grand lce Cream, Inc. v. Popsicle Industries, Inc., Sara Lee Corporation, and DOES
1-100, December 9 and December 12, 1988.

Michigan State Podiatry Association, et al. v. Blue Cross and BIue Shield of Michigan and
Eugene Harper, D.P.M., et al. v. Blue Cross and Blue Shield of Michigan, July 20 and July 21,

1987.

Sun Drop Bonling Company, Inc., et al. v. Coca-Cola Bottling Co. Consolidoted and Pepsi-Cola
BottlingCompany of Charlotte, Inc., January 30 and January 31, 1986.

Wordsman v. Xerox Corporation, October 9, 1985.
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Trial Testimony

Alan Moelleken, M.D., et al. v. Cottage Health System, et al., (Superior Court for the State of
California, County of Santa Barbara, Anacapa Division), March 23,2012.

Allergan, Inc. v. Merz Phormaceuticals, LLC, MERZ GmbH & Co. KGaA, MERZ Aesthetics,
Inc., et a/., (U.S. District Court, Central District of California, Southem Division), March 2,
2012.

Saint Alphonsus Diversified Care, Inc. v. MN Associates, LLP; MN Associates, LLP, MRI
Limited Partnership, and MN Mobile Limited, Counter-Claimants v. Saint Alphonsus
Diversified Care, Inc., Counter-Defendant, (In the District Court of the Fourth Judicial District
of the State of Idaho, In and For the County of Ada), October 25,2011.

The Foundationfor Seacoast Health v. Hospital Corporation of America, et al., (Superior Court,
Rockingham County, State of New Hampshire), May 19,2011.

Federal Trade Commissionv. Lundbeck, Inc., State of Minnesotav. Lundbeck, Inc., (Federal
Court, 8th Circuit, District of Minnesota), December 15, 2009.

Komeshakv. Illinois Farmers Insurance Compony, et al., (Circuit Court, Twentieth Judicial
District, St. Clair County, Illinois), Class Certification Hearing, September 30,2009.

R.J. McCauley and Roxanne Rogers, et al. v. Farmers Insurance Company, et al., (District Court
of Canadian County, State of Oklahoma), Class Certification Hearing, Apri122,2009.

McKenzie-Willomette Hospital v. PeaceHealth (U.5. District Court for the District of Oregon,
Portland Division), October 22-23, 2003.

David M. Odom v. Fairbanlcs Memorial Hospital, et al., (Superior Court of the State of Alaska,
Fourth Judicial District of Fairbanks), March 14,2002.

St. Mary Medical Group, Inc. v. M & C ProActive Management, Ltd., et al., June 9,1997.

Wang Laboratories, Inc. v. Mitsubishi Electronics Americq, Inc., et a/., (U.S. District Court,
Central District of California), June 28,1994.

American Health Advisors and William Phillips v. The University of Texas System, et al.,
(District Court of Travis County, Texas, 26lst Judicial District), November 23,1993.
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Gil N. MileikowslE, M.D. v. Sheldon L. Schein, M.D., et al., (Superior Court of the State of
California, County of Los Angeles), October 25,1993.

Dan A. Morgenstern, M.D. v. Charles S. Wilson, M.D., et a/., (U.S. District Court, District of
Nebraska), December 9-10, 1991 and September 8-10, 1992.

Sun Drop Bottling Company, Inc., et al. v. Coca-Cola Bottling Co. Consolidated and Pepsi Cola
Bottling Company of Charlotte, Inc., (U.S. District Court, Westem District of North Carolina),
INf;ay 29-30, 1986.

Other Testimony

Arbitration Testimony

Saint Agnes Medical Center, et al. v. PacifiCare of California, et al., November 16, 2005 and

November 17,2005.

Trylon Corporationv. Metwest, Inc. and Unilab Corporation (binding arbitration before Judge

Weil); April 19, April2T,May 29,1995 and July 10, 1995.

Testimony Provided to the International Trade Commission

In the Matter of Certain Recordable Compoct Discs and Rewritable Compact Discs (USITC Inv.
No. 3 3 7-TA -47 4), Washington, DC, June 19, 2003.

Testimony Provided to State Agencies

Colorado Division of Insurance, Testimony in support of CIGNA's acquisition of Great West

Healthcare, Denver, CO, March I l, 2008.

Alaska Division of Insurance, Testimony in support of Premera Blue Cross' proposed conversion
to for-profit status, June 9, 2004.

Washington State Office of the Insurance Commissioner, Testimony in support of Premera Blue
Cross' proposed conversion to for-profit status, May 5,2004.

New Mexico Division of Insurance, Testimony in support of Cimarron Health Plan's acquisition
of QualMed Plans for Health, Santa Fe, New Mexico, August 30,1999.

NERA Economic Consulting 26



APPENDIX A

NERA
ECONOMIC CONSULTING

Page 12

Thomas R. McGarthy

Florida State Departrnent of Insurance, (written) Testimony in support of Aetna,Inc.'s
acquisition of Prudential Health Care's Florida Division, Tallahassee, Florida, March 2,1999
and March ll. 1999.

New Mexico Division of Insurance, Testimony in support of Presbyterian Health Plan's
acquisition of FHP of New Mexico, Inc., Santa Fe, New Mexico, October 23,1997.

Testimony Provided to State Legislative Committee

"The Mission Health System COPA," testimony and presentation to the North Carolina House
Select Committee on the Certificate Of Need Process and Related Hospital Issues, Fletcher,
North Carolina, October 20,2011.

Testimony Provided to Federal Agencies

"Health Insurance Monopsony - Competitive Effects," testimony and presentation to The
Federal Trade Commission and The Department of Justice Antitrust Division, Hearings on
Health Care and Competition Law and Policy, Washington, DC, April 25,2003.

"Health Insurance Monopsony - Market Definition," testimony and presentation to The Federal
Trade Commission and The Department of Justice Antitrust Division, Hearings on Health Care
and Competition Law and Policy, Washington, DC, April 24,2003.

"Contracting Practices," testimony and presentation to The Federal Trade Commission and The
Department of Justice Antitrust Division, Hearings on Health Care and Competition Law and
Policy, Washington, DC, March 27, 2003.

Certificate of Need Hearing Testimony

Fact-finding hearing before Virginia State Department of Health on behalf of BrandermillActive
Retirement Village, Inc. - Evaluation of the Virginia State Department of Health nursing home
bed need methodology, October 9, 1986.

Conference Papers and Presentations

"Agreements Among Competitors to Share Revenues During a Labor Dispute under Californio
v. Safewoy, Inc.," invited speech to the Los Angeles County Bar Association,Los Angeles, CA,
February 9,2012.
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"FTC v. Lundbeck (Ovation): A Retrospective Merger Review," invited speech to the Antitrust
Committee of the New York City Bar Association, New York, NY, October 21,2010.

"Unmasking the Wolf: The Universal Applicability of Antitrust Law and Economics?," NEM
Seminar on Antitrust and Trade Regulation, Santa Fe, NM, July I l, 2009.

"Bundling: Does PeaceHealth Tie It All Together?," Moderator, NEM Seminar on Antitrust
and Trade Regulation, Santa Fe, NM, July 3, 2008.

"When Does the Flow of Competitively Sensitive Information Create Antitrust Concems?,"
presentationto American Health Lawyers Association's Antitrust in Healthcare Conference,
Washington, DC, September 17, 2007 .

"How Buying at Low Prices Can Violate the Antitrust Laws: Monopsony Lessons from
Healthcare Antitrust Cases," presentation to the American Bar Association, Section of Antitrust
Law Meetings, Washinglon, DC, April 19, 2007.

"Health Care Quality and the Measurement of Market Power," invited panelist at Antitrust and
Health Care: Assessing Issues in Califurnia and the United States, a UC-Berkeley conference
sponsored by the Nicholas C. Petris Center on Health Care Morkets and Consumer Welfare,
April 30 - May 7,2004.

"Economics v. Daubert: Roundtable and Moot Hearing," Moderator, NEM Seminar on
Antitrust and Trade Regulation, Santa Fe, NM, July 6,2002.

"Leadership in Challenging Times," Directors' Roundtable speech and discussion with the
Honorable Timothy Muris, Chairman of the Federal Trade Commission, Los Angeles, CA, April
18,2002.

"Antitrust Issues Affecting Payors," presentation and paper to conference on "Antitrust in
Healthcare," sponsored by the ABA Section of Antitrust Law, the ABA Health Law Section, and
the American Health Lawyers Association, Washington, DC, May l7-18,2001.

"Why Tobacco II: What Changes Do Plaintiffs Want in the Use of Financial Incentives in the
Managed Care Industry?" Moderator and panelist at Marsh Health Spectrum Forum on Managed
Care Organization Enterprise Rls&, New Orleans, LA, July 13,2000.

"Use of Economists - Help or Hindrance?" Workshop presentation at American Health Lawyers'
Association Conference on "Antitrust in the Healthcare Field," Arlington, VA, February 17,
2000.
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"Aetna's Acquisition of Prudential Health Care," presentation at DC Bar Associqtion Luncheon,
Washington, DC, December 14,1999.

"Restructuring and Competition in the Health Insurance Industry," presented at NEM Seminqr
on Antitrust and Trade Regulation, Santa Fe, NM, July 10, 1999.

"Efficiencies Analysis in Hospital Mergers," speech atthe ABA Conference on Antitrust Issues in
Health Care, sponsored by the ABA Section of Antitrust Law and the Section of Health Low, in
New Orleans, LA, October 16, 1998.

"Restructuring and Competition in the Health Care Industry," presented at NEM Seminar on
Antitrust and Trade Regulotion, Santa Fe, NM, July I l, 1998.

"Overview of International Health Care Systems," presentation to the Eli Lilly and UCLA
Anderson School of Business ' I 998 Global Health Care Conference on "Managing Evolving
Health Cate," Los Angeles, CA, June 26, 1998.

"Current Antitrust Issues for Health Plans," presented to the American Association of Health
Plans' 8th Annual Managed Care Law Conference, San Diego, CA, April 27-29, 1997.

"Certificates of Public Advantage: The Example of a Great Falls Hospital Merger," presented at
NERA Seminar on Antitrust and Trade Regulation, Santa Fe, NM, July 4, 1996.

"Hospital Mergers and State Action Immunity," speech before the State ActionA.{oen Doctrine
Committee atthe American Bar Association meetings of the Section of Antitrust Law,
Washington, DC, March 27, 1996.

"The Economics of Vertical Mergers," presentedto Preston, Gates & Ellis Conference on
"Antitrust: Does the Tiger Again Have Teeth?" Seattle, WA, May 5,1995.

" Analyzing Damages in a Health Care Antitrust Case," presented at American Bar Association
Conference on Antitrust and Health Care, co-sponsored by the Section of Antitrust Law and the
American Bar Association Forum on Health Care, New Orleans, LA, October 7, 1994.

"Health Care Reforms Worldwide," presented at William M. Mercer International Conference,
New York, NY, September 29,1994.

"Employer Mandates in Health Care Reform," presented at NERA Seminar on Antitrust and
Trade Regulation, Santa Fe, NM, July 7, 1994.
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"Health Care Reforms - Are They Answering the Right Questions?" Speech to the Financial
Times World Pharmaceuticals Conference, Adapting a Global Industry to the New Health Care
Environmenf, London, U.K., March 23, 1994.

"Establishing the Relevant Market in Health Care Cases," presented atthe National Health
Lowyers Association meetings on Antitrust in the Health Care Field, Washington, DC, February
18.1994.

"Cost Crisis in Health Care: A Global Convergence Toward Market-Based Solutions," sponsored
by The Center for Strategic and International Studies. The results of NERA's l6-volume study
of health care reform in l2 industrialized countries were presented to Congressional staffs on
September 15,1993 in the Senate's Hart Building, Washington, DC (with U. Hoffmeyer and R.
Rapp).

"The Implications of Health Care Reform for Antitrust Litigation," presented at NERA Seminar
on Antitrust and Trode Regulation,Santa Fe, NM, July 10, 1993.

"Health Care Funding: It's Impact on the Balance of Supply, Demand and the Meeting of
Needs," presented atthe Annual Conference of the European Federation of Pharmaceutical
Industries' Associations, Salzburg, Austria, May 25, 1993.

"Health Care Reform and the European Economic Community," presentation to representatives
of various Directorates General of the European Commission, including Mr. Fernand Saur, in
charge of pharmaceutical policy for the EC, Brussels, Belgium, May 13,1993.

"Financing Health Care, with Particular Reference to Medicines," presentation of year long study
to CEOs of 35 R&D based pharmaceuticalcompanies, Washington, DC, April 1, 1993.

Discussant, "The Proposed Dutch Health Care System: Moving Away from Employer Based
Health Insurance," by Warren Greenberg, American Economic Association Meetings, Anaheim,
CA, January 7,1993.

"Effective Use of Economists in Health Care Litigation," presented at the National Health
Lawyers Association meetings on Antitrust in the Health Care Field, Washington, DC, January
29-31,1992.

"Calculating Damages For Lost Eamings," presented at NEM Seminar on Calculating
Economic Damages in Employment Cases, Los Angeles, CA, March 26,1991.
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"Valuing Intangibles in Transfer Pricing Cases," presented at NEM Seminar on Antitrust and
Trade Regulation, Santa Fe, NM, July 7,1990.

"Estimating Patent Infringement Damages," NEM Seminar on New Developments in the
Economics of Patent Infringement Litigation, San Francisco, CA, and Los Angeles, CA,
December 5 and 6, 1989.

"Competition and Cooperation in the Provision of Health Care," presented at NEM Seminar on
Contracting in the NHS, London, UK, September I I ,1989.

"A Comparison of the Cluster of Services Approach with the Product Line Approach in
Analyzing Hospital Mergers and Acquisitions," presented at NERA Seminar on Antitrust and
Trade Regulation, Santa Fe, NM, July 1987 and Young Partners Luncheon Series,New York,
NY, October 5, 1987.

"The Application of Franchising Concepts in the Health Care Industry," workshop presented to
the Ninth Annual American Bar Association's Forum Committee on Franchising, SanAntonio,
TX, October 23-24, 1986.

"Misuse and Confiscation of Intellectual Propertyo" presented at a NERA Seminar on Patents:
The New Economics (Infringement, Misuse and Damages/, New York, NY, April 17, 1986.

"Calculating Economic Damages in Wrongful Termination Cases," presented atthe First Annual
Employment Litigation Workshop, sponsored by the Employee Relations Low Journal,
Williamsburg, VA, September l8-20, 1985.

"An Economic Analysis of Certificate of Need Laws" (with David Kass), presented at the
American Economic Association Meetings, San Francisco, CA, December 1983.

"Medical, Legal, and Economic Ramifications of Changes in the Health Care System," panelist
atthe American Enterprise Institute Conference on "Restructuring the Health Care Financing
System: Policies and Programs" Washington, DC, January 26-27, 1983.

"A Reexamination of Medical Society Control of Blue Shield Plans," discussant of Amould and
Debrock paper atthe Eastern Economic Association Meetings, Washington, DC, April 29,1982.

"Public Policy Toward the Health Care Sector," presented to the Detroit Chapter of the National
Association of Health Services Executives, Pontiac, MI, June 15, 1982,
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Reviewer of four papers on "Regulation - Can It Improve Incentives?" at the American
Enterprise Institute Conference on "Health Care - Professional Ethics, Government Regulation,
or Markets?" Washington, DC, September 25-26,1980.

"A Model of the Primary Care Physician Firm," presented atthe Eastern Economic Association
Meetings, Montreal, Canada, May 8-10, 1980.

Moderator, Conference on Physician Manpower Issues - Health Economists' Views (Reinhardt,
Sloan), Oakland University Health Education Program, Rochester, MI, October 16,1979.

March2012
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Direct dial: +1 213 346 3004
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Scott J. Thomas

Vice President
National Economic Research Associates, Inc.
777 South Figueroa Street, Suite 1950
Los Angeles, California 90017
213 346 3000 Fax 213 346 3030
scott.thomas@nera. com

Dr. Thomas received a B.A. cum laude in Economics from the University of California, Los
Angeles, and M.A. and Ph.D. degrees in Economics from the University of California, Irvine.
While in graduate school, he specialized in public choice, industrial organization, and
econometrics. His graduate honors included a Regent's Dissertation Fellowship and an
Outstanding Graduate Scholar Award.

At NERA, Dr. Thomas has worked on a variety of health care antitrust maffers involving
hospitals, physicians, insurers, trauma centers, home health providers, skilled nursing centers,
laboratories, medical equipment distributors, ambulance companies, and pharmaceutical
manufacturers. He has studied relevant markets, monopoly pricing, predatory practices, price
discrimination, tying, vertical restraints, mergers and acquisitions, antitrust damages, and class
certification issues. Dr. Thomas has also specialized in intellectual property matters involving
the medical equipment and pharmaceutical industries. He has focused on the valuation of
patents and trade secrets and the calculation of damages resulting from infringement.

In addition, Dr. Thomas has worked on a number of health care commercial damage matters
involving hospitals, physicians, laboratories, and pharmaceutical manufacturers. He has applied
econometric techniques and financial analysis to calculate damages for tortious interference,
breach of contract, and wrongful injury/termination cases. Finally, Dr. Thomas has performed
valuations of various businesses, including hospitals and physician practices. He has used
strategic projections, financial statements, and stock price data to assess the market value of
these entities.

Before joining NERA, Dr. Thomas served on the faculty at the University of California, Irvine.
He taught introductory macroeconomics, intermediate macroeconomics. and intermediate
microeconomics. His research focused on information and advertising: bill sponsors as voting
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cues, stock market reaction to unanticipated legislation, and negative advertisements and voter
turnout.

Dr. Thomas has published several papers in the areas of public choice and industrial
organization. His article, "Determinants of Legislative Success in House Committees," appeared

in the journal Public Choice. Another article, "Geographic Market Issues in Hospital Mergers,"
appeared in a handbook on health care mergers and acquisitions published by the American Bar
Association.

He is a member of the American Economic Association and Western Economic Association and
an associate member of the American Bar Association's Antitrust, Intellectual Property, and

Health Law Sections.

Education
UNIVERSITY OF CALIFORNIA. IRVTNE
Ph.D., Economics, 1989
M.A., Economics,1987
Areas of Concentration: Public Choice

Industrial Organization
Econometrics

Honors: Outstanding Graduate Scholar Award, 1989
Regent's Dissertation Fellowship, I 988-l 989

I-INIVERSITY OF CALIFORNIA, LOS ANGELES
8.A., Economics, 1979
Honors: Graduated Cum Laude

Professional Experience
National Economic Research Associates. Inc.

1999-present Vice President

1993-1999 Senior Consultant

1990-1993 Senior Analvst

University of California, Irvine
1989-1990 Visiting Assistant Professor. Lectured approximately 150 students per quarter in

intermediate macroeconomics and intermediate microeconomics.
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1989 Teaching Associate. Lectured 266 students in introductory macroeconomics.

1986-1988 Teaching Assistant. Taught discussion sections for econometrics, intermediate
macroeconomics. and intermediate microeconomics.

Crain & Thomas
1979-1985 Senior Partner. Analyzed cement industry structure and performance for a class

action antitrust case. Designed campaign contributing strategies for corporate
political action committees. Compiled national election statistics by district to
determine the effect of congressional redistricting.

Professional Activities
American Bar Association
American Economic Association
Western Economic Association

Publications
"Analyzing Exclusionary Practices in Health Care Matters," prepared for the ABA-AHLA
Antitrust in Healthcare Meeting, Washington DC, May 24-25,2010.

"Analyzing Monopsony in Health Care Matters," prepared for the ABA Antitrust Spring
Meeting, Washington DC, April 18-20,2007.

"Do Not-For-Profit Firms Behave Differently?," Antitrust Insights, New York: NERA
Economic Consulting, September/October 2005.

"Geographic Market Issues in Hospital Mergers," in Douglas C. Ross and Mark J. Horoschak,
Health Care Mergers and Acquisitions Handbook, Chicago: American Bar Association, 2003.

"Antitrust Issues Between Payers and Providers," prepared for the ABA-AHLA Health Care
Antitrust Meeting, Washington DC, May 17-18,2001. (Reprinted in two parts in Antitrust
Health Care Chronicle, Chicago: American Bar Association, Spring 2002 and Summer 2002.)

"Efficiencies Analysis in Hospital Mergers," Antitrust Health Care Chronicle, Chicago:
American Bar Association, Spring 1999. (Reprinted in Howard Feller, Antitrust and Healthcare
Insights into Analysis and Enforcemenf, Chicago: American Bar Association, Spring 1999.)
"Hypothetical Expert Report on Damages," in Laurence H. Preffy, James L. Ewing, IV, and Tom
Arnold, Patent Litigation 1997,Yo1.2, New York: Practising Law Institute,1997.
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"Analyzing Damages in Health Care Antitrust Cases," in Howard Feller, Antitrust Developments
in Evolving Health Care Markers, Chicago: American Bar Association, 1996.

"The Effects of Congressional Rules About Bill Cosponsorship on Duplicate Bills: Changing
Incentives for Credit Claiming," Public Choice, Vol. 75, No. I, January 1993.

"Determinants of Legislative Success in House Committees," Public Choice,Yol.74, No. 2,

September 1992.

"A Negative Advertising Theory of Campaign Expenditures," in W. Mark Crain and Robert D.
Tollison, Predicting Politics, Ann Arbor: University of Michigan Press, 1990.

"Do Incumbent Campaign Expenditures Matter?," Journol of Politics, Vol. 51, No. 4, November
I 989.

$peeches
"Analyzing Exclusionary Practices in Health Care," presented at the ABA-AHLA Antitrust in
H e althc ar e C onfer e nc e, Arlington, Virginia, May 25, 20 | 0.

"Analyzing Collusive Monopsony," presented at the NERA Twenty-Seventh Annual Antitrust &
Trade Regulation Seminar, Santa Fe, New Mexico, July 7 ,2006.

"What Approach Should You Use for Calculating Patent Damages: Lost Profits, Reasonable

Royalties, or Both?," presented at NERA seminar series on Intellectual Property Matters,
Newport Beach, California, February 7,2000 and Los Angeles, California, February 8, 2000.

"Diagnosing Monopoly Pricing," presented at the NERA Nineteenth Annual Antitrust & Trade
Regulation Seminar, Santa Fe, New Mexico, July I l, 1998.

"Direct and Cross-Examination of a Damages Expert - Demonstrations and Panel Critique,"
presented at the Practising Law Institute conference on Patent Litigation I997,Beverly Hills,
Califomia, September 26, 1997 .

"Health Care Business Problems Commonly Analyzed by Economists," presented at the

Healthcare Financial Managers Association, Lone Star Chapter, Spring Symposium, Dallas,
Texas, March 27, 1997.

"Recent Antitrust Developments in the Hospital Industry," presented at the Annual Meeting of
Catholic Healthcare West Hospital CFOs, Santa Cruz, California, June 7, 1996.

NERA Economic Consulting 36



APPENDIX A

NERA
ECONOMIC CONSULTJNG

Page 5

Scott J. Thomas

Gonsulting Reports
Interrogatory Response filed on behalf of defendant, in connection with Richard A. Hynes, M.D.,
et al. v. Health First, Inc. in the Circuit Court for Eighteenth Judicial Circuit in and for Brevard
County, Florida, Case No. 05-2007-CA-19182, June 15,2012.

Supplemental Expert Report submitted on behalf of defendants in the United States District
Court for the District of Nevada, Virgin Valley Water District v. Vonguard Piping Systems, et al.,
Case No. 2:09-cv-00309, June 29,2010.

Rebuttal Expert Report submitted on behalf of defendants in the United States District Court for
the District of Nevada, Virgin Valley Water District v. Vanguard Piping Systems, e/ a/., Case No.
2:09-cv-00309, June 28, 2010.

Rebuttal Expert Report submitted on behalf of counterclaimant in the United States District
Court for the Central District of Californi a, King Tuna, Inc. v. Anova Food,1nc., Case No.
CV 07 -07 451 (JWJx), November 13, 2009.

Preliminary Expert Report submitted on behalf of counterclaimant in the United States District
Court for the Central District of California, King Tuna, Inc. v. Anova Food,.Inc., Case No.
CV 07 -07 451 (JWJx), Iuly 9, 2009.

Supplemental Expert Report submitted on behalf of defendants in the United States District
Court for the Northern District of oklahoma, George S. Cohlmia, Jr., M.D., et al. v. Ardent
Health Services, LLC, et al., Case No. 05-CV-0384 JHP-PJC, March 21,2009.

Expert Report submitted on behalf of defendants in the United States District Court for the
Northern District of Oklahoma, George S. Cohlmio, Jr., M.D., et al. v. Ardent Health Services,
LLC, et al., Case No. 05-CV-0384 JHP-PJC, August 14,2008.

"Supplement to Antitrust and Economic Impact Analysis of the Proposed Conversion of Premera
Blue Cross in the State of Alaska," prepared for Premera Blue Cross, March 8,2004. (Found on
the Alaska Division of Insurance Website.)

"Supplement to Antitrust and Economic Impact Analysis of the Proposed Conversion of Premera
Blue Cross in the State of Washington," prepared for Premera Blue Cross, March 5,2004.
(Found on the Washington Office of Insurance Commissioner Website.)
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"Antitrust and Economic Impact Analysis of the Proposed Conversion of Premera Blue Cross in
the State of Alaska," prepared for Premera Blue Cross, January 7 ,2004. (Found on the Alaska
Division of Insurance Website.)

"Antitrust and Economic Impact Analysis of the Proposed Conversion of Premera Blue Cross in
the State of Washington," prepared for Premera Blue Cross, November 10,2003. (Found on the

Washington Office of Insurance Commissioner Website.)

Expert Repon submitted on behalf of defendants in the Superior Court of Guam, Kyung Yeob

Yung, et al. v. Consolidated Transportotion Services, Inc., et al., Civil Case No. CV2605-98,
July 30, 2001.

Expert Report submitted on behalf of plaintiff in the United States District Court for the Central
District of Califomia Southern Section, Don De Cristo Concrete Accessories, Inc. v. Americqn
Allsafe Company, Inc., et al., Case No. SACV00-30 AHS (EEx), May 24,2001.

"Valuation Analysis of Putnam Hospital Center," prepared for counsel in connection with the
proposed hospital merger between Vassar Brothers and Putnam in New York, March 23,2001.

"Discussion of Patient Origin Data Analysis and HHIs Re: Proposed Lease of Sutter Merced
Medical Center by Mercy Hospital and Health Services - Merced," submitted to the California
Department of Justice, November 2000.

Expert Report submitted on behalf of plaintiff in the United States District Court for the District
of Oregon, Rentrak Corporotion v. Susan Janae Kingston, Case No. CV 98-1004-HA, June 13,

2000.

"Confidential Preliminary Report to Counsel Re: Proposed Merger between Baylor Health Care

Systems and Texas Health Resources," submitted to the U.S. Department of Justice, the Federal

Trade Commission, and the Texas Department of Justice, February 3,1999.

"Economists' Report Submitted to the California Department of Justice Re: Proposed

Acquisition of Chico Community Hospital by N. T. Enloe Memorial Hospital," prepared for N.
T. Enloe Memorial Hospital, February 27,1998.

"Expert Report on Damages," submitted on behalf of defendant in the Circuit Court for the State

of Wisconsin for the County of Dane, Uniek, Inc. v. Ililliam T. Graham v. Gregory J. Wenkman,

Case No. 94 CV 2784. June 13.1997.

NERA Economic Consulting 38



APPENDIX A

NERA
ECONOMIC CONSULTING

PageT
Scott J. Thomas

"Report on Hospital Activity in California, 1985- 1996," prepared for the California Office of
Statewide Health Planning and Development, January 27, 1997.

"Economists' Report Submitted to the Sacramento County Board of Supervisors Re: Proposed
Designation of Mercy San Juan Hospital as a Level II Trauma Center," prepared for Mercy
Healthcare Sacramento, November 7, 1996.

"Expert Report on Lost Pledges," submitted on behalf of the excess insurers in connection with
the Jewish Federation council of Greater Los Angeles matter, July 17 , 1996.

"Supplemental Expert Report on Damages," submitted on behalf of plaintiff in the United States
District Court for the District of Colorado, coBE Laboratories, Inc. v. AVEC)R
Cardiovasculdr, Inc., Case No. 95-WY-2284-CB, May 28,1996.

"Preliminary Expert Report on Damages," submitted on behalf of plaintiff in the United States
District court for the District of colorado, C)BE Laboratories, Inc. v. AVEC)R
C ardiovascular, Inc., Case No. 9 5 -WY -2284-CB, Aprit I 5, I 996.

"Economists' Report Submitted to the Montana Department of Justice Re: Proposed Great Falls
Hospital Consolidation of Columbus Hospital and Montana Deaconess Medical Center,"
prepared for the Montana Department of Justice, March 5,1996.

Affidavits and Declarations
Affidavit, filed on behalf of defendants, in connection with Richard A. Hynes, M.D., et al. v.
Heolth First, Inc. and Wuesthoff Health System, Inc. v. Health First, Inc., et al. inthe Circuit
Court for Eighteenth Judicial Circuit in and for Brevard County, Florida, Case Nos. 05-2007-
CA- I 91 82 and 05-2007 -CA-0 I 9391 , February 17 , 20lt .

Affidavit submitted in opposition to plaintiff s motion for partial summary judgment in the
Circuit Court for Eighteenth Judicial Circuit in and for Brevard County, Florida, Richard A.
Hynes, M.D., et al. v. Health First, Inc., case No. 05-2007-cA-l9l9z, March 5,2010.

Affidavit submitted in opposition to plaintiff s motion for partial summary judgment in the
Circuit Court for Eighteenth Judicial Circuit in and for Brevard Counfy, Florida, I(uesthoff
Health System, Inc. v. Health First, Inc., et al.,Case No. 05-2007-CA-019391, March 5,2010.

Affidavit submitted in support for plaintiffs' motion for summary judgment in the Superior Court
of the State of Georgia for the County of Fulton, United Healthcare of Georgia, Inc. et al. v.
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Georgia Department of Community Health v. The Medical Association of Georgia, et al., Case
No. 2006-CV-116114. June 11. 2009.

Declaration subrnitted in support for defendants' motion for summary judgment in the United
States District Court for the Northern District of California, Richard B. Fox, M.D. v. Good
Samaritan Hospital, et al.,Case No. CV 04 00874 PVT, June 30,2006.

Declaration submitted in support for defendants' motion for summary judgment in the United
States District Court for the Central District of Califomia, Bio-Medical Research Ltd, et al. v.

Thane International, Inc., et al., Case No. CV-02-01179-R (Mcx), October 28,2002.

Declaration submitted on behalf of plaintiff in the Superior Court of the State of California for
the County of Orange, Henry Schein, Inc. v. Western Dental Services, Inc.,Case No. CCl5l06,
March 14,2002.

Affidavit submitted on behalf of defendant in the United States District Court for the District of
Oregon, Video Update, Inc. v. RentrakCorporation,Case No. CV98-1013-HA, Ju|y27,2000.

Declaration submitted in support of defendants'motion for summary judgment in the United
States District Court for the Eastern District of Califomia, Chae Moon, M.D., et al. v. Catholic
Healthcare West, et al., Case No. CIV-S 97-2359-DFL DAD, July 26,1999.

Affidavit submitted on behalf of defendant in the Superior Court of the State of North Carolina
for the County of Mecklenburg, Novant Health, Inc. et al. v. Aetna U.S. Healthcare of North
Carolina, Inc., Case No. 98-CVS- 12661 , October 30, 1998.

Declaration submitted in support of defendants' motions for summary adjudication in the
Superior Court of the State of California for the County of Los Angeles, Arun K. Mittol, M.D., et
al. v. BayShore Medical Group, et al.,Case No. BC 172899, April 9, 1998.

Affidavit submitted in support of defendants' motion for summary judgment in the United States

District Court for the Eastern District of California, Four A Farms, et al. v. Califurnia-Oregon
Seed, Inc., et al., Case No. CIV-S-94-978 EJG PAN, October 20,1995.

Declaration submitted in opposition to defendants' motion for summary adjudication in the
United States District Court for the Central District of California, BMMG, Inc., et al. v. American
Telecast Corporation, et al., Case No. CV 92 3308 HLH, April 19, 1993.

NERA Economic Consulting 40



APPENDIX A

NERA
ECONOMIC CONSULTING

Page 9
Scott J. Thomas

Declaration submitted in support of defendants' motion for summary judgment in the Superior
Court of the State of California for the County of Orange, Ivar Roth, et al. v. Frank Rhodes, et
al., Case No. 625223, September 28, 1992.

Presentations
Part of presentation team on behalf of St. Joseph Health System and Hoag Memorial
Presbyterian Hospital at a meeting with the Federal Trade Commission in connection with the
proposed affiliation between the two health care systems, June 29,2012.

Part of presentation team on behalf of LHP Hospital Group, Inc. Saint Mary's Health System,
Inc., and Greater Waterbury Health Network, Inc., at a meeting with the Federal Trade
Commission in connection with the proposed joint venture between the parties, January 1,2012.

Part of presentation team on behalf of Renown Health System and Reno Heart Physicians at a
meeting with the Federal Trade Commission and Nevada Attorney General's Office in
connection with the proposed affiliation between the parties, November 15,2011.

Part of presentation team on behalf of Ardent Health System, SouthCrest Hospital, and
Claremore Regional Hospital at a meeting with the Federal Trade Commission in connection
with the proposed affiliation between the parties, June29,20ll.

Deposition Testimony
Testimony presented on behalf of defendants in the United States District Court for the District
of Nevada, Virgin Valley llater District v. Vanguard Piping Systems, et al., Case No. 2:09-cv-
00309, July 16,2010.

Testimony presented on behalf of defendant in the United States District Court for the Central
District of Califomia, King Tuna, Inc. v. Anova Food, Inc.,Case No. CV07-07451(JWJx).
January 5,2010.

Testimony presented on behalf of defendants in the United States District Court for the Northern
District of Oklahoma, George S. Cohlmia, Jr., M.D., et al. v. Ardent Health Services, LLC, et al.,
Case No. 05-CV-0384 JHP-PJC, April 3, 2009.

Testimony presented on behalf of defendants in the Superior Court of the State of California for
the County of Los Angeles, Kenneth L. Rosenblood v. Robert Hayman, et al., CaseNo. BC 374
005. October 23.2008.
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Testimony presented on behalf of cross-complainants in the Superior Court of the State of
Califomia for the County of San Bernardino, Dallen Trealoff v. Forest River, Inc., et al., Case
No. SCVSS 096372, February 15,2007 and June 6,2008.

Testimony presented on behalf of defendants in the United States District Court for the Northem
District of California, in the San Jose Division, Richard B. Fox, M.D. v. Good Samaritan
Hospital, et al., Case No. C04 00874 RMW, September 20,2006.

Testimony presented on behalf of defendants in the Superior Court of the State of California for
the County of Los Angeles, Universal Bank v. Moss Adams, LLP, et al., Case No. BC 263 709,
June I 1.2003.

Testimony presented on behalf of plaintiff in the Superior Court of the State of California for the
County of Orange, Henry Schein, Inc. v. Western Dental Services,Inc.,Case No. CC15106,
February 14,2002.

Testimony presented on behalf of plaintiff in the United States District Court for the Central
District of California in the Southern Section, Don De Cristo Concrete Accessories, Inc. v.

American Allsafe Company, Inc., et al., Case No. SACV00-30 AHS (EEx), JuIy 23,2001.

Testimony presented on behalf of defendants in the Superior Court of the State of Califomia for
the County of Los Angeles, MetolMart, Inc. v. Samuel Allen, et al., Case No. 8C200847, May
25.200t.

Testimony presented on behalf of plaintiff in the Superior Court of the State of California for the
County of Orange, Sidney Bornv. Y. Michael Kim, et al.,Case No. 818058, April30,2001.

Testimony presented on behalf of defendant in the Circuit Court for the State of Wisconsin for
the County of Dane, Uniek, Inc. v. William T. Graham v. Gregory J. Wenkman, Case No. 94 CV
2784, June 19, 1997.

Arbitration Testimony
Testimony presented on behalf of counterclaimant at the American Arbitration Association in the
State of California, Interstate Rehab, Inc. v. Target Healthcare, Inc., Case No. 72193 255 00,
October 19-20,2000.
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Trial Testimony
Testimony presented on behalf of counterclaimant in the United States District Court for the
Central District of California, King Tuna, Inc. v. Anova Food, Inc., Case No. CV07-
0745 I (JWJx), September 7, 2070.

Testimony presented on behalf of cross-complainants in the Superior Court of the State of
California for the County of San Bernardino, Dallen Trealoffv. Forest River, Inc., et al., Case
No. SCVSS 096372,March 19,2009.

Testimony presented on behalf of defendants in the Superior Court of the State of California for
the County of Los Angeles, Kenneth L. Rosenblood v. Robert Hayman, et al., Case No. BC 374
005, January 20,2009.

Testimony presented on behalf of defendants in the Superior Court of the State of California for
the County of Los Angeles, MetalMart, Inc. v. Samuel Allen, et ol., Case No. 8C200847, June
I l,2001.

Testimony presented on behalf of defendant in the Superior Court of the State of Califomia for
the County of Los Angeles, Helen D. Zweckv. GTE California, Inc.,CaseNo. BC 142687,June
3 and 5,1997.

September 2012
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APPENDIX B: HCSC and BGBSMT Commercial Health Membershipn

2007 -2011

BCBSMT
Year Risk

(l)

4,331,003

4,574,r92

4,877,92
4,881,019

4,786,301

ASO
(2)

7,451,739

7,810,297

7,8W,675

7,476,129

8,357,426

(3)

|,'t82,742
12,384,489

12,678,667

12,35'1,148

13,143,727

Risk
(4)

156,7t7

147,023

139,415

r45,229

142,675

ASO
(s)

46,8r4

48,420

52,657

60,2t9

65,534

20w
2008

2N9
2010

20tl

(6)

203,531

195,M3

192,072

205,448

208,209

Sources. BCBSMT Enrollment for 2007 - 201 I .f sx
HCSC Membershrp by PIan 2007-201I xlsx
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APPENDIX C: NIO Blues Surplus Analysis at 2011yE

Plan

Multi-Strte NIO Blues

Total Adjusted
Capital

ACL RBC Capitrl Required by

JEgg:redc"pjltD_ . RBCRario BcBs@gI_

CareFrr$

Regence

Premera

Wellmark

Multi-Sate Srb-Total

Tennesxe

Alabama

North Carolina
Massachusetts

Independence BC
Flonda

Minnesota

Large $b-Total

Excellus NY
Tnple-S Salud

Loursana

Arkansas

Arizona
South Carolma
Mrsssrppr
Capral BC

Health NowNY
Hawart

Nebnaska

Medrwn $rb-Total

Kansas Crty
Rho& Island

BC-ldaho
North Dakota

$ 414 5

278 2
t72 1

104 8

t?0 6

261.0

858 6

971 0

969 6
897 0

934 5 0/o

o/o

1,164 I %

610 4

t,028 7
566 2

802 0

6730 %

709 3
866.9
945 6

|,064 7

623 0

661 7
1,270 8

800 2

807.9 0/o

631 4

658 7

|,034 4

933 7
|,487 7

840 0
|,689 4

797 3
623 3
547 .l

t,266 2

848 3

4,533.4

| ,41 6.1

l,888 6

973 1

I,084 3

t7l 9

t94 5

100 4

t20 9

2,642 9
644 7
729 4
376 3

453 3

$ 18,865 2 $ 2,018 7

Larse Sinsle-Stete NIO Blues €xcl-Blue Shield ofCalifornir (> 2,000,000 Herlib Mesbers in 20ll)

|,49t 9

991 I
1,816 2
|,626 3

|,906 7

2,924 |
288

230

145

7 ,570 3

1,554 5
1,043 2

645 3
393 0
639 7

978 9
I,080 6

862 9

544 1

Mrchrgan $ 2,789 1

Horrzon |,973 2

l.l6l I

$ 16,680 2 $ 2,064.6

Medium Sinsle-State NIO Blues (500.000-2,000,000 Heeltb Members in 20ll)
7 ,742 2

752 7
165 5

316 8

254 |
224 6

796.8

t24 5

381 I
318.2
278 4

ll2 6

$ t,261 3

290 7
873 8
632 7
891 0

I,785 0

561 I
810 3
528.9

406 2

380 3

$ 200,7
44 1

845
678
599

212 5

JJ Z

101.6

849
742
30.0

$ 9935

small Single-state NIo Blues. crcl-Dclaware and lftnsas (< 500,000 Heatth Members in 201 l)

$ RdrT?

$ 6496
323 4
443 I
286 8

295 8

$ 558
530
43 1

507
369

1?rs5

209 |
t98 7

161 8

190 0

138 3

179 0

l1 0

ll I I,6t9 3

835 6

864.5

J

Wyomrng

$nall $rb-Total

NIO Blues Total

4t5

$

$

o/o

v"

$

$

$

$

2,424 5

46,397.2

290 2

5,366.9

1,088 I

20,126,0

Notes RBC denotes as R:sk based caprtal

B$Californra excluded &re to dfferences betvem Cahfomra Satutory Filings and NAIC filings
BCB$Kansas exclu&d because NAIC statrtrory frhngs not avalable

Source Health Annual $atements" $.lL Fmancral
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APPENDIX D: General and Administrative Expense: Analysis for
HCSC and BCBSMT, 2007-2011

,00?_ _4!!_ iffi _2s1!_ _ +1_

HCSC Actuel Resulb

Net Premiuns Eamed

Total E)penses

Expense Ratio

Ercense Adiustments
Real Estate Tarcs

State & l,ocal Ta:cs
PremiumTa:cs

Regulatory Authority Fees

Payroll Tarcs
OtherTarcs

Expenses excl-Tues & Fces

(1)

$ 14,774.8

r,783.4

12.1 %

$ (9u)

0.2

( I0tl.tt)

{0.4}

t76.2\
r29 7\

$ r5st.7

(2)

$ 16,455.0

t,8u.7
11.5 %

$ i l().8t

0.6

(117.2)

(0.21

\79 7J

(35 1)

s t,642.2

(3)

$ 17,764.4

2,120.8

11.9 %

$ tIl-lt
10 8)

( 140.9)

(0 9)

(tl2 0)

r69.9 )

$ 1.E15.0

(4) (s)

$ 19,960.1

2,t67.8

10.9 %

$ t l6.ot
(2il 9)

r 162 11

(t 6)

(796)

i 87.2 r

$ 1,79s.4

$ 20,324.7

2,231.5

11.0 %

$ ( 13.4)

(lll6)
r 16,1 .s )

r0.-{ I

(82 1)
(l I9.0)

$ 1,740.2

Ratio 10.5 % 10.0 % 10.2 % 9.0 % E.6 %

BCBSMTActUd Resulb

Net Premiums Earned

Total Eryenses
Expense Ratio

Emense Adiustnrnts
Real Estate Tarcs
State & Local Tares

Premium Tarcs
Regulatory Authority Fees

Payroll Tarcs

Other Ta>cs

hpenses cxcl-Texcs & Fecs

o)

$ 509.0

90.0

17.7 %

$ (t).21

(0 1)

0.0

(().6)

(2.41

ri 7)

$ E3.0

Q)

$ 516.2

85. I
16.5 %

$ (02)

10 t)
0.0

(0. l)
1221

t4.0)

$ 7E.5

(3)

$ 503.3

84.7

16.8 %

$ r02l
10 l)
0.0

0.0

(2 6)

(3.6)

$ 7E.2

(4) (s)

$ s29.3

77.2

14.6 %

$ {0.2 )

10 l)
0.0

r0. lr
(2 5)

$ 70.1

$ 562.3

79.6

14.2 %

$ (02)

1r) t)

0.0

r() 61

(2.4\

r4._i)

$ 7l.t

Ratio 16.3 % 15.2 % 15.5 % 13.2 % 12.8

Source: Health Annual Stalements, SNL Financial
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APPENDIX E: NIO Blues Underwriting Margin, 2010-2011

Multi-State NIO Blues

2010 201 I

Plen

N€t
Pre mium Undcruriting Underwriting
Rercnues Grin Mrrgin

-----------($000,000)---------------

Net
Prenium Underwriting Underwriting
Rcwnucs Gein Mrrgin

---------(s000,000)---------
(4) (s) (6)(t) (2) (3)

2,096 0
6,778 5

6,003 8

2,787 2
3,1 l9 0

02
220 s

45 I
682
607

33
0.8

24
l9

(l 6)

2l
{n
2.7

l2,l2t 0

6,940 2

5,814 0

2,959.3

3,204 2

736
{9ll {l I

863
660 6

ll
{l 7i
29

206

53 %

486

s 50,744 7 $ 1.6477 32 % s 51,363 3 $

Itrqe Sinqle-Strte NIO Blucs crcl-Bluc Shicld ofCrlifornir (> 2.000.000 Herlth Memb€rs in 20ll)

CareFlrst

Regence

Premera

Wellmark

MultFState $&Total

Mrchrgan

Horzon
T enn essee

Alabama

North Carohna

Massachusetts

Independence BC

Florida
Mmnesota

Large Sub-Total

Excellu NY
Triple-S Sald
Lousrana
Arkmsas
Anzona
SoUh Carohna

Cepttal BC

Health Now NY
Hawal

Kansas Crty
Rbode Island

BC-ldaho
North Dakota

Small $bTotal

NIO Blucs Total

03
22

{0 6} 4,971 3

2,7 41.4

904

234 |
250 4
lt2 5

42.7

287 0
124 0

168 2

l0
09
46
6l
23
07
3l
17

$ 8,966r $ 55 0t % $ 9,0282 $ o/o

7 ,958 3

4,'167 9

4,273 3

4,682 9
6,3t3 7

9,975 0

7,432 4
3,837 8

20.s

104 9

t59 0

r2" 8)

rl0{) ?)

213 5

370.2

t04 7

8,3 16 4

s,128 |
4,105 5

6,346 2
9,392 9

7,469 3

3,99s .7

s 58,207 3

Mcdium Sinqlc-Strtc NIO Blues (500.000-2.000,000 Hertth Mcnbcrs in 20ll)

t,63 I I
I,148 5

1r 7)

24
ll

t.l .l t

24 o/o

28 Yo

t4
08
42
56
3l
07
t6

(0 7)

ll
r0 0i

l9 %

265 %

4.8

r8.ll

l2
8.0

73 %

1.6 v"

nrr* 1.5 0/o s 58,753 6

$ 5,664 I
t,890.5
2,508 4

I,406 I
1,441 9

2,66t 9

I,t 08 2

2,012 I
2,396 6
2,064.4
I,448 I
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l. Execunvr SuuuaRy

Actuarial Services & Financial Modeling, lnc. [dba Actuarial Modeling ("ActMod")] cautions the reader of
this Executive Summary of the need to reView the complete Report including Attachments to appreciate its
purpose, scope, and limitations. This Executive Summary is provided as a convenience to the reader to
summarize the key observations and conclusions that are discussed in detail in the body of this Report. The
key observations and conclusions are as follows:

A. That this Report discusses ActMod's independent Actuarial Appraisal (the "Appraisal,,) of certain
health care contracts (the "Modeled Business Segments")written and administered by Blue Cross Blue
Shield of Montana ("BCBSMf).

B. That BCBSMT has announced the likelihood of an alliance with the Health Care Service Corporation
(dba Blue Cross Blue Shield of lllinois/Texas/New Mexico/Oklahoma), or "HCSC.,, The purpose of
ActMod's Appraisal, however, is not specific to a potential HCSC alliance but is to assist BCBSMT with
respect to any transaction regarding the possible transfer of BCBSMT's obligations and cash flows
related to the Modeled Business Segments.

C. That ActMod believes the recent financial experience of BCBSMT and certain requirements of the
Affordable Care Act ("ACA"), specifically as regards smaller health insurers, challenge the ongoing
financial viability of BCBSMT.

D. That using what ActMod considers reasonable assumptions, we developed various scenarios for the
Modeled Business Segments that produced independent Appraisal Values with Appraisal Dates of
January l,zOLg andJune 3A,20!2.

For the January t, 2Ot3 Appraisal Date, Appraisal Values ranged from S0.1 million to 541.6 million.
While it is customary to prepare Appraisals with a range of reasonable values, BCBSMT requested that
ActMod provide a single and specific Appraisal Value that we considered reasonable. ln response to
this request, ActMod developed a specific Appraisal Value of Slg.6 million for this January t, ZOLI
Appraisal Date. We request that any reader of this Report refer to the body of the Report for
ActMod's caveats concerning the development of a single and specific AppraisatValue.

For the June 30, 2oL2 Appraisal Date, Appraisal Values ranged from S0.0 million to Sgg.s million.
Consistent with the above single and specific Appraisal Value for a January L,2Ot3 Appraisal Date,
ActMod developed an Appraisal Value of SL7.6 million for this June 30, 2OL2 Appraisal Date. Again, we
request that any reader of this Report refer to the body of the Report for ActMod,s caveats
concerning the development of a single and specific Appraisal Value.

E. ln ActMod's opinion our Appraisal reflects certain intangible assets related to the cash flow of the
contracts that were the subject of our review. Specifically, the intangible value of the "customer list,,
that generates the cash flow is included in our Appraisal. ln addition, the intellectual property and
infrastructure that is expected to generate the substantial cash flows attributable to new business
written after the valuation date is reflected in our Appraisal. Since no reduction in cash flows was
attributed to the potential loss of the Blue Cross Blue Shield franchise enjoyed by BCBSMT, the
intangible value attributable to this franchise, in ActMod's opinion, is also reflected in our Appraisal.

ll. Genenal Bacxonouro rulo Scopt or Srnvrces

BCBSMT is one of 38 independent community-based and locally operated Blue Cross Blue Shield companies
licensed by the Blue Cross and Blue Shield Association ('BCBSA").
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Recent years have been financially challenging to BCBSMT as Exhibit 5 clearly illustrates. There have been
no net underurriting gains reported in the calendar year-end Statutory financial statements filed with the
Montana Commissioner of Securities and lnsurance ("CSl") since 2007. Net underwriting losses from 200g
to 2011 ranged from S0.8 million for calendar year 2008 to Stl.O million for calendar year 2009. Net
underwriting losses for 2OLL, the most recent calendar year reporting period, amounted to S5.4 million.

Perhaps even more significant is the 24To decrease in BCBSMT's Risk-Based Capital ("RBC,,) Ratio from
76O.L% as of L2/31/2O07 to 577.3% as of L2/3L12011 (please see Exhibit 6). lf there were a single factor
most reflective of the financial health of a Managed Care Organization ("MCO"), it would likely be the RBC
Ratio - or, more significantly the trend in the RBC Ratio. While 577% is comfortably in excess of the BCBSA
minimum level of 375%, the trend is obviously troubling.

With under 5600 million of Premium lncome (as reported in the 201.L Statutory Financial Statement), we
consider BCBSMT to be a relatively small MCO. This is especially true when BCBSMT is compared to the
largest national MCOs. Exhibit 12 compares the revenues and employees of the eleven largest public MCOs
to BCBSMT (i.e. the MCOs that were members of the Fortune 500 club for the 2011 calendar year).
Revenues for these large MCOs are from 9 to 181 times larger than BCBSMT's revenues. Similarly, the
number of employees for these large MCOs range from 8 to 185 times that of BCBSMT's.

ln ActMod's opinion, scale matters from at least three very important perspectives:

A. MCOs require economy of scale if they are to maintain profitability and compete on price with the
larger players.

B. lt will be increasingly essential for an MCO to make sufficient capital investments for it to remain
competitive while developing innovative health care programs and providing Members with
satisfactory service in an ever changing and challenging environment. Many initiatives will require
large fixed investments that will prove difficult or impossible for smaller MCOs with limited resources.

C. We believe that there is an industry consensus that the Affordable Care Act ("ACA") will make it much
more difficult for smaller plans to remain financially viable and that industry consolidation is very
likely if not inevitable. For example, the ACA mandates minimum medical loss ratios and focuses the
industry on improving medical care delivery while restraining future costs via innovative and likely
costly investments and/or alliances. In addition, the health care exchanges are specifically designed to
increase competition, partially by facilitating price comparisons for various MCO offerings. The
economies of scale enjoyed by the larger MCOs are expected to provide them with price advantages
over smaller MCOs.

BCBSMT management recognized these challenges and initiated a review of its strategic position, including
the potential merging of its businesses or an acquisition/alliance by or with a larger MCO.

In this regard, ActMod was engaged to assist BCBSMT in its discussions with potential acquirers by
developing an independent appraisal of the expected cash flows associated with the Modeled Business
Segments. ActMod also understands that such a transaction will almost certainly involve discussions with
the Montana Commissioner of Securities and Insurance ("CSl"). ActMod has agreed to assist BCBSMT with
respect to responding to questions the CSI may have with respect to our Appraisal.

Please note that throughout this report (the "Report") the definition of capitalized terms not defined in the
body of the Report can generally be found in Exhibit 2 ("Definitions and Industry Terminology,,).
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-The scope of ActMod's assignment was limited to preparing projected cash flows and corresponding
present values for the "Modeled Business Segments." The nine Modeled Business Segments addressed by
our Appraisal consist of:

A. Individual Business Segment ("lndividual"): This segment consists of health care polices purchased by
individualSubscribers. These policies are also sometimes referred to as "Direct pay."

B. Small Group Business Segment ("Small Group"): The data provided to ActMod for review define this
segment as health care policies purchased by employers with fewer than 51. employees. The
Affordable Care Act ("AcA") defines small groups as employers with less than 101 employees but
permits states to define small groups as employers with less than 51 employees untilJanuary t, 2016
(at which time smallgroups must be defined as employers with less than l0l employees).

Since ActMod does not believe that BCBSMT will be materially challenged with respect to meeting the
ACA-Defined minimum Medical Loss Ratios for either the Small Group or Large Group Business
Segments [please see Section lV. Scenario 1: (A) below], ActMod does not believe that the definition
of Small Group materially impacts our Appraisal.

C. Large Group Business Segment ("Large Group"): This segment consists of health care policies
purchased by employers with 51 or more employees.

D. Medicare Supplement Business Segment ("Medicare Supplement"): This segment consists of
supplemental health care policies {also called "Medigap" policies) purchased by individuals enrolted in
the traditional Medicare program.

E. Medicare Part D Business Seqment ("Medicare Part D"): This segment consists of government-
subsidized prescription drug policies purchased by Medicare eligible individuals.

F. Federal Emplovee Program Business Segment ("FEP"): This segment consists of health care policy
offerings to federal employees. The FEP program offers individual federal employees a choice of
health care plans from a multitude of health care plans. BCBSA negotiates with the U.S. Office of
Personnel Management a common FEP benefit plan that is offered by all Blue Cross Blue Shield plans.
BCBSMT writes the FEP benefit plans offered to Federal employees residing in Montana.

G. Students Business Segment {"Students"l: This segment consists of health care policies designed for
and sold to college students.

H. Self-Funded Business Segment ("Self-Funded"l: This segment consists of health care policies
administered by BCBSMT and purchased by larger employers capable of assuming some or all of the
underwriting risk normally assumed by BCBSMT.

l. Stop Loss Business SeFment ("Stop Loss"): This segment consists of health care policies that are
supplemental to self-funded policies. Employers purchasing self-funded policies often purchase these
Stop Loss policies to protect them from catastrophic losses. BCBSMT reinsures 75% of the risk it
assumes from these Stop Loss policies on a Quota Share basis to protect it from these same
catastrophic losses. The Appraisal values only the cash flows for the 25% of the Stop Loss financial
experience retained by BCBSMT.

Exhibit 4 shows the distribution of Premiums Earned and Members served for each of the nine Modeled
Business Segments for the six-month period ending lune 30,2012.
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At the present time there are several non-modeled Business Segments {i.e. an Administrative Services
Contract servicing Montana State employees, a Medicare Advantage Business Segment, and minor
miscellaneous activities) that are not considered in the Appraisal. BCBSMT has indicated that these non-
modeled Business Segments will either terminate prior to January L,2OL3 (i.e. one of two Appraisal Dates)
or are immaterialto the Appraisal.

While we consider our Appraisal to be independent, a definition of "independence" is necessary to clarify
ActMod's role in completing our assignment. For example, allof the data required to prepare our Appraisal
was provided to ActMod by BCBSMT. ActMod reviewed this data for reasonableness but did not conduct a
detailed review or audit. ln addition, since future results depend upon current management plans and
actions, the most critical assumptions required for our Appraisal were based on detailed discussions with
BCBSMT management and technical personnel. Again, ActMod reviewed the ultimate assumptions for
reasonableness but relied on BCBSMTs input for many of the key assumptions.

In our opinion, such reliance is not only appropriate but essential to our developing the most accurate
Appraisal. This is similar to an investment analyst interviewing a company's management and considering
the company's guidance with respect to evaluating expectations regarding the company's prospective
financial results.

In addition, we believe such reliance is typical and universal when an external and independent actuary is
asked to assist a company with complex actuarial issues - especially actuarial issues requiring the detailed
review of a company's own data and/or the analysis of the impact of company management's actions.

Accordingly, we define an independent Appraisal as an Appraisal developed with material reliance on
company personnel but with our conclusions and results reflective of our professional judgment and
unbiased as to direction.

This Report identifies those instances for which we relied on the company and, in particular, we identifo the
following individuals upon whom we relied most heavily in gathering data and preparing our Appraisal:

Chief Financial Officer: Mark Burzynski, CPA

Chief Actuary: James Spencer, FSA, MAAA
Controller: Chris Manger, CPA

In preparing our Appraisal and this Report, ActMod specifically considered the following Actuarial
Standards of Practice ("ASOP"):

A. ASOP No. 1-9: Appraisals of Casualty, Health, and Life Insurance Businesses; Revised Edition, Adopted
June 2005, Updated May 1, 201L (Doc. No. 137)

B. ASOP No. 23: Data Quality; Revised Edition, Adopted December 2004, Updated May L, ZOLL (Doc. No.
L4L)

C. ASOP No. 41: Actuarial Communications; Adopted December 2010 (Doc. No. 120)
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lll. Mornooor,ocms Usnn ron rrm Acruanu,r, Appnnsar,
To prepare our Appraisal, ActMod relied extensively on two of our proprietary actuariat health care models
that we developed specifically for the purpose of evaluating both historical and projected financial results
for short-term health care policies (i.e. the type of policies offered by the Modeled Business Segments that
are the subject of this Report). The model that analyzes historical financial results is called the
"Segmenter." The more complex model used to project and analyze future cash flows is called the
"Optimizer."

In addition to a multitude of complex algorithms integral to both the Segmenter and the Optimizer, the
models also require accurate detailed data and numerous reasonable input assumptions if the results
produced from either model are to be credible. As previously noted, we reviewed the information for
reasonableness but relied on the detailed data provided by BCBSMT and discussed all of the critical input
assumptions with BCBSMT management and technical personnel. Following is a summary of the key steps
ActMod followed to produce the Appraisal and the results discussed throughout this Report:

A. Caoture Historical Financial Information: The critical driver of the Appraisal is the historical financial
experience analyzed by the Segmenter that is used to develop the various "starting points,, for the
projections prepared by the Optimizer. ln this regard, both BCBSMT and ActMod spent considerable
time preparing the data to accommodate the Segmenter.

This required that BCBSMT provide ActMod with detailed month-by-month financial information for
each of the Modeled Business Segments as well as the non-modeled Business Segments. The non-
modeled Business Segments were required since this process required an aggregate reconciliation to
BCBSMT's Statutory Financial Statements.

BCBSMT provided ActMod with 30 months of historical financial information (i.e. information from
January 2010 through June 2072) in our requested format. ln addition to reconciling the information
to the 2010 and 2011Annual Statutory Financial Statements ("STAf Financial Statements), BCBSMT
also provided ActMod with STAT-adjusted financial statements that this Report refers to as
"Management GAAP" financials (i.e. financial statements prepared more consistent with Generally
Accepted Accounting Principles). ln addition to the Management GMp "Reported,, financials, ActMod
was also provided with Management GAAP "Recast" financials. The "Recast,, financials replace
"Reported" actuarial claim liability estimates with "Recast" estimates based on claim information not
available when the estimates were first reported (i.e. claims paid after the claim incurral dates, which
is generally referred to as "claim runout"). The STAT to Management GAAp Recast adjustments were
necessary for ActMod to have a more credible basis for financial analysis. For example, the three
largest adjustments consisted of:

(1) Recast versus Reported Claim Liabilitv Estimates: The Claim Liability Estimates in the
Management GAAP Recast financials reflect the following three adjustments to the
corresponding estimates in the Reported financials:

(a) Removal of Margin: BCBSMT includes a 2}o/o margin for potential adverse deviation in its
claim liability estimates. This is a relatively high margin percentage compared to industry
norms which in ActMod's opinion is closer to an average of 5% to L}o/o (with smalter
companies such as BCBSMT maintaining margins closer to the high end of this range). This
margin was completely removed in the Management GMP Recast financials provided to
ActMod for review.
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It is important to recognize that claim liability margins do not necessarily cause a material
distortion to reported earnings in a financial statement. That is, reported earnings are
impacted only by the change in the claim liability from the beginning of a reporting period
to the end of a reporting period. Therefore if the margin is identical at the beginning and
end of a reporting period, there is no impact on reported earnings.

(b) Removal of Seasonalitv Adiustment: The Reported financials include a seasonality reserve
that attempts to smooth a claim pattern that BCBSMT indicated results in lower claims costs
during the first part of a calendar year with claims costs increasing as the calendar year
progresses. This is not an unusual pattern for a Managed Care Organization ("MCO") and is
typically caused by calendar year deductibles. The contractual claim obligations of an MCO
increases as Members satisfiT their deductibles throughout a calendar year. The
Management GAAP Recast financials remove this seasonality reserve.

This seasonality pattern is demonstrated in Exhibit 7(a), which shows the first and second
half financial experience for calendar years 2010 and 2011. The first half medical loss ratios
of 8O.4% and 80.7o/o are materially lower than their second half counterparts of 83.8% and
84.5% for calendar years 2010 and 2011, respectively.

(c) Prior Period Corrections: The need for margin in a claim liability estimate is attributable to
the fact that actual results will almost always differ from the liability estimate. The
Management GAAP Recast financials replace prior period claim payment estimates with
actual claim payments known at the time of the recast date. The Management GAAp Recast
financials used for ActMod's Appraisal reflect all known claim payments through July 31,
2012.

(2) Accountins for Administrative Services Contract ("ASC") Fees and Expenses: The STAT financial
statements include net amounts by subtracting the allocated expenses from the ASC Fees for the
Self-Funded Business Segment. The break out of the netted amounts was necessary for ActMod
to have a basis from which to independently project the ASC Fees and the allocated expenses for
the Self-Funded Business Segment.

While FEP is technically a Fully Insured program and accounted for as such by the STAT
statements, FEP actually operates as more of Self-Funded program for BCBSMT. ln addition, FEp
premiums are so large relative to the other Modeled Business Segments that ActMod was
concerned that including FEP premiums would distort our analysis. Accordingly, our Appraisal
treated FEP as if it were a Self-Funded program (i.e. the financial results are driven more bv
Admin Fees than actual Premium dollars).

Annualized Admin Fees amount to over 58 million for FEp and over StZ million for the Self-
Funded Business Unit. Accounting for these amounts would have been masked had ActMod used
the STAT versus Management GMP financials for these two Business Segments.

(3) STAT Depreciation and Amortization: There was approximately SZ.S million of STAT Depreciation
and Arnortization expenses in the 2011 STAT statements that were not allocated to specific
Modeled Business Segments for the Management GAAP financial information used for our
analysis. Our analysis, however, includes an assumed fixed depreciation and amortization
expense of SZ million for each projection year one through five and St million of fixed
depreciation and amortization expenses for projection years six through twenty.
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In addition to this annual fixed depreciation and amortization expense, BCBSMT also believes
that the ACA impact on the health care industry will require additional capital expenditures
essential to an MCO's long term financial and marketplace viability. This could include the need
to invest in alliances and/or investments designed to improve medical care delivery while
lowering administrative costs.

In addition, BCBSMT advised ActMod that recent financial challenges have prevented BCBSMT
from making even more traditional capital expenditures such as those required for continuous
improvements in administrative and claim processing systems.

Accordingly, the Appraisal assumes an additional 52 million per year for future initiatives for each
of the 20 Projection Years. We note that this SZ million amounts to a relatively modest 0.3% to
O.4o/o of annual revenues projected for the Modeled Segments.

The 3O-months of Management GAAP financial information (both Reported and Recast)that BCBSMT
provided ActMod by Business Segment and used for our Appraisal included:

(1) Membership

(2) Earned Premium

(3) Admin Fees

(4) Incurred Claims: both Reported Incurred Claims and Recast Incurred Claims

(5) Administrative Expenses

(a) GeneralAdminExpenses

(b) Commissions

(c) Montana Comprehensive Health Association ('MCHA") Assessments

The Montana Comprehensive Health Association (MCHA) is a program that offers individual
health care policies to eligible Montana residents who are considered uninsurable due to
medical conditions. The MCHA is also made available to certain persons for whom group
coverage has been terminated. The MCHA is sometimes referred to as Montana,s ,,high-

risk" pool. BCBSMT pays a L.I% MCHA Assessment Fee in lieu of the higher state premium
tax rate of 2.75%.

B. Populate the Ootimizer: The Optimizer was then populated with:

(1) The information discussed in item A above with the following adjustments:

(a) Commission rate levels for the entire projection period were assumed to be reduced from
current levels by one percentage point from 5.59o/o to 4.59% for the lndividual Business
Segment and from 6.Ll% to 5.Ll% for the Small Group Business Segment. Commission rates
for all the other Business Segments were assumed to equal commissions currently paid by
BCBSMT.

In ActMod's opinion, this reduction in commissions is consistent with current industry
actions for MCOs that must operate within the ACA-Defined minimum Medical Loss Ratios
for the Individual and Small Group Business Segments.
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c.

(b) MCHA Assessrnents of I.L% of premium were replaced with Montana's current premium
tax rate of 2.75%. The reason for this revision is attributable to the assumption that a
potential acquirer, depending on its corporate structure, may be subject to Montana,s
applicable premium tax rate in lieu of the lower MCHA Assessment fee currently paid by
BCBSMT.

(21 Other assumptions as described in Section V below.

Ootimizer Modules and Alsorithms: Following are the critical modules and algorithms used by the
Optimizer (the "Model") to prepare the Appraisal:

(1) Core Proiection Period: The Core Projection Period is defined as the first five projection years.
This is distinguished from the below described "Extended Projection Period", which is defined as
Projection Years six through twenty.

The Core Projection Period consists of 60 month-by-month projections during which assumptions
can generally vary by Projection Year and/or Projection Month (i.e. by renewal anniversary
month).

For example, Medical Loss Ratios, Medical Trends, Member Lapses, Premium Rate Changes, ASC
Fees, and administrative expense factors may all vary by Projection Year within the Core
Projection Period.

(2) Extended Proiection Period: The Extended Projection Period is defined as Projection years six
through twenty. ln general, the Model maintains the Projection Year 5 factors (e.g. Medical Loss
Ratios, MedicalTrends, and Administrative Expense Ratios) throughout the Extended projection
Period.

The primary variable during the Extended Projection Period is the new sales assumption. For
example, new sales are generally assumed to decrease from that assumed during the Core
Projection Period.

It is ActMod's opinion that a potential acquirer will likely place a lesser value on new sales
projected beyond a certain point but we have not attempted to model this unknown factor other
than to assume what we consider to be a relatively modest reduction in New Sales during the
Extended Projection Period.

(3) Medical Cost Proiections: The Model requires annual Medical Trend assumptions for each
Projection Year during the Core Projection Period. The Model applies the Medical Trends
monthly throughout the Core Projection Period. Medical Trends during the Extended projection
Period are applied annually and are assumed to equalthe annual MedicalTrend rate assumed for
Projection Year 5.

The Medical Trends assumed for Base Scenario 1 by Business Segment and projection year are
shown in Exhibit 9(a). Since the valuation is much more sensitive to Medical Loss Ratio
assumptions than MedicalTrends, MedicalTrends were not varied by Scenario.
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ft is important to discuss assumptions for calendar year 2Ot4; the year when ACA first prohibits
the underwriting of individuals or groups. The ACA addresses the expectation of significant
Adverse Selection attributable to the elimination of underwriting via several "Risk Mitigation,,
initiatives. A very high level description of the Risk Mitigation programs mandated by the ACA
follows:

(a) A Transition Period Reinsurance prosram for calendar vears 2014 throueh 2016: The
insurance industry (including MCOs and self-funded employer plans) will be assessed S20
billion during this three year period that will be available to companies for these three
calendar years to cover claims in excess of defined amounts for Members enrolled in
Individual Non-Grandfathered Benefit Plans. An additional 55 billion assessment for this
three year period that will be retained by the U.S. Treasury in its general fund is also
imposed on the insurance industry.

(b) Transition Risk Corridor protection for calendar vears 2014 throush 2016: The U.S.
government will essentially participate in a risk corridor program covering lndividual and
Small Group benefit plans. Insurance companies (including MCOs) will assume 100% of the
risk between an expected claim corridor (i.e. exclusive of Retention) of 97% and tO3%.
f nsurers with total claim costs below the97% threshold will make defined payments to the
U'S. Government. lnsurers with totalclaim costs in excess of the 103% threshold willreceive
defined payments from the U.S. Government.

(c) Risk-adiustment protocols: This is a permanent program to be defined by the U.S. Health
and Human Services Department ("HHS") and adrninistered by each State. All insurance
companies (including MCOs but excluding self-funded plans) must participate. The program
will transfer funds from insurers with Members below average risk characteristics to
insurers with Members above average risk characteristics.

The collective impact of the above programs in conjunction with the underuvriting prohibition
effective January I,2OL4 has created a highly uncertain environment. ActMod believes that any
industry consensus is largely restricted to the near certainty that the Individual and Small Group
risk pools will experience material Adverse Selection.

Based on significant discussions with the BCBSMT Chief Actuary, our projection reflects the
following simplified assumptions with respect to the 2014 uncertainties:

(a) That the Individual and Small Group Business Segments will experience substantiat
increases in Medical Trends; from 8.0% in 2013 to 25.O% in 20L4 for the Individuat Business
Segment and from 8.0%in 2013 to L8..O%in 2O!4 for the Small Group Business Segment.

As can be seen in Exhibit 9(a), the high Medical Trend assurnptionsfor 201,4 revert to the
more normal levels of 8.Oo/o foreach the lndividual and Small Group Business Segments in
20L5.

(b) That the MLRs for the Individual and Small Group Business Segments will be largely
protected by the above noted ACA-mandated Risk Mitigation initiatives. Specifically, we
have assumed the following:

Actuarial Modeling Page ll



(1) That the MLRs for the Individual Business Segment will be 83.0%,85.O%, and 80% for
calendar years 2013, 20L4, and 2015, respectively. That is, that there will be a
relatively modest deterioration of two percentage points in 2OL4 followed by a very
favorable five percentage point improvement in 20L5. The 20L5 improvement is
ascribed to both the Risk Mitigation initiatives and an understanding of the 2014 costs
that will be reflected by BCBSMT in 2015 premium rates.

(21 That the MLRs for the Small Group Business Segment will be 79.8o/o,7g.S%, and79.Oyo
for calendar years 2OL3, 2AL4, and 20L5, respectively. That is, that the ACA Risk
Mitigation initiatives and BCBSMT pricing actions will be sufficient to prevent any MLR
deterioration between calendar years 2013 and 2014.

(c) That industry activity (e.g. competition) and BCBSMT actions to protect its financial viability
will materially and negatively impact new sales for the Individual and Small Group Business
Segments. Consistent with recent history, new sales during the Core Period is generally
assumed to replace LOOo/o of Member lapses (i.e. a 100% Lapse Replacement Ratio
attributable to new sales). For the 2014 calendar year, however, our projection assumes a
Lapse Replacement Ratio of 75o/o for new sales for the lndividual and Small Group Business
Segments.

(4) Premium and Medical Loss Ratio Proiections: Once Medical Costs are projected the current
Premium Rates and the assumed Premium Rate Changes determine the Medical Loss Ratios.
Alternatively and consistent with the algorithm used for our projections, the assumed Medical
Loss Ratios and projected Medical Costs were used to determine the Premium Rate Changes.
This Appraisal makes several simplifying assumptions to make the Appraisal more
understandable and consistent with the assumptions that ActMod and BCBSMT agreed are
reasonable. The simplifying assumptions are as follows:

(a) That all Members renew on January 1 of each calendar year (versus renewing on their
actual renewal month during the calendar year).

(b) That all Members lapse on January 1 of each calendar year (versus most lapses occurring on
their actual renewal month with lesser lapses occurring throughout the calendar year).

(c) That the target MLRs discussed in item (d) below and the assumed MedicalTrends result in
the assumed Premium Rate Changes. The Scenario 1 assumed Premium Rate Changes by
Business Segment and Projection Year are shown in Exhibit 9(a).

(d) That target Medical Loss Ratios ("MLR") were defined for the Model by Business Segment
and Projection Year. These defined MLRs were established after extensive review by
ActMod of actual recent MLRs and discussions with BCBSMT management regarding future
plans and expectations - including, of course, the potential impact of the Affordable Care
Act ("ACA").
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While both ActMod and BCBSMT's Chief Actuary believe that the MLRs used for ActMod,s
Base Scenario (i.e. Scenario 1), are reasonable, Exhibits 7(a) and 7(b) show the material
improvement for the projected periods compared to recent historical experience. please
note that from this point forward, unless otherwise stated, financial results are based on
"Management GAAP Recast" financials versus "Reported" or Statutory financial statements.
Specifically, we note thee following:

(1) Exhibit 7(a) shows calendar year 2011 underwriting results as essentially break-even
with underwriting gains of O.L% of Premium; this is an improvement over the 2010
underwriting losses of 0.6% that is also shown in Exhibit 7(a).

(2) Exhibit 7(a) also shows undenvriting results for the first six months of 2OL2 as being
much closer to the corresponding period for calendar year 2010 than the more
favorable results for calendar year 2OLL. Specifically the first six rnonths of
underwriting gains are 0.6Yo, 2.4o/o, and O.9o/o for calendar years 2010,20LL, and the
first six months of 2OL2, respectively.

We also note that the MLR for the first six months of 2OL2 is materially higher than
that for the corresponding period for both 2010 and 2011 (i.e. 83.2% for the first six
months of 2oL2 versus 8o.4% and Bo.7o/o for 2010 and 2011, respectively).

This suggests that the full 2012 calendar year will likely be another year with close to
break-even or below financial results. With a relatively unfavorable MLR of g3.2o/ofor
the traditionally more favorable first six months of 20t2, in the absence of material
second half premium increases it appears likely that the MLR for the fullZOt2calendar
year will likely be in excess of 83.2o/o.

(3) Exhibit 7(b) compares the results for calendar year 2011 (the most recent full calendar
year with actual experience), calendar year 2013 (the tst Projection year), and
calendar year 2OL7 (the 5th Projection year).

ActMod believes the percentage comparisons of underwriting results are not terribly
meaningful since 2011 was essentially a break-even year.

The projected L.O%o decrease in the MLR from 82.6Yo in 2O71to Bt.8% in 2013 may be
challenging since as noted above, we expect that the 2012 MLR will likely be in excess
of 83.2o/o.In addition, our Base Scenario 1 projects an additional L.6% decrease in the
MLR from 2013 to 2OL7 [80.5%/8L.8o/o - 1.0]. Decreases in the MLR generally improve
the financial results of an MCO since a greater proportion of the premium dollar is
available to cover its administrative expenses and/or its contribution to surplus.

For the reasons noted above, we consider the MLRs assumed for our Base Scenario 1 as the
"best case" for MLRs (i.e. with other assumptions held constant, the lower MLRs result in a
higher Appraisal Value), and we did not prepare other scenarios with even lower MLR
assumptions. We did prepare one scenario (Scenario 4) with MLRs for the Individual and
Small Group Business Segments one percentage point higher for each projection year than
those used for the Base Scenario 1. Of course the higher MLRs, with other assumptions held
constant, result in a decrease in the Appraisal Value.
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Section V below discusses additional and more detailed rationale for the assumptions used
for each scenario. The Base Scenario 1 assumed MLRs by Business Segment and Projection
Year are shown in Exhibit 9(a).

(5) Administrative Exoenses and Admin Fees: In addition to covering Medical Costs, premiums

andlor Admin Fees must also cover Administrative Expenses and related costs. The specific non-
Medical Cost expenditures considered for the Appraisal consist of:

(a) General Admin Expenses: We modeled these expenses by calculating the Per Member per

Month ('PMPM") General Admin Expense from the total administrative expenses and
Member Months for the 6-month period ending 6/3O/20t2. For the Students Business
Segrnent we used calendar year 2011 versus the 6-month period ending 613O/2012 since
the 6-month period did not accurately reflect expenses for this Business Segment.

(b) Commissions: As previously noted, commission rate levels for the entire projection period
were assumed to be reduced from current levels by one percentage point from 5.59% to
4.59% for the Individual Business Segment and from 6.L!% to S.LL% for the Small Group
Business Segment. Commission rates for all the other Business Segments were assumed to
equal commissions currently paid by BCBSMT. The cornmission rate assumed for each
Business Segment is shown in Exhibit 9(b).

(c) Premium Taxes: As previously discussed in Section lll. B. above, Montana's premium tax
rate of 2.75% was used in lieu of the MCHA Assessments currently paid by BCBSMT.

(d) ACA lnsurer Fees: Starting in calendar year 20L4, the insurance industry (including MCOs)
will be assessed an excise tax of 58 billion that, with the exception of calendar year 2016
where it is held at 2015 levels, increases annually. The amount paid by each MCO will be
proportionate to the premiums written during the prior calendar year. The ACA Insurer Fee
is not deductible for federal income taxes.

The BCBSMT Chief Actuary provided ActMod with an estimate of the ACA Insurer Fees that
BCBSMT will be assessed (grossed up by an assumed federal income tax rate of 35o/o for the
Net Income impact) for each of the first five projection years. The ACA Insurer Fee lrnpacts
all Modeled Business Segments other than FEP and Self-Funded (i.e. government programs
and self-funded plans are exempt from the ACA Insurer Fees).

The reason we used the standard corporate federal income tax rate of 35% for all of our
analyses in lieu of the lower rate currently paid by BCBSMT is discussed in Section lll. C. (6)
(f) below.

The assumed ACA Insurer Fee assessment, grossed up for the federal income tax impact, by
Business Segment and Projection Year is shown in Exhibit 9(b).

ACA will also impose a health insurance and self-funded policy fee of S1.OO per Member per
Year ("PMPY") for policy years ending in 2013, increasing to SZ.OO PMPy for policy years
ending in 2Ot4. This fee is increased by a health care index factor for years beyond 2014.
These relatively modest fees of s.ogg pnnpM (s1.00/121 for 2013 and s.roz pvtptvt

$Z.OOltZl for 2Ot4 were considered immaterial and not specifically included in our
projections.
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(6) Aopraisal Parameters

(a) Net Income: This is the present value of the income stream generated by the Modeled
Business Segments. The Net Income by Projection Year and the components that make up
Net Income are shown in Exhibit 11.

The Net lncome components shown in Exhibit 11 are targely self-explanatory with the
exception of "Other Income." Other lncome consists mostly of interest earnings on the
claim liability estimates. Also included are much smaller negative amounts attributable to
assumed interest losses from premiums due and unpaid and even smaller positive amounts
for interest earnings on premiums received in advance.

Exhibit 11 shows the Net Income and its components for Scenario 1. Exhibits 1L(a) and
11(b) show the Scenario 1 Net Income by Projection Year for Existing Business. Exhibits
11(c) and 11(d) show the Scenario 1 Net Income by Projection Year for New Business.
Exhibits 11(e) and 11(f) show the Scenario 1 Net Income by Projection year for the Total
Business (i.e. Existing Business and New Business combined for all Modeled Segments).

(b) Divestiture Value: This is the present value of the estimated value of the Modeled Business
Segments at the end of Projection Year 20 (i.e. the last calendar year for which the Model
develops Net Income projections). The assumption is that the Divestiture Value at the end
of Projection Year 20 will equal five times the Net lncome for Projection year 20 (i.e. the
business has a "Price Earnings" multiple of 5 at projection year 20).

This five times multiple is an ActMod assumption that we believe is reasonable for short-
term medical care policies based on projected results twenty years into the future.

(c) Cost of Capital: This is the present value of the "opportunity cost" attributable to the
requirement that capital be maintained at a Target surplus level.

The "opportunity cost" is defined as the difference between earnings at the assumed
"Discount Rate(s)" for the Appraisal and the after-tax earnings on the Target Surplus {shown
as the "RBC Target" in Exhibit 11) that must be maintained.

The Target Surplus level is defined as the capital an MCO must maintain for it to be able to
rneet its contractual obligations when financial experience deviates significantly from
planned or expected. The National Association of Insurance Commissioners ("NA;C,,) has
promulgated a Risk-Based Capital Model Bill ("RBC Model Bill") adopted by Montana that
suggests or requires that the Montana CSI impose certain sanctions when an MCO,s capital
falls below various defined levels.

For example, when an MCO's "Total Adjusted Capital" (which is essentially BCBSMTs
Statutory Surplus) falls below the capital defined by the RBC Model Bill as the Authorized
control Level ("ACL"), the csl is authorized to seize control of the Mco.

The ratio of the Total Adjusted Capital to the capital defined by the ACL is referred to as the
RBC Ratio. As previously noted and as can be seen in Exhibit 6, BCBSMIs RBC Ratio has
deteriorated from 760% as of r2/3L/2007 to 577% as of L2/3L/2}LL.
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For the "Cost of Capital" calculation, the Appraisal assumes a Target Surplus amount (i.e. an
RBC Target) equal to the surplus required to maintain the RBC Ratio at 500% throughout the
20 Year Projection Period. ActMod determined that the dollar amount of capital equal to a
500% RBC Ratio for BCBSMT as of I2/3L/2OLL would equal approximately 3I.9% of
cafendar year 2OtL Medical Costs. Since the RBC Ratio is largely (but not completely) a
function of Medical Costs, the Appraisal uses the 37.9o/o of Medical Costs factor to estimate
the Target Surplus required to maintain the 5OO% RBC Ratio for the entire 20 year
Projection Period.

The Cost of Capital for each the Existing Business and New Business for each projection year
is calculated as follows:

(1) Average Target Surplus for the Projection Year (calculated as the average of the year-
end values for the current and prior Projection Year); Year-end Target Surplus is
assumed to be the Capital level required to maintain a 500% RBC Ratio.

(21 Assumed after-tax "lnterest on Surplus" rate; i.e. (L00% - 35.0%) x 4.Oo/o = 2.6%

(3) Assumed "Discount Rate"; i.e. varies by Scenario from 7% to 9% and L2To to L4yo for
Existing Business and New Business, respectively.

(4) Projection Year Cost of Capital = (1) x t(2) - (3)1

The Cost of Capital for the Appraisal is the present value of the Projection year costs in item
(4)above.

Please note that the Cost of Capital is a negative amount.

(d) Surplus: ActMod's Appraisal assumes that at point of transition to a potential acquirer all
available Surplus will be retained by BCBSMT. Therefore the Appraisal ascribes no value to
existing Surplus. ActMod understands that BCBSMT has engaged another third party to
develop an independent estimate of the value of existing Surplus.

(e) Actuarial Claim Reserve Margins: As previously noted BCBSMT includes a 2O%o margin in its
claim liability estimates. ActMod reviewed the actual margin in the claim reserve estimate
for the Modeled Business Segments as of LZ/3L/ZOIL.

ActMod noted that the Reported claim reserve estimate of 544.7 million as of L2/3L|2OIL
exceeded BCBSMT's Recast claim reserve estimate (with claim information through
7/3L/2oL2) of Sge.s million by Se.z million, or by L6.L% (56.2 /Saa.s). Assuming a more
typical margin for smaller MCos of 8.5%, the 56.2 million would be S3.3 million (.0g5 x
SaA.S;. lf taxable earnings are consistent with Statutory earnings, this would release
approximateV Sf.g million of after-tax earnings to Surplus [.65 x (56.2 - Sg.g)].

ActMod did not include the potentialvalue of the claim reserve margin in our Appraisal for
the following reasons:

(1) Given recent unfavorable underwriting results at least partially attributable to
large/catastrophic claims over the last several years, BCBSMT has decided to not
reduce the margin percentage at this juncture. This is not unreasonable since
catastrophic claims can materially challenge the accuracy of claim reserve estimates;
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(21 The actual margin percentage willchange from period to period; and

(3) Our Appraisal Value does not include initial Surplus,

We show the claim reserve margin here for consideration by parties who may have an
interest in the Appraisal.

(f) Federal lncome Taxes: BCBSMT benefits from a special deduction for Federal Income Taxes
under Internal Revenue Code Section 833(b). This provides BCBSMT with an effective
Federal lncome Tax rate of about 2O.O% versus the standard corporate rate of 35.0%. Since
ActMod prepared our Appraisal with no knowledge of a specific potential acquirer and few
potential acquirers would have the benefit of Section 833(b), we do not believe it would
have been appropriate for our projections to assume a special Federal Income Tax rate.
Accordingly, our projections and our Appraisal Values all assume the standard Federal
lncome Tax corporate rate of 35.0%.

To summarize, our Appraisal consists of the following:

(i) Present Value of Net Income; plus

(ii) Present Value of Divestiture Value; plus

(iii) Present Value of Cost of Capital (again, please note this is a negative value)
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lV. Survrueny or Resulrs

Given the uncertainties of any projection, ActMod prepared five Scenarios to test for sensitivities. A
summary of all five Scenarios are shown in the below Table A (assuming a L/L/2OL3 Appraisal Date) and
Table B (assuming a 6/30/2012 Appraisal Date) and also included as Exhibits 3(a) and 3(b), respectively.
Also shown for each Table A and Table B is a "single unique Appraisal Value" calculated as the simple
average of the Appraisal Values for Scenarios l through 4.

Table A
Summary of Appraisal Values (SOOOs;(1)

(Ja L,ZOL3 sal Date

Scenario Brief Description
Type of
Business

Net
Income

Cost of
Capital

Divestiture
Value

Appraisal
Value(2)

Scenario 1 Base Scenario
Discount RatesS%/t3To

Existing Bus. 530,269 (Sze,osz; 51,692 s5,308

New Bus. fia,otq (s71.887) S12,sqt sr8.727

Total Bus. S108,342 (s98,s4ol sL4,233 Sz4ogs

Scenario 2 Discount RatesT%/L2% Existing Bus. 532,2t5 (S2z,sts7 s2,O29 Stt,66a

New Bus. s8s.448 $70,4471 sL4.9t4 s29.916

Total Bus. $ttz,eee (S9g,ozel S16,943 $41,580

Scenario 3 Discount Rates9%174% Existing Bus. s29,504 (S3o,aae; 5L,qtq (5srs1

New Bus. s71.s19 (s72.86s) s10,s61 S9.21s

Total Bus. Sloo,o23 (s103,298) Su,975 $e,zoo

Scenario 4 MLRs +1% for:
Individual & Small Group

Existing Bus. 522,578 (sze,osr1 sL,2gg (52,tt+7

New Bus. s64.234 (s71.86s) Sro.sro s2.87s

Total Bus. 5g6,grz (s98,s16) S11,808 Sros

scenario 5(3) Hypothetical Scenario;

assumes provider
contracts are Assignable

Existing Bus. s30,955 $zs,ssz1 5L,769 56,O72

New Bus. s93.966 (s8s.737) sL4,467 522.696

Total Bus. 5L24,92t (s112,3891 s16,236 $2B,t6g

Average Scenarios 1

through 4

Existing Bus. 529,391 626,5791 S1,60g 53,q2t

New Bus. s74.8L9 $7t,7661 sL2.L32 sls.184

Total Bus. $103,210 (S98,3451 SL3,740 $tB,6os

(1) 
May not add due to rounding

(2) 
Excludes value of initial Surplus and other assets
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T?I

'-' "hypothetical" Scenario 5 is not meant to be considered an "Appraisal Value" scenario; Scenario 5 was
prepared to provide a means to estimate the value of BCBSMTs provider contracts (i.e. Scenario 5
versus Scenario 1).

Table B

Summary of Appraisal Values (SOOOsl{l)

(1) 
May not add due to rounding

(2) 
Excludes value of initial Surplus and other assets

(3) 
"hypothetical" Scenario 5 is not meant to be considered an '?ppraisalValue" scenario; Scenario 5 was
prepared to provide a means to estimate the value of BCBSMT's provider contracts (i.e. Scenario 5
versus Scenario 1).

sted forJune 30,2OL2 Appraisal Date)

Scenario Brief Description
Type of
Business

Net
lncome

Cost of
Capital

Divestiture
Value

Appraisal

Value(2)

Scenario 1
Base Scenario

Discount Rates8%/t3%

Existing Bus. 529,125 (Szs,e+e; s1,629 s5,107

New Bus. s73,446 $67.6261 s11,798 5L7,6L7

Total Bus. 5to2,s7t (Sss,ztzy itg,426 522,724

Scenario 2 Discount RatesT%lL2% Existing Bus. 531,143 (s2r,sza1 s1,961 5tt,z76
New Bus. s80.741 (s65.s66) s14,093 s28.268

Total Bus. Sttt,88a (Ssa,rsc; S1G,os4 S39,544

Scenario 3 Discount Rates9%l!4% Existing Bus. 527,302 (szs,r+s; S1,354 (S+ss;

New Bus. Soe.ga+ (s68.24s) s9.891 s8.630

Total Bus. s94,286 ($9z,gg+) SLt,246 Sg,tgz

Scenario 4 MLRs +1% for:
Individual & Small Group

Existing Bus. 52L,726 (szs,e+s1 5L,249 (52,arc1

New Bus. 560,426 (s67,60s) s9.887 s2.709

Total Bus. 5g2,tsz (Ssa,zso; S11,136 Ssg

Scenario 5(3) Hypothetical Scenario;

assumes provider
contracts are Assignable

Existing Bus. 529,787 (52S,e+01 5L,702 55,842

New Bus. s88,3e6 (s80.6s4) s13.609 s21.351

Total Bus. Su8,183 (Sroe,rool s15,311 s27,t93

Average Scenarios 1

through 4

Existing Bus. s27,324 (S2s,sez; S1,548 s3,305

New Bus. s70,3e9 (s67.s10) Srr,qU Sr+.goo

Total Bus. Sg7,72g (Ssr,oze1 5L2,966 Srzeu
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While we prepared the details of ourAppraisal assuming a January L,2At3 Appraisal Date, we were asked
to adjust the Appraisal assuming an Appraisal Date of June 30,2Ot2. For each of five scenarios, the above
Tables A and B [and Exhibits 3(a) and 3(b)J show the Appraisal Values as of January t,20L3 and June 30,
2012, respectively.

Given the variables, uncertainties, and perhaps most importantly the different perspectives by which an
Appraisal can be viewed, ActMod's strong preference is to present our Appraisal as a range of reasonable
results. In fact, following is a quote for the definition of an Actuarial Appraisal as presented in Actuarial
Standard of Practice No. L9 (Appraisals of Casualty, Health, and Life Insurance Businesses):

Aduorial Appraisal: An appraisal of an insurance business presenting o set of actuarial oppraisalvalues.
A set of actuarial appraisol values is based on o range of discount rotes or o ronge of assumption sets but
may in certain circumstances present o single unique volue for the business.

This definition clearly states an appraisal as consisting of a "set of actuarial appraisal values" and suggests
the appropriateness of basing an appraisal on a range of assumptions. The definition also, however, allows
for presenting an appraisal as a single unique value "in certain circumstances." ln this regard, BCBSMT
requested that ActMod present our Appraisal as a single unique value.

From the perspective of considering a single unique value, we believe a substantial case could be made for
the reasonableness of each of the above Scenarios 1 through 4. The actual value of the business will
ultimately be determined by the effectiveness with which future results can be enhanced as compared to
the recent financial experience of the Modeled Business Segments.

ln addition to assuming reliance on future enhancements, we also note the considerable uncertainty
attributable to the fact that for each Scenario, the preponderance of the Actuarial Value is attributable to
New Business. The proportion of the total Actuarial Value attributable to New Business as shown in Table B
is 77.5% for Scenario 1 (517,617 / 522,7241 and 71.5o/o for Scenario 2 (528,268 / 539,544). For Scenario 3
and Scenario 4 the proportion of the total Actuarial Value attributable to New Business is well over L00o/o

since the Actuarial value of Existing Business is negative for these two Scenarios.

Based on the above uncertainties and our ambivalence with respect to selecting a "most reasonable,,
Scenario, we base our single unique value as a simple average of each of Scenarios 1 through 4. This results
in the following Appraisal Values:

Appraisal Value with January L,2OI3 Appraisal Date: S18.6 million

Appraisal Value with June 30,2OL2 Appraisal Date: S17.6 million

Since the above single unique AppraisalValues were developed by equally weighting the four Scenarios, we
have effectively given a 75o/o weight to the Scenarios with the lower MLR assumptions (i.e. Scenarios 1
through 3) and a 25% weight to the Scenario with the higher MLR assumption (i.e. Scenario 4). Accordingly,
and consistent with the discussions below regarding the MLR assumptions, the Appraisal Values effectively
assume that management changes will be implemented such that future results will be materially more
favorable than recent financial experience suggests.

We must also emphasize that while we prepared the various Scenarios to test for sensitivities, there can be
no assurances that actual results will not fall materially outside the range of all five Scenarios.

A description of each of the five Scenarios follows:
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Scenario L: ActMod describes Scenario L as the "Base Scenario" not because we believe it is any more
likely to be an accurate reflection of future results than the other scenarios but, rather,
because all other Scenarios are defined by reference and in relation to Scenario t.
(A) Discount Rates: The assumed Discount Rates are 8o/o for Existing Business andl3o/ofor

New Business. The Discount Rate assumptions for Scenario 1 are based on discussions
with BCBSMT management and, while inherently subjective, should also reflect the
underlying risk characteristics of the business being evaluated and accordingly reflect
the following considerations:

(1) A reasonable relationship between the assumed Discount Rates and the assumed
"risk free" rate of 4.0% used for lnterest on Surplus (4.0o/o was also used for other
interest credits such as the interest rate assumed in the calculation of interest
earnings on claim reserves). The after-tax Discount Rate of 8.O% for Existing
Business was considered reasonable in relation to the before-tax rate of 4.0% for
lnterest on Surplus. Investing in and operating a business in general and a health
care company in particular as compared to making a passive risk free rate is both
exponentially more risky and requires significant effort and ongoing investments.

(21 In ActMod's judgment, an 8o/o expected after-tax return is within and very possibly
at the lower end of investor expectations with respect to the assumption of risk
and potential earnings attributable to existing health care contracts (especially
health care contracts with a challenging financial history).

In conjunction with the other assumptions used for Scenario 1 (e.g. MLRs that we
believe, as described below, fall at the lower end of a reasonable range), we
believe the 8% Discount Rate is reasonable to possibly at the lower end of a
reasonable range for short-term health care contracts that must be resold
annually.

An assumed Discount Rate at the lower end of a reasonable range, with other
assumptions held constant, results in an Appraisal Value at the higher end of a
reasonable range.

(3) The L3% Discount Rate assumption for New Business reflects the fact that the
value of contracts not yet written has substantially less value than that for existing
contracts. We also note that even with the higher Discount Rate for New Business
versus Existing Business (a higher Discount Rate lowers the Appraisal Value), the
New Business Appraisal Value of 517.5 million for Scenario 1 makes up about 7g%
of the Total Appraisat Value of 522.7 million [see Exhibit 3(b)J.

Thus a potential acquirer of the Modeled Business Segments is paying much more
for business to be written by itself than existing contracts written by BCBSMT.
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(4) The projections assume that a substantial number of New Business contracts will
be written throughout the 20 year projection period. Specifically, the Lapse
Replacement Ratio (i.e. the proportion of lapsed business expected to be replaced
by New Business) is maintained at 75% throughout the 15-year Extended
Projection Period. This assumption is based on substantial input from BCBSMT
management.

For the first five projection years, the Lapse Replacement Ratio (for other than the
defined exceptions discussed in this Report) was maintained at the historicat
range of approximately 100%.

In ActMod's opinion the assumed 75o/o Lapse Replacement Ratio throughout the
Extended Projection Period is a relatively high assumption for New Business for
valuation purposes. Specifically, we believe it is somewhat unusual to assume that
an acquirer will be agreeable to pay for such a high proportion of short term
health care contracts written 10 or more years after an acquisition date.

As noted in item (5) below a substantial proportion of the Actuarial Appraisal is
attributable to New Business that is assumed will be written 10 or more years
after the assumed Appraisal Date.

In ActMod's opinion, the extent of New Business assumed to be written after the
assumed transaction date of January L, 20L3 supports the spread between the
assumed Existing Discount Rate and the assumed New Business Rate.

(5) Finally we note that the Appraisal Value for the New Business is largely
attributable to the New Business projected for the last 10 years of the ZO year
projection period. This is readily observable by comparing Exhibit 11(c) (results for
the first 10 years for New Business) to Exhibit 1.1(d) (results for the second 10
years for New Business). Net Income for the first 10 years [Exhibit 11(c)J ranges
from S0.4 million in projection year 1 to 516.8 million in projection year L0. For
the second 1.0 Years [Exhibit 11(d)], Net lncome ranges from St7.8 million in
projection year 1t to 527.2 million in projection year 20.

The reliance of the Appraisal Value on New Business written well beyond the
assumed transaction date of January L, 2OL3 (i.e. the projection period and
business type with the greatest uncertainty) further supports the assumed spread
between the Existing and New Business Discount Rate assumptions.

We did test Scenario 1 for Discount Rate sensitivity as discussed below for Scenario 2
(assumed Discount Rates of 7% and L2Yo versus 8% and L3% for Scenario 1) and Scenario 3
(assumed Discount Rates of 9o/o dnd 14% versus 8o/o and t3%for scenario 1).
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(B) MLR Assumptions: Without a change in operational results or business strategy (e.g.
more strict pricing discipline, improved provider contracts, more effective medical cost
rnanagement, etc.), ActMod believes that the MLR assumptions for Scenario 1 fall
within but at the lower end of a reasonable range. That is, without changes in current
operations, we believe the probability is greater than 50% that the actual MLRs will be
greater than the assumed MLRs. In this regard, we note that a higher MLR, with other
assumptions held constant, decreases substantially the Appraisal Value. We base our
belief that the actual MLRs, assuming no change in BCBSMT operations, have a greater
probability of exceeding those assumed for scenario 1 on the following:

(1) The favorable improvement in the assumed MLRs for the Core projection period
as compared to the actual MLRs experienced for the 20L0 and 2011 calendar
years. This improvement is discussed in Section lll. C. (4) (d) above. Also noted was
the apparent deterioration in the MLR for the six-month period ending June 3e
20L2.

(2) Our assumption that MLRs remain relatively flat in the uncertain year of 2OL4
while Medical Trends increase from 8.0% for each the Individual and Small Group
Business Segments to 25.O% and 18.0%, respectively. As previously noted and
shown in Exhibit 9(a), these high 2014 Medical Trends are assumed to return to
the more normal level of 8.0% in 2015 for each the Individual and Small Group
Business Segments.

(3) The material improvement in the MLR from 85.0% in 2OL4 to 80.0% in 2015 for
the Individual Business Segrnent.

(41 From 2O!4 through 2OL7 all Business Segment MLRs are assumed to either
decrease or remain the same.

On a more positive note, the BCBSMT Chief Actuary prepared an analysis of the ACA-
Defined minimum MLRs for the Individual, Small Group, and Large Group Business
Segments. The conclusion that was reviewed and concurred by ActMod was that
BCBSMT would not be materially challenged by the minimum ACA-Defined minimum
MLRs. This conclusion was based on the following definitional difference between an
ACA-Defined MLR and what this Report refers to as a Traditional MLR:

Traditional MLR = Claims Incurred / premiums Earned

ACA-Defined MLR = (Claims Incurred + Medical Management Eligible Expenses) /
(Premiums Earned - Federal and State Taxes)

Please note the following with respect to the ACA-Defined MLR:

(1) Note 1: The above definition for the ACA-Defined MLR captures the basic
elements of the ACA-Defined MLR. We note, however, that the code of Federal
Regulations (45 CFR Part 158) describing the detailed compliance requirements for
the ACA-Defined MLR consists of a7L page "lnterim Final Rule" published in the
Federal Register (volume 75, No. 230, December 1, 2oLol and a 7g page ,,Final

Rule" published in the Federal Register on DecemberT,2OIL.
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(2) Note 2: Federal Taxes include income taxes, payroll taxes, Social Security Taxes,
and federal regulatory fees.

(3) Note 3: Medical Management Eligible Expenses are defined as "activities that
improve health care quality."

While not comprehensive, we believe the above definition and BCBSMTs analysis of
the ACA-Defined MLRs is sufficiently accurate for the projections used for our
Appraisal. ln our opinion, the projected MLRs never fall below the minimum ACA-
Defined MLRs that would require a rebate of Premiums Earned.

To test that projected MLRs never fall below levels that would require a rebate,
BCBSMT provided ActMod with a year-by-year analysis of Traditional MLRs that
correspond to minimum ACA-Defined MLRs for the lndividual, Small Group, and Large
Group Business Segments.

A "corresponding" Traditional MLR is defined as the Traditional MLR (i.e. Claims
lncurred / Premiums Earned) that approximates an ACA-Defined MLR using the same
value of Claims Incurred and Premiums Earned for each ratio. For example, assume the
following:

(1) Premiums Earned = 51,000

(2) Claims Incurred = S77O

(3) MedicalManagement Eligible Expenses = S15

(4) Federal Taxes = S25

(5) State Taxes = S20

Therefore:

ACA-Defined MLR = (S770+515)/(S1,000-S2s-S20) = S785/S955 = 82.2%

Corresponding Traditional MLR = S77O/SLOOO = 77.O%

Using the above assumptions, a Traditional MLR of 77.0o/o corresponds to an ACA-
Defined MLR of 82.2%. Accordingly, a Traditional MLR of 77.0% that corresponds to an
ACA-Defined MLR of 82.2% exceeds the minimum ACA-Defined MLR of 80% and
therefore would not trigger a mandated rebate of earned premiums.

A summary comparison of the minimum ACA-Defined MLRs, the corresponding
minimum Traditional M[Rs, and the projected Traditional MLRs for the Individual, Small
Group, and Large Group Business Segrnents is shown in Exhibit 10.

The lowest percentage point difference between the projected Traditional MLR and the
minimum Traditional MLR required to avoid a rebate is the 2.5 percent difference
shown for calendar year 2OL7 for the Individual Business Segment.

The next lowest percentage point difference between the projected Traditional MLR
and the minimum Traditional MLR required to avoid a rebate is the 2.9 percent
difference shown for calendar year 2013 for Large Group.
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(c)

Large Group, however, has an even greater margin than what is shown since Exhibit L0
excludes the FEP Business Segment. The FEP Business Segment would be included in
the Large Group Segment for the actual minimum MLR test. Since the MLR for the FEp
Business is substantially higherthan the minimum MLR, it is virtually inconceivable that
the actual MLR for the Large Group Segment would ever fall below the minimum MLR.

The percentage point differences between the projected Traditional MLRs and the
minimum Traditional MLRs shown in Exhibit 10 suggest the ACA minimum MLRs should
not be a significant concern to BCBSMT.

While the regulatory minimum MLRs may not be a significant concern, this does not
suggest that BCBSMT has the ability to increase premiums to lower its MLRs without
marketplace consequences. That is, the marketplace itself imposes an effective
"minimum MLR" on companies. Companies that increase premiums above marketplace
rates would almost certainly experience a loss of market share. The MLRs used for our
projections are based on ActMod's discussions with BCBSMT that reflect BCBSMrs
understanding of its marketplace and its competitive position.

Medical Trends: ActMod reviewed and found reasonable the Medical Trend
assumptions provided by the BCBSMT Chief Actuary. The Medical Trend assumptions
by Projection Year and Business Segment are shown in Exhibit 9(a).

As previously noted, it is important to highlight the very high Medical Trends of 25.O%
and L8.Oo/o assumed for the Individual and Small Group Business Segments, respectively
for the 2014 calendar year (but assumed to rapidly return to more normal levels for
calendar years 2015 and later).

The 2014 Medical Trend assumptions reflect the ACA requirement that medical
underwriting will be prohibited for the Individual, Small Group, and Large Group
Business Segments effective L/L/20L4. Since medical underwriting is not generally
applied to a material degree for Large Groups, we have assumed that the Large Group
Business segment will not be impacted by the undemrriting prohibition.

Please see Section lll. C. (3) above for a detailed discussion of the reasons for our
cafendar year 2o!4 Medical Trend and corresponding MLR projections.

FEP and Self-Funded Business Segments: The aforementioned MLRs and Medical
Trends, in conjunction with allocated administrative expenses, drive the Appraisal
Value of the seven Modeled Segments that are insured by BCBSMT. The Appraisal
Value of the remaining two Modeled Segments (i.e. FEP and Self-Funded) are driven by
ASC Fees (i.e. the amounts received by BCBSMT to pay for administrative services) and
allocated administrative expenses. The Model assumes that ASC Fees for both FEp and
the Self-Funded Business Segments increase at an annualized rate of 3.O%for each of
the 20 Projection Years.

(D)
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General administrative expenses for all nine Business Segments are assumed to
increase by 2o/o per year during the Core Projection Period. This may result in a

misalignment of expenses within any particular Business Segment but we believe the
aggregation of the projected expenses for all Business Segments combined is

reasonable.

During the Extended Projection Period, the administrative expenses as a percentage of
ASC Fees is held at Projection Year 5 levels for each the FEP and Self-Funded Business
Segments (i.e. administrative expenses increase at the same 3% rate as that assumed
for the corresponding ASC Fees).

Please see Section V below for a discussion of administrative expenses for all of the
Modeled Segments.

(E) Lapse Rates:

When discussing Lapse Rates, it is first necessary to define what we mean by a "Lapse."
Consistent with the information provided by BCBSMI a Lapse occurs whenever a
Member terminates coverage with BCBSMT. This is an important distinction for the
Business Segments that consist of employer groups for which an alternative definition
of a Lapse would be the termination of an employer group versus the termination of a
Subscriber (and the family Members of the Subscriber) covered by the employer's
health plan.

Accordingly, employee turnover within an employer group (i.e. replacing one employee
with another employee) is treated by the Model as a Lapse and a "New Sale" (i.e. Lapse
Replacement). Typical of most industry lapse studies, it was not possible for ActMod to
distinguish between what might be called a Passive Lapse/Lapse Replacement and a
Proactive La pse/Lapse Replacement.

A Passive Lapse would involve no conscious effort by the Subscriber to lapse coverage
provided by BCBSMT but would be driven, for exarnple, as a consequence of the
Subscriber leaving the employer group. Similarly, a Passive Lapse Replacement (i.e.
New Sale) would occur when the employer group hires a replacement employee who
becomes a BCBSMT Subscriber with little or no effort on the part of either the
employee or BCBSMT.

A Proactive Lapse/Lapse Replacement would require a conscious effort by the
Subscriber to lapse coverage provided by BCBSMT. This would occur, for example,
when an Individual Business Segment Subscriber elects to terminate coverage with
BCBSMT. Similarly, a Proactive Lapse Replacement would require a concerted sales
effort on the part of BCBSMT to replace the lapsed Subscriber.

There are clearly many shades of gray with respect to Passive versus Proactive Lapses
and Lapse Replacements. For example, employer groups may offer coverage from
multiple MCOs with employees proactively choosing the MCO of his or her choice (the
FEP program is perhaps the clearest illustration of employee choice).
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Similarly, much of the lapse and sales activity within the Individual Business Segment
that is driven by Subscriber movement in and out of the workforce or from one
employer to another might be considered more passive than proactive.

The Business Segment-specific Lapse Rate assumptions reflect the following two items:

(1) Continuation of actual lapse rates that were derived from actual lapse experience
and summarized in Exhibit 9(c).

(2) A one-time lapse of L2.68% of Individual, Small Group, and Large Group Members
effective at the start of the projection period (i.e. effective January 1, 201"3). None
of these one-time lapses are assumed to be replaced by New Sales. This one-time
lapse assumption was used as a proxy to evaluate the impact of the fact that
BCBSMT's provider contracts are not assignable to a potential acquirer.

The t2.68o/o assumes an acquirer will have to increase premiums by IG.9% due to
the loss of provider discounts with each percent of prernium increase causing a
O.75% lapse not replaced by New Sales.

With non-assignable provider contracts, an acquirer either (i) will have no
discounts at point of acquisition, (ii) will rent a network from a company offering
national provider network discounts, or (iii) will incur expenses to develop its own
provider network.

ActMod discussed with BCBSMT possible alternatives that might preserve the
existing provider contracts and discounts (e.g. 1@% Assumption Reinsurance) but
we were advised that the provider contracts will not survive a transfer of the
Modeled Segments to another party.

The approach used by ActMod to evaluate the impact on the Appraisal Value of
having non-assignable provider contracts was based on the assumed provider
contract discounts. ActMod did not conduct an evaluation of BCBSMT's provider
discounts but relied on the following stipulations by BCBSMIs Chief Financial
Officer:

(a) Professional Fees: Discount of 34.3o/o with Professional Fees making up 3g.3%
of billed charges.

(b) Hospital/Other than Rx: Discount of L6.7% with Hospital/Other than Rx
making up SL.O% of billed charges.

(c) Rx: Discount of s4.5% with Rx making up Lo.t% of billed charges.

Per discussions with BCBSMT, ActMod decided to assume a discount deterioration
for a potential acquirer of 50o/o effective January L,2OL3 for the professional Fees
and the Hospital/Other than Rx Medical Costs. For Rx, which are generally
nationally negotiated contracts that are more consistent across MCOs, we
assumed that the discount would deteriorate by 2l%effective January t, ZOL3.

The above assumptions were used to develop the assumed t6.g% loss of discount
and the corresponding one-time lapse of !2.6g0/o as follows:
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BCBSMT current payments as a percent of billed charges = 0.383 x (1.0 - .343) +
0.510 x {1.0 - .t67) + 0.t07 x (1..0 - .545) = 72.5Lo/o

Percent of billed charges effective January L, 2Ot3 (i.e. assuming discount
deterioration) = 0,383 x (1.0 -50% x.3a3) + 0.51 x (1.0 -SoYox.L67l + o.Lo7 x
(1.0 - 75o/o x.545) = 84.80o/o

Therefore premiums will have to be increased by t6.9% to offset the discount
deterioration (i.e. 84.8OTo / 72.5Lo/o - 1.0).The one-time lapse due to the required
increase in premiums is assumed to be 75%xL6.g%= L2.68o/o.

The attrition of the business during the projection period (primarily during the
Extended Projection Period) is driven by the Model's Lapse Rates and the New Sales
Lapse Replacement Ratio assumptions.

The distribution of the business between Existing Business and New Business during the
projection period is also driven by both the assumed Lapse Rates and the assumed New
Sales Lapse Replacement Ratios discussed in Section (F) below.

(F) New Business Assumptions:

(1) Core Proiection Period: Consistent with recent experience, the Appraisal assumes
that most lapses during the Core Projection Period are replaced with New Sales.
The annual lapse rate assumption for each Business Segment and the
corresponding New Sales Lapse Replacement Ratios are shown in Exhibit 9(c). The
New Sales Lapse Replacement Ratios are assumed to be LOO% for each Business
Segment and each Core Projection Year with the following exceptions:

(a) The New Sales Lapse Replacement Ratios for 2OL3 for the lndividual, Small
Group, and Large Group Business Segments (i.e. the M.gyo,49.3%, and 4g.j%
Ratios) produce the above noted 12.68% lapse assumption attributable to
the non-assignable provider contracts.

(b) The New Sales Lapse Replacement Ratio for the lndividual and Small Group
Business Segments is assumed to be 75o/o for the 2014 calendar year.

(c) The Students Business Segment is being materially restructured during the
latter half of the 2OL2 calendar year to address its extremely unfavorable
financial results (i.e. the MLR for calendar year 2011 and the first six months
of 2OL2 are well in excess of LOOo/ol.

Accordingly, the New Sales Lapse Replacement Ratio was assumed to be 0%
for Students for the 201.3 calendar year. With a 30% Lapse Rate as shown in
Exhibit 9(c), the number of Members in the Student Business Segment will
drop by 30% effective L/L/20L3 with no new sale replacements.

The New Sales Lapse Replacement Ratio for the Students Business Segment
was assumed to be 80% in 2OL4 and then increasing to t@% for calendar
years 201.5 through 20t7.
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(21 Extended Proiection Period: The New Sales Lapse Replacement Ratio was assumed
to be 75o/o during the Extended Projection Period for all Business Segments.
ActMod believes that the reasonableness of this assumption will likely depend on
the perspective of the party considering the valuation. For example, an acquirer
may not attribute significant value for business written beyond some defined time
period.

(G) Administrative Expenses: The assumptions for Total Administrative Expenses as a
percentage of premiums for the seven insured Modeled Segments are shown in Exhibit
9(b). All scenarios assume what ActMod refers to as Standard Administrative Expense
assumptions (for General Admin Expenses, Commissions, Premium Taxes, ACA Insurer
Fees, Fixed Annual Expenses, and inflation factors). The details of the administrative
expense assumptions for all nine Modeled Segments are discussed in Section V below.

(H) General Modeling Assumptions: General Modeling Assumptions (i.e. assumptions not
specific to a particular Business Segment) are shown in Exhibit 8 and discussed in
Section V below.

Scenario 2: Scenario 2 is identical to Scenario t with the only difference being a one percentage point
reduction in the assumed Discount Rates. Scenario 1 assumes Discount Rates of 8yo and L3o/o
while this Scenario 2 assumes Discount Rates of 7% and L2% for Existing Business and New
Business, respectively. Scenarios 1 through 3 show the significance of the assumed Discount
Rates.

The June 30,2At2 Appraisal Value of 539.5 million for Scenario 2 wlth only a one percentage
point decrease in the assumed Discount Rates from Scenario 1 is over 7O% greater than the
June 30, 2012 Scenario l Appraisal Value of 522.7 million.

Scenario 3: Scenario 3 is identical to Scenario 1 with the only difference being a one percentage point
increase in the assumed Discount Rates. Scenario 3 assumes Discount Rates of 9yo and L4%
for Existing Business and New Business, respectively.

The June 30,2oL2 Appraisal Value of S8.1 million for Scenario 3 with only a one percentage
point increase in the assumed Discount Rates from Scenario 1 reduces the Scenario L
AppraisalValue of 522.7 million by over 60%.

Scenario 4: Scenario 4 is identical to Scenario 1 with the only difference being that the assumed MLRs
for the lndividual and Small Group Business Segments were increased by one percentage
point for all projection years. ActMod believes that this is an important scenario to show
given our view that the MLRs in Scenario 1 fall at the lower end of a reasonable range for
MLR assumptions. As previously noted, with other assumptions held constant, lower MLRs
increase the AppraisalValue and higher MLRs decrease the AppraisalValue.

The June 30, 2OL2 Appraisal Value of S39 thousand for Scenario 4 with slightly higher MLRs
than Scenario 1 for only the Individual and Small Group Business Segments can essentialty be
considered a break-even Scenario when compared to the June 30, 2012 Scenario l Appraisal
Value of 522.7 million.
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Scenario 5: "Hypothetical" Scenario 5 is identical to Scenario 1 with the only difference being the
removal of the assumed L2.68o/o one-time lapse that was used as a proxy to evaluate the
impact of the non-assignability of BCBSMT's provider contracts. Scenario 5 is labeled
"hypothetical" since it is not meant to be considered as an "Appraisal Value" scenario.
Rather, it is included in our Report to show the value ascribed to the value of BCBSMT's
provider network that will not be made available to a potential acquirer. This value can be
estimated as the difference between the Appraisal Values shown in Exhibit 3(b) between this
Scenario 5 and Scenario 1 (i.e. 527.2 million less 522.7 million = S4.5 million).

V. AssunPTroNs

A. General Modeline Assumptions: Unless otherwise stated the General Modeling Assumptions are the
same for all five scenarios discussed in Section lV above and summarized in Exhibit 3. The General
Modeling Assumptions are those not specific to a particular Business Segment and include those
shown below and summarized in Exhibit 8:

(1) Valuation Date: We prepared Appraisal Values assuming valuation dates of January L, 2OIg
[consistent with our projection model assumptions and summarized in Exhibit 3(a) and Table A in
Section lV abovel and June 30,2OL2. The June 30,2OI2 Appraisal Values [summarized in Exhibit
3(b) and Table B in Section lV aboveJ are identical to the January !, 2OL3 Appraisal Values
discounted by six months of Discount Rates for each the Existing Business and New Business
Appraisal Values. The implicit assumptions are that (i) the Net Income is zero for the six-month
period from July L,20L2 to December 31, 20L2 and (ii) any change in the Divestiture Value and
Cost of Capital is reasonably estimated via the application of the six-month Discount Rate
adjustment. We discussed these assumptions with the BCBSMT Chief Actuary and believe that
they are reasonable with.respect to adjusting the valuation for this six-month period.

l2l Interest on Surplus and Operatine Funds: The Interest on Surplus and operating funds (i.e. claim
reserves, premiums received in advance, and premiums due and unpaid) was assumed to be
4.Oo/o. ActMod understands that this may be a challenging number in the current "near zero"
interest rate environment, but we believe it was more important to prepare our Appraisal
assuming a more normalized interest rate.

We also note that the calculation of the Cost of Capital drives the Model's results to being more
sensitive to the spread between the assumed Interest on Surplus and the assumed Discount
Rates than the absolute value of the Interest on Surplus assumption.

Surplus was assumed to be zero at inception of the projection period (i.e. January 1, 2013) and
increased or decreased throughout the projection period as the accumulation of Net Income.

Operating Funds consist of the following three items:

(a) Claim Reserves: ActMod reviewed the recast claim reserve estimate as of LZ/Jy/ZOLL
provided by BCBSMT's Chief Actuary and the Loss Adjustment Expense Reserve included in
the 2011 Statutory Financial Statements. From this information and a calculation of average
claims paid per month, we developed a "Months in Claims Reserves" estirnate of L.S7
months (i.e. an assumption that claims reserves equal 1.57 months of prior period incurred
claims).
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The Model uses this 1.57 month assumption and the 4.0% Interest on Operating Funds
assumption to estimate interest on claim reserves earned throughout the projection period.

(b) Premiums Due and Unpaid: ActMod reviewed the Premiums Due and Unpaid balance sheet
item in the 2011 Statutory Financial Statements and the corresponding Large Group
Business Segment premiums (under the assumption that large groups are the typical source
of Premiums Due and Unpaid). From this information we developed an assumed 3g ,,Days

of Receivables" for the Large Group Business Segment. The Model uses this 3g days
assumption and the 4.0% lnterest on Operating Funds assumption to estimate interest
losses for the Large Group Business Segment throughout the projection period.

(c) Premiums Received in Advance: ActMod reviewed the Premiums Received in Advance
balance sheet item in the 2011- Statutory Financial Statements and the corresponding
premiums for the lndividual, Small Group, Medicare Supplement, part D, and Student
Business Segment premiums (under the assumption that these segments are the typical
"Source Segments" of Premiums Paid in Advance). From this information we developed an
assumed 18 "Days of Payables" for the Source Segments. The Model uses this 1g days
assumption and the 4.0% Interest on Operating Funds assurnption to estimate interest
earnings for the source segments throughout the projection period.

An area of potential conservatism (i.e. understatement) for our Appraisal Values is the treatment
of what we call "Excess Surplus." We define Excess Surplus as the amount of Accumulated
Surplus in excess of the Target Surplus Level [see Section lll. C. (6) (c)]. As can be seen in Exhibit
11(f) the Accumulated Surplus exceeds the "RBC Target" (i.e. another name for the Target
Surplus Level) for projection years 12 through 20. In fact, by projection year 20 the Accumulated
Surplus is more than two times the RBC Target.

An argument could be made that the Excess Surplus should be credited w1h interest rates
substantially greater than the assumed 4.O% lnterest on Surplus assumption. ActMod considered
doing so but rejected the concept since we believe these values in the latter period of our
projections have the least credibility and crediting with the 4.0% Interest on Surplus is sufficient
for the Actuarial Appraisal. In our opinion applying a materially higher interest rate on these
Excess Surplus funds would produce unreasonable results.

(3) Discount Rates: The Model's Discount Rate assumptions distinguish between Existing Business
and New Business under the assumption that existing contracts are materially more valuable to a
potential acquirer and offer greater certitude of cash flow than do potential contracts not yet
written. We also note that by definition New Business will be written by and will be more
attributable to the efforts of the potential BCBSMT successor than to BCBSMT itself.

For perspective, we again note that with all other assumptions held constant a lower Discount
Rate will increase the Appraisal Value and a higher Discount Rate will decrease the Appraisal
Value.

As discussed in Section lV, the Base Scenario L assumes Discount Rates of 8% and L3% for
Existing and New Business, respectively. In ActMod's opinion, 8% is atthe lower end of a range of
Discount Rates that would generally be considered acceptable by an acquirer. We consider the
5% spread between the Discount Rates for Existing and New Business reasonable - especially
given the risk a potential acquirer of the Modeled Segments would be accepting.
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As also discussed in Section lV, we prepared Scenarios 2 and 3 to test the sensitivity of the
Model's results to changes in the Discount Rates. Specifically, Scenario 2 lowers each Discount
Rate by one percentage point and Scenario 3 increases each Discount Rate by one percentage
point. The results are shown in Exhibit 3 and in the summary tables in Section lV.

(4) Federal Income Taxes: The Model assumes that a potential acquirer will have an effective
marginal Federal Incorne Tax rate of 35.0%.

Section lll. C. (6) (f) discusses BCBSMTs current special deduction for Federal Income Taxes
attributable to Internal Revenue Code Section 833(b) and why ActMod assumed the standard
35% federal income tax rate for all our projections and Appraisal Values.

(5) Risk-Based Capital: Risk-Based Capital and the Model's assurnption is discussed in Section lll. C.

(6) (c) as one of the critical Appraisal Parameters.

The Cost of Capital is the opportunity cost attributable to the requirement that a substantial
amount of capital must be held to provide Subscribers with assurances that the business
enterprise will be able to meet its contractual obligations during potentially adverse
circumstances.

We have assumed that an acquirer would maintain capital levels at that required to rnaintain a
Risk-Based Capital Ratio of 5OO.Oo/o. We based our assumed capital requirements on the risk
characteristics of BCBSMT's calendar year 2OLL book of business as measured by the Risk-Based
Capital model promulgated by the NAIC. Specifically, the Model assumes that capital equal to
3L.9o/o of the prior l2-months of incurred claims would maintain the Risk-Based Capital Ratio at
5OO,O% throughout the projection period.

(6) Divestiture Value: The portion of the Appraisal attributable to the Divestiture Value of the
business remaining at the end of the Model's 20 year projection period is discussed in Section lll.
C. (6) (b) above. The assumption is that the Divestiture Value at the end of Projection Year 20 will
equal five times the Net Income for Projection Year 20.

Medical Loss Ratio Assumptions: The Medical Loss Ratio Assumptions vary significantly by Business
Segment and Projection Year as shown in Attachment 9(a) for Scenario 1. As discussed in Section lV
(A) above, without definitive changes from current practices in operational results and/or business
strategy, ActMod believes that the MLRs assumed for Scenario t fall within but at the lower end of a
reasonable range. The Appraisal Value is very sensitive to MLR assumptions with lower MLRs, with all
other assumptions held constant, resulting in a substantial increase in the Appraisal Value.

Scenario 4 is identical to Scenario L but with MLRs for the Individual and Small Group Business
Segments increased by one percentage point for each projection year. We believe that this Scenario is
more representative of BCBSMTs current operational results than Scenario 1. The higher MLR
assumptions for Scenario 4 result in a materially lower Appraisal Value.

Medical Trend Assumptions: As with our Medical Loss Ratio assumptions, our Medical Trend
Assumptions also vary significantly by Business Segment and Projection Year. Our Medical Trend
Assumptions are discussed in detail in Section lll. C. (3)above.

D. Startins Point Assumptions: Our Starting Point Assumptions (i.e. assumptions at inception of the
projection period on January L,2OL3l are based on the following:

c.
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E.

F.

(1) Starting point Members by Business Segment were set equal to the Members in force on June
30,20L2

(2) Starting point Premium and ASC Fee PMPMs by Business Segment were derived from the three-
month period ending June 3Q 20L2. The Premium PMPM for the Students Business Segment was
increased consistent with seasonal Premium PMPMs for this Business Segment.

(3) Starting point Medical Loss Ratios by Business Segment were based on a review of recent M[Rs
prior to January L,2oL3 and discussions with the BCBSMT chief Actuary.

(4) Starting Point Medical Cost PMPMs by Business Segment are derived from the assumed starting
points for MLRs and Premium pMpMs.

(5) Starting Point Administrative Expenses by Business Segment were obtained from the detailed
Management GAAP financial statements developed by both the BCBSMT Chief Actuary and the
BCBSMT Controller. We note that BCBSMT advised ActMod that the expense allocation by
Business Segment, as is typical in the industry and inherent in any allocation process, involves
substantial judgment and subjectivity. We were advised and advise the reader of this Report to
focus on the aggregate expenses for all Business Segments combined and view the expense
allocations for any particular Business segment with caution.

Premium Rate Change Assumptions: The Premium Rate Change Assumptions by projection year were
derived from the MLR and MedicalTrend assumptions by Business Segment and projection year.

ASC Fees Assumptions: The ASC Fees for the FEP and Self-Funded Business Segments were set equal
to the prior yea/s ASC Fees increased by 3.O%.

As previously noted, a simplified assumption is made that general administrative expenses for all nine
Business Segments (including the administrative expenses allocated to FEp and Self-Funded) are
assumed to increase by 2% per year during the Core Projection Period. This may result in a
misalignment of expenses within any particular Business segment.

For example, this results in annual improvement in the relationship of general administrative expenses
to ASC Fees for the FEP and Self-Funded Business Segments (i.e. ASC Fees increase slightly faster than
the allocated administrative expenses). This is reasonable for the Self-Funded Business Segment but
for the FEP Business Segment this may not accurately reflect the relationship of administrative
expenses to fees since it is our understanding that they generally move in tandem for FEp. But
BCBSMT has noted and ActMod concurs that the aggregation of the projected expenses for all
Business Segments combined is reasonable. Accordingly, the Actuarial Appraisal is not adversely
impacted by relatively minor misaligned allocated expenses across Business Segments.

During the Extended Projection Period, both ASC Fees and general administrative expenses were
assumed to increase at the same rate of 3.0% per year, thus maintaining a constant ratio of
administrative expenses to ASC Fees for each the FEP and Self-Funded Business i.gr"ntr.
Annual Lapse Rates: As shown in Exhibit 9(c), the Annual Lapse Rates vary significantly by Business
Segment but remain constant for all projection years. As discussed in Section lV. (E), the Model
assumes a one-time shock lapse of L2.68o/o for the Individual, Small Group, and Large Group Business
segments at inception of the projection period due to the non-assignability of BCBSMT provider
contracts.

G.
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H. New Business (i.e. Lapse Replacements): The Model defines New Business by the Business Segment-
specific Lapse Replacement Ratios shown in Exhibit 9(c) and discussed in Section lV. (F) above. While
some MCOs reflect differences between Existing and New Business with respect to certain
administrative expense assumptions (e.g. commissions and other sales expenses), BCBSMT makes no
such distinctions. Accordingly the assumption parameters are identical for Existing and New Business.
ln addition, MLRs for each Business Segment were assumed to be the same for Existing and New
Business (i.e. no positive or negative selection was assumed for New versus Existing Business)
regardless of duration from initial enrollment.

l. Administrative Expenses

(1) General Administrative Expenses: ActMod used the detailed Management GMP Financial
Statements provided by BCBSMT to develop the Starting Point General Admin Expense PMPMs
for each Business Segment. The General Admin Expense PMPM Starting Point assumption was
developed by applying a 2.0% annual inflation factor for General Adrnin Expense PMPMs for the
nine month period from the midpoint of the 6-month period ending June 30, 2Ot2 to January 1,
20t3.

As for the Model's MLR assumptions, administrative expenses may be another area where a
potential acquirer of the Modeled Segments may be able to enhance future financial results
when compared to the historical financials. For example, the economies of scale and possibly
existing infrastructure enjoyed by large MCOs may enable the absorption of the Modeled
Business Segments with minimal additional expense while improving ongoing efficiencies and
financial performance.

ActMod is not an efficiency or administrative expense expert. Accordingly, we relied on the
BCBSMT Chief Financial Officer and the BCBSMT Controller for our administrative expense
assumptions and limited our review to the reasonableness compared to BCBSMIs existing
administrative expenses. In our opinion, the projected administrative expenses are reasonable
and consistent when compared to the information we were provided for the historical
administrative expenses of BCBSMT. We made no assumptions regarding the infrastructure of a
potential acquirer or any potential improvements that may or may not be possible.

(2) Commissions: As discussed in Section lll. B. (f) (a) above, commission rate levels for the entire
projection period were assumed to be reduced from current levels by one percentage point from
5.49% to 4.49% for the lndividual Business Segment and from 6.t1o/o to s.LL% for the Small
Group Business Segment. Commission rates for all the other Business Segments were assumed to
equal the commission rates currently paid by BCBSMT. The commission rates used by the Model
for each Business Segment are shown in Exhibit 9(b).

(3) Premium Taxes: As discussed in Section lll. B. (1) (b) above, BCBSMT currently pays a MCHA
Assessment fee of Ll% of premium. Our projections assume that the MCHA Assessment Fee is
replaced with Montana's current premium tax rate of 2.75% as shown in Exhibit 9(c). The reason
for this revision is attributable to the assumption that a potential acquirer, depending on its
corporate structure, may be subject to Montana's applicable premium tax rate in lieu of the
lower MCHA Assessment fee currently paid by BCBSMT.
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(4) ACA Insurer Fees: The ACA lnsurer Fees are discussed in Section lll. C. (5) (d) above and shown in
Exhibit 9(b). As also previously discussed, the ACA-imposed health insurance and self-funded
policy fee (e.g. S.oeg prupM for policy years ending in 2013 and 5.167 pMpM for policy years
ending in 2014) was considered immaterialand not included in our projections.

(5) Fixed Annual Administrative Expenses: As discussed in Section lll. A. (3) above, the 2011
Statutory Financial Statements included approximately SZ.S million of Depreciation and
Amortization expenses that are not included in the above General Administrative Expenses.

Accordingly, per our discussions with the BCBSMT Chief Financial Officer and the BCBSMT
Controller, our projections include an assumed annual fixed depreciation and amortization
expense of 52 million for each projection year one through five and St million of such fixed
depreciation and amortization expenses for projection years six through twenty.

In addition to this annual fixed depreciation and amortization expense, BCBSMT also believes
that the current environment and certain driving factors attributable to the ACA will necessitate
investments over and above historical expenditures. ActMod was advised that this is especially
true for the past several financially challenging years that have prevented BCBSMT from making
the capital expenditures required for its longer term marketplace viability.

Accordingly, the Appraisal assumes SZ million per year for each of the 20 projection years for
future initiatives over and above BCBSMT's recent capital expenditures. We note that this 52
million annual capital expenditure amounts to a relatively modest O.3% to O.4To of annual
revenues projected for the Modeled Segments.

J. Core Proiection Period versus Extended Proiection Period: The Model prepares detailed month-by-
month projections for the Core Projection Period (i.e. calendar years 2013 through 2017). The
assumptions during this Core Projection Period are as described throughout this Report and
summarized in the various Exhibits.

ln general, the further out the projection year the greater the uncertainty and the less reliable the
projection. Due to this uncertainty, many projection models limit the projection period to three to five
projection years for short term medical care business segments such as those discussed in this Report.
Short term projection periods for medical care business segments are almost always the rule when
projection models are used for business planning purposes since the visibility horizon rarely extends
beyond a three to five year horizon - especially given changing regulations and the inherent dynamic
nature of the medical care industry.

The Extended Projection Period is used by the Model for valuation purposes (i.e. when preparing an
Actuarial Appraisal Value). This is not to suggest, however, that the credibility of these extended
projection years is any greater when used for developing an Actuarial Appraisal than when the Model
is used for business planning purposes.

Rather, in ActMod's opinion, the Extended Projection Period provides for a more accurate valuation
than would be the case if the Model were truncated after four or five years.
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Rather than applying detailed assumptions specific to the Extended Projection Period (i.e. Projection
Years 6 through 20) to develop values that would suggest greater credibility than what ActMod
believes would be realistic, the Model effectively assumes that the annual projections during the
Extended Projection Period are in large measure mirror images of Projection Year 5. Following are the
assumptions that drive the results during the Extended Projection Period for both the Existing
Business and the New Business:

(1) Membership: Membership is assumed to start decreasing during the Extended Projection Period.
We believe that this is appropriate when the Model is used for an Actuarial Appraisal for
consideration of the type of transaction contemplated by BCBSMT (i.e. a potential sale or
transfer of certain Business Segments). That is, in ActMod's opinion a potential acquirer will
ascribe limited value to business written at some point prior to a 20-year projection horizon. This
can range from as little as a l2-month horizon (i.e. the willingness to pay for the runout of
business until the next renewal date) to some multiple of years that may extend well beyond the
immediate renewal horizon.

For each of the Scenarios summarized in Section lV of this Report and shown in Exhibit 3, the
projections assume that75% of Lapses during the Extended Projection Period will be replaced by
New Sales. This effectively assumes that the Lapse Rates shown in Exhibit 9(c) for the Existing
plus New Business combined is 25% of the Lapse Rates shown. For example, the annual lapse
rate for the Individual Business Segment will be 5.75o/o (t.e.25o/o x23.Oo/ol for each year during the
Extended Projection Period.

While based on extensive discussions with BCBSMT management, in ActMod's opinion the
proportion of lapses assumed to be replaced by New Sales for such an extended period is an
aggressive assumption for an Actuarial Appraisal. That is, we believe the reliance on New Sales
written long after the Appraisal Date results in an Appraisal Value within but at the higher end of
a reasonable range - especially from the perspective of a potential acquirer.

(21 Premium and ASC Fees: Both Premium PMPMs and ASC Fee PMPMs are projected to increase at
the same rate of change as occurred for Projection Year 5 when compared to Projection Year 4.

(3) Other Income: Other Income is comprised of interest on claim reserves, interest losses on
Premiums Due and Unpaid, and interest earnings on Premiums Paid in Advance [see V. A. (2)].
Other Income during the Extended Projection Period is maintained at the same percentage of
Premium as was the case for Projection Year 5. For the Business Segments defined by ASC Fees

versus Premiums (i.e. FEP and Self-Funded), the Other Income is zero for both the Core and
Extended Projection Periods.

(4) Medical Costs: The Medical Loss Ratio (i.e. Medical Cost as a percentage of Premium) for each
year during the Extended Projection Period is assumed to be the same as that for Projection Year
5 for each Business Segment.

(5) Administrative Expenses:

(a) Total Administrative Expenses exclusive of Annual Fixed Expenses:

(1) Business Segments Defined bv Premiums: The expenses for these Business Segments
are assumed to be the same percentage of Premium for each year during the Extended
Projection Period as was the case for Projection Year 5.
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(2) Business Segments Defined bv ASC Fees (i.e. FEP and Self-Funded): Both the ASC Fee
PMPMs and corresponding Administrative Expense PMPMs for these Business
Segments were assumed to increase at the same rate of 3.0% per year (i.e. the same
rate that ASC Fees increased from Projection Year 4 to Projection year 5). This also
maintained the same relationship of ASC Expenses to ASC Fees during the Extended
Projection Period as was the case for projection year 5.

(b) Annual Fixed Expenses: As discussed in Section lll. A. (3), the Model assumes an annualfixed
depreciation and amortization expense of 51 million for each projection year during the
Extended Projection Period. This is a decrease from the $2 million of annual fixed
depreciation and amortization assumed for each projection year during the Core projection
Period.

ln addition to the annual fixed depreciation and amortization expense, an additional 52
million per year is assumed for future initiatives during both the Core projection period and
the Extended Projection period.

Vl. Qurutrrcnnons, Rruancrs. eno Lrrarrnrpns

James P. Galasso, President & Consulting Actuary for ActMod, a Fellow in the Society of Actuaries and a
Member of the American Academy of Actuaries prepared this Report. Mr. Galasso has over thirty years,
experience in actuarial work related to health care, has served as the Chief Actuary and Chief Financial
Officer of large rnanaged care organizations, and has provided actuarial consulting services to the health
care industry.

In these various capacities, Mr. Galasso has addressed the areas discussed in this Report on numerous
occasions and meets the Qualification Standards for Actuaries tssuing Stotements of Actuariat Opinion in
the United Stotes to issue the opinions contained herein.

Mr' Galasso applied the appropriate actuarial standards in the preparation of this Actuarial Appraisal.

Various files provided to ActMod by BCBSMT and discussed in this Report enabled us to reach the opinions
presented in this Report. The scope of this engagement included either a detailed independent review of
these files or, where noted, reliance on the BCBSMT employees identified in Section E of this Report.

The estimates and projections included in this Report, of necessity, are inexact, may be subjective in
nature, and many include projections of events that have not yet taken place (e.g. premiums to be
received, claims to be paid, and expenses to be incurred beyond the date for which information was
available). While ActMod used accepted actuarial procedures in preparing our projections, there can be no
assurances that the ultimate actual results will not differ materially from our projections.

In addition to the historical data provided by BCBSMT employees, many of the projection assumptions
were discussed with and/or provided by BCBSMT. This Report identifies those areas upon which we relied
on BCBSMT for the projections presented and/or discussed.

In addition the accuracy of any projections presented or discussed in this Report are dependent upon the
availability and quality of the data received.
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The detailed data (e.9. premium rates, claim records, membership files, and expense allocations) that were
required to prepare this Report were accepted as accurate and valid by ActMod without audit or detailed
verification. Accordingly, ActMod is not able to provide assurances in this Report concerning the integrity of
such information used in our analyses and on which our findings are based.

ActMod did review all data and information provided for general reasonableness. We have no reason to
believe that any of the data or information provided is not accurate. Additionally, we believe our review
addressed the appropriate issues and our conclusions presented herein are reasonable, given the
information provided.

The scope of this engagement does not constitute a rendering by ActMod, its employees, or its agents of
any legal advice, and because our engagement is limited in nature and scope, it cannot be assumed to
provide all analyses that may have importance to BCBSMT or others in this matter.

Unless legally required to do so, this Report may not be copied, reproduced, or distributed to others at any
time without the prior written consent of both ActMod and BCBSMT. This Report may contain certain
nonpublic information, and, accordingly, recipients shall treat this Report, and any nonpublic information
made available hereunder, as confidential. Distribution of this Report must be in its entirety, including any
Attachments, Exhibits, or Appendices.

Nothing included in this Report may be included in any filing with the Securities and Exchange Commission.

Any reader of this Report must possess a substantial level of expertise in areas relevant to this analysis to
appreciate the significance of the assumptions used in the analysis, and the impact of the assumptions on
the illustrated results.

I thank BCBSMT for the opportunity to prepare this Report and would be pleased to respond to any
questions or supplement the Report as may be deemed necessary.

Respectfully su bm itted,

M A./-""-'
James P. Galasso, FSA, MAAA, CERA

President & Consulting Actuary
Actuarial Modeling

Exhibits
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James P. Galasso, FSA, MAAA, CERA

President & Consulting Actuary
Actuarial Modeline

90 West Wieuca Road NE Email: jgalasso@actuarialmodeling.com
Suite 220 Office: (404) 531-0379
Atlanta, Georgia 30342

Jim Galasso is a Fellow in the Society of Actuaries, a Member of the American Academy of
Actuaries, and a Chartered Enterprise Risk Analyst. He has over 30 years' experience in health
care, serving in the capacity of Chief Financial Officer, Chief Actuary, and as an Actuarial
Consultant. Prior to incorporating and serving as the President & Actuarial Consultant for
Actuarial Modeling, Mr. Galasso served as a Partner with Ernst & Young LLp, managing E&y,s
southeast actuarial healthcare practice.

Mr. Galasso has performed various actuarial services for numerous Commercial lnsurance
Carriers, Blue Cross Blue Shield Plans, Health Maintenance Organizations, Governmental
Entities, Health Care Providers, and Large Employers. Such services include but are not limited
to:

(1) Actuarial& Financial Due Diligence

(2) Actuarial Reserve Reviews (including IBNR and Premium Deficiency Reserves)
(3) Actuarial Valuations

(4) Group Health Employee Benefit Programs

(5) Pricing Medical Care Benefit Plans

(6) Reviewing Prescription Drug Programs Iincluding Pharmacy Benefit Managers (pBM)]
(7) Risk-Based Capital Reviews

(8) Health plan organization realignments

(9) Predictive Risk Modeling / Health Risk Adjusters

(10) Underwriting policy and procedure reviews

(11) Rate filing preparations and testimony
(12) Provider contracting and network management
(13) Risk assessments for Provider Sponsored Organizations

(14) Merger and Acquisition engagements
(15) Medicare Supplement Products

(16) Medicare and Medicaid managed care programs

(17) Blue Cross and Blue Shield audits and actuarial consulting
(18) HMO and PSO audits and actuarialconsulting
(19) Behavioral health audits and actuarial consulting

(20) Expert Witness Testimony

(21) Serving on Arbitration Panels
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James P. Galasso, FSA, MAAA, CERA

Professiona I Experience

Mr. Galasso has developed a comprehensive package of actuarial and financial reporting tools
consisting of, but not limited to, the following:

(1) An "lncurred But Not Reported" (IBNR)estimation software model
(2) A medical cost & premium development software modelfor healthcare companies
(3) An aggregate and specific stop loss rating software model
(4) A MediGap pricing software modelthat accommodates both 1990 and 2010 standard

plans
(5) A large group underwriting software model
(6) A physician fee evaluation software model
(7) A hospital reimbursement evaluation software model
(8) A prescription drug evaluation software model
(9) A financial projection software modelfor healthcare companies
(10) A market segment reporting and trend monitoring software model
(11) A capital management and risk-based capital analysis software model

Qualifications

Mr. Galasso maintains his standing as a Fellow of the Society of Actuaries, a Member of the
American Academy of Actuaries, and a Chartered Enterprise Risk Analyst by pursuing continuing
education credits and frequently speaking at various actuarial conferences.

Seminars and Trainins

Mr. Galasso attends and/or speaks at various seminars and conferences sponsored by the
Society of Actuaries, the Southeastern Actuaries Conference, and other industry conferences.

Education

Mr. Galasso graduated with honors from the State University of New York at Stony Brook with
majors in both Theoretical and Applied Mathematics. His post graduate activities included
studying for and successfully completing the series of examinations offered by the Society of
Actuaries, culminating in Mr. Galasso's obtaining his Fellowship in the Society of Actuaries.
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DEFINITIoNS AND INDUSTil TERMINoLoGY

2.

3.

4.

5.

6.

7.

8.

9.

I, Actuarial Appraisal: An appraisal of an insurance business presenting a set of Actuarial Appraisal Values.
A set of Actuarial Appraisal Values is based on a range of Discount Rates or a range of assumption sets
but may in certain circumstances present a single unique value for the business.

Actuarial Appraisal Value: The present value, calculated as of the Appraisal Date, of projected
distributable earnings of an insurance business where the distributable earnings are based on a set of
assumptions.

Administrative Services Contract ("ASC"): A health care administration contract for which the
policyholder (e.9. an employer) assumes the financial responsibility for claim payments with an
administrator (e.g. a Managed Care Organization) assuming the administrative duties such as processing
claims, medical rnanagement, and member services.

Managed Care Organization revenues for ASC contracts consist of ASC Fees (i.e. charges to administer
the health care contract) versus Premiums for Fully Insured contracts.

While there may be a technical distinction related to the ultimate claim payment responsibility, ASC
contracts may also be referred to Administrative Services Only ("ASO") contracts.

Appraisal Date: The date as of which an Appraisal Value is assessed.

Affordable Care Act ("ACA"): The two health care reform bills enacted into law on March 23, 2010 called
the "Patient Protection and Affordable Care Act" and the "Health Care and Education Affordability
Reconciliation Act of 2010" are collectively referred to as the "Affordable Care Act,,.

Allowed Claims (or. Allowed Chareesl: Allowed Claims represent the amount a health care provider bills a
managed care organization after the application of contractual discounts negotiated with the managed
care organization and after benefit coverage provisions are considered but before member cost sharing
provisions are considered.

Anniversarv (or, Renewal) Month: Individuals and small employer groups generally receive rate changes
on a regular basis (e.9. every 5-months or annually). The rate change month is usually called an
"Anniversary Month", or a "Renewal Month".

Assumption Reinsurance: Reinsurance of an entire business, part of a business, or a block of policies
under an arrangement whereby a purchasing company becomes solely liable to the policyholders on the
contracts transferred from another company.

Base Period (also referred to as Experience Period): This is a term used by actuaries when they must
project future medical costs and related data (e.g. members and premiums) for a defined purpose. The
Base Period is derived from a recent subset of the Experience Data. The actuary often uses the Base
Period to project future expected experience (e.g. for a defined Rating period).

Base Rate (also referred to as Manual Rate): The Base Rate for a defined population is determined by
applying the demographic characteristics of the population to a company's Rate Tables. The actual
morbidity of the population is not considered (see Experience Rate and Rate Basis).

Billed Claims {or' Billed Charses): Billed Claims represent the amount a health care provider bills a
managed care organization before the application of contractual discounts negotiated with the managed
care organization and before member cost sharing and benefit coverage provisions are considered (see
Covered Claims).

12. Closed Product Line: A Product Line that is no longer being marketed (i.e. the product Line is no longer
available to new Mernbers).

10.

11.
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DEFtNtnoNs AND lNDUsrRv TERMtNoLoGy (Colt'ol

13.

1,4.

15.

r6.

17.

18.

19.

Cost Sharlne: Cost Sharing refers to the amount of Allowed Charges that a Member must pay for health
care services over and above that paid by a health care plan. The most common cost sharing provisions
consist of deductibles, copayments, and coinsurance amounts. Benefit limitations such as calendar year
limits may also result in Cost Sharing.

Covered Claims: Covered Claims are the same as Billed Claims with the exception that claims not covered
by a benefit plan are excluded.

Deterred or Induced Utilization: ln addition to Adverse Selection and the dollars paid by Members due to
the Cost Sharing provisions of a benefit plan, the impact on the cost of a benefit plan attributable to the
Deterred or lnduced Utilization must also be estimated. In general and all else being equal, benefit plans
with higher Cost Sharing provisions will almost always experience higher Medical Costs than benefit plans
with lower Cost Sharing provisions. This is attributable to both Adverse Selection and the following
generally accepted and proven assumptions:

(a) That a Member assuming a greater proportion of Medical Costs due to higher Cost Sharing
provisions will generally be "deterred" from utilizing medical services (i.e. the "Deterrent" effect
attributable to Cost Sharing provisions); and

(b) Conversely, that a Member assuming a relatively modest proportion of Medical Costs due to low or
generous Cost Sharing provisions will not be deterred from utilizing medical services and may even
be "induced" to seek such services (i.e. the "lnduced Utilization" effect attributable to nominal Cost
Sharing provisions).

Discount Rate: The rate used to discount projected earnings to determine a present value used in an
Appraisal. The assumed level of the Discount Rate reflects an assumed after-tax yield consistent with the
purpose of the Appraisal (e.g. an after-tax yield assumed to be acceptable to a hypothetical purchaser of
the business being appraised).

Emplovee Contribution: This is the amount an employee must pay to participate in an employer
sponsored health insurance plan. The employee contribution may be expressed as a dollar amount (often
the employee's required monthly contribution) or a percentage of the benefit plans total premium.

Emplovee Participation: This is defined as the percentage of employees that actually enroll in an
employer sponsored health insurance plan.

Experience Data: This is a term used by actuaries to define the data (e.g. members, premium, and
medical claims) that is often used for projection purposes. The data used for a defined Base period is
generally a subset of the Experience Data.

Experience Rate: This is the premium rate for a defined population that reflects the underlying morbidity
characteristics of the population. This contrasts with the Base Rate for a population (see also Rate Basis).

Familv Tier: This is an industry term that is used to describe a Member's family type rating classification
(e.g. Single Subscriber, Subscriber and one Dependent, Family).

Fullv lnsured Contracts: Fully Insured Contracts are contracts for which the policyholder (i.e. either an
individual or an employer) is responsible for paying a predetermined premium in exchange for the
insurer or Managed Care Organization accepting full responsibility for paying for all claims incurred in
accordance with the contractual terms.

20.

21.

22.
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Dtnrmons AilD lNDUsrRy TERMtNoLoGy (Corrrr,o)

23. Grandfathered Benefit Plans ("GF" Benefit Plans): Policy Forms sold prior to March 23,z1to do not have
to conform with all of the ACA-mandated benefits as long as the benefits and cost sharing provisions are
not materially changed. These Policy Forms are referred to as Grandfathered ('GF'l Benefit plans (see
also Non-Grandfathered Benefit plans).

24. Guaranteed lssue: Regulations may require that Managed Care Organizations offer health coverage to all
individuals or small employers requesting such coverage, subject to certain provisions (e.g. for small
employers a health care plan may establish, within limits, minimum Employee Contribution and
minimum Employee Participation requirements). This reguirement is generally referred to as
"Guaranteed lssue".

25. Guaranteed Renewabilitv: Regulations may require that Managed Care Organizations be required to
renew the health policies of individuals or small employers for other than certain limited and defined
reasons (e.g. the nonpayment of required premiurns).

26' Lapse Rate: A Lapse Rate is an industry term used to measure the termination rate of Members and/or
Groups' when specifically measured, the Lapse Rate is generally expressed as a monthly or annual
percentage.

27, Manased Care Organization ("MCO"l : Third pafi health care payers that negotiate contracts with health
care providers to provide services to its Members are often referred to as Managed Care Organizations.

28. Medical Costs: This is an industry term that is used to refer to medical claim payments plus other medical
costs and/or credits (i'e' capitation payments to providers or provider organizations, provider risk sharing
payments or receivables, Rx Rebates, medical management expenses properly classified as medical
expenses, etc.).

29. Medical Loss Ratio ("MLR"): While the subject of multiple definitions, in its most basicform (and, unless
othemrise stated, as used in this Report), an MLR is defined as Incurred Medical Costs divided by Earned
Premiums for a defined period of time. The ACA-defined MLR differs and is defined by the following:

(c) Numerator = Medical Costs (inclusive of medical management expenses that improve the quality of
medical care) plus the impact of Policy Contract Reserves (also known as Active Life Reservesi, if
any.

(d) Denominator = Earned premium less State and Federal Taxes

30. Medical Loss Ratio Durational Factors: Health care companies generalry review and consider an
applicant's medical history prior to issuing an individually underwritten health care poliry (see
Underwriting Tier). Accordingly, the claims costs and/or MLR of policies during the initial years foliowing
issuance can be expected to be materially lower than the claims costs and/or MLR for longer duration
policies' That is, the policies remaining in force several years after issue reflect several factors which
cause their claims cost and/or MLR to be greater than that of more recently issued policies - even for
policyholders of the same age and other demographic characteristics. The factors used to measure this
phenomenon (i.e. the relationship of the MLR for a given duration to the MLR for a defined normative
duration) are called MLR Durational Factors.

31. Medical Loss Ratio Durational Wear-Off Factor: The change in the MLR Durational Factors from one
period to a subsequent period is generally referred to as the MLR Durational Wear-Off Factor (or, the
U nderwriti ng Wear-Off Factor).
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-

32. Medical Trend (Claims Cost Trends. Claims Trend. or Claims Trend Factor): The actual and/or expected
change in claims cost (the claims costs are generally expressed on a Per Member per Month, or ,.pMpM,,

basis) over a defined period of time (the change, or Medical Trend, is generally expressed as a
percentage in annualized terms).

33. Medical Trend Leverase: The mathematical phenomenon that causes Medical Trends to be higher for
benefit plans with fixed cost sharing provisions such as calendar year deductibles or fixed copays (e.g. all
else being equal, a benefit plan will experience higher medical cost trends to the extent it has a fixed
calendar year deductible that is higher than that of another similar benefit plan). This is due to the fixed
cost sharing provisions offsetting a smaller proportion of a total benefit plan's claims cost as overall costs
increase but the fixed cost sharing provisions remain fixed.

34. Medical Unden^rritine: The selection process that MCOs often use to review the medical history of an
applicant for a health care plan to determine the health status of the applicant. After evaluating the
applicant's health status, the MCO will generally assign the applicant (or, group of applicants for a group
health care plan)to an Underwriting Tier.

35. Member: Member is the term most commonly used to describe any participant in a health care plan,
whether that participant be a subscriber or a dependent of a subscriber.

36. Member Months: The average number of Members covered during a defined time period multiplied by
the number of months in that time period. Member Months is also used to describe the average number
of Members covered for each day within a given month.

37. Minimum Premium Plan: Minimum Premium Plans are contracts that are essentially a hybrid of an ASC
contract and a Fully Insured Contract. For Minimum Premium Plans, the employer is contractually
responsible for paying all claims up to a defined "Stop Loss" level, with the insurer or Managed Care
organization ("Mco") responsible for the excess. The insurer or MCo is usually responsible for
processing claims and providing other administrative and provider network services. As the name implies
the premium paid to the insurer or MCO is generally "rninimum" and much closer to an ASC fee than a
Fully Insured Premium.

38. Non-Grandfathered Benefit Plans ("NGF" Benefit Plans): Policy Forms sold after March 23, 2Ot0 are
required to comply with the ACA-mandated benefits by the later of (i) the policy effective date and (ii)
the first renewal/rate change date after September 23,2010. These Policy Forms are referred to as Non-
Grandfathered ("NGF") Benefit plans (see also Grandfathered Benefit plans).

39. Open Product Line: A Product Line that is actively marketed (i.e. the Product Line is made available to
new members).

40. Paid Claims: Unless otherwise stated this Report refers to Paid Claims as the amount a health care
provider bills a managed care organization after the application of contractual discounts negotiated with
the managed care organization, after benefit coverage provisions are considered, and after member cost
sharing provisions are considered. Paid Claims must often be distinguished from Incurred Claims but
unless otherwise stated, this Report will use the terms Paid Claims and Incurred Claims interchangeably
to distinguish them from Allowed Claims (see Definition above). Paid Claims generally refers to claims
actual paid by a managed care organization. Incurred Claims refers to claims paid plus claims incurred but
not yet paid (i.e. Paid Claims plus a liability estimate for claims incurred but not yet paid).
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41. Per Member Per Month ("PMPM") :Dollarvalues in the managed care industry are often expressed on a
Per Member Per Month ("PMPM") basis. For example, the average premium and Medical Costs for
Members for one month or for a series of months (such as the Experience Period or the Rating period)
are often expressed as PMPMs, which is calculated by dividing the total dollars for the period in the form
of Medical Costs or premiums paid by the total number of Member Months that generated those dollars.

42. Pharmacv Benefit Manaeer ("PBM"): A PBM is a company that administers the prescription drug benefit
program for many large employers and most Managed Care Organizations. They are responsible for
creating, negotiating, and updating a health plan's prescription drug formulary (i.e. a list of generic
and/or brand name drugs that often comprise what an MCO may offer as its "preferred,, list oi drrg,
with lower Member copayments).

The PBM also typically receives Prescription Drug Rebates from Prescription Drug Manufacturers. The
Rebates generally vary based on the PBM's formularies, the utilization of specific brand name
prescription drugs, and contractual agreements between the parties. Negotiations between the pBM
and an MCo will also generally result in a portion of the Rebates being passed through to the MCo.

43. Policv Form (or. "Plan Familv", or "Product Line"l: The terms policy Form, plan Family, or product Line are
often used to define a group of benefit plans that may have similar but not identical cost sharing
provisions' Sometimes Product Line is used to describe a subset of a Policy Form (i.e. product Line may
include benefit plans with cost sharing provisions at a more granular level than the poliry Form or plan
Family).

44. Provider Network: The medical care providers (e.g. Hospitals, Physicians, other health care professionals)
and service organizations (e.g. pharmacy benefit managers, laboratories, radiology centers) that have
contracted with a MCo to provide medical services to the MCo,s Members.

45. Quota Share Reinsurance: Reinsurance in which the reinsurer accepts an agreed percentage of every risk
it reinsures for the defined block of business subject to the reinsurance agreement. For example ,7S.OO%
Quota Share Reinsurance describes an arrangement in which the reinsurer is paid 7S.OO% of all premiums
(after commissions and negotiated expenses) and pays 7s.oo% of all claims.

46. Ratins characteristics: This term refers to the various rating categories that may impact the particular
rate of a Subscriber. Permissible Rating Characteristics often include: Age, Gender, Health Status (i.e.
Underuvriting Tier), Benefit Plan, Geographic Area, and Family Tier.

47 ' Ratins Period: This is a term used by actuaries to define the time period for which future medical costs
are to be projected for premium rating purposes.

48. Retention: Retention is an industry term that is used to describe the portion of the premium dollar
estimated to provide for all items other than Medical Costs. Examples of Retention items include:
Administrative Expenses, Selling Expenses, Premium Taxes, and Profits. Retention is generally expressed
as either a percentage of premiums or a fixed dollar amount PMPM. When expressed as percentages of
premiums, the total of all Retention items is equal to the complement of the basic MLR (i.e. 100% minus
the MLR = Retention).

Actuariol Modeling



DEFTN|TIONS AND INDUSTRY TERM|NOIOGy (COtrt"o)

49. Risk-Based Capital ("RBC"): Most states have adopted the RBC model bill released by the National
Association of lnsurance Commissioners ("NA|C") that establishes minimum capital standards for health
insurance companies and managed care organizations. For states that adopt the RBC Model Bill, various
defined levels of capital precipitate various regulatory sanctions that reflect the deviation from minimum
standards. For example, the basic measure that defines what is generally called the RBC Ratio is called
the Authorized Control Level ("ACL"). When a company's capital falls below the ACL, a regulator is
authorized to seize control of the company. When a company's capital falls below the Mandatory
ControlLevel ("MCL"), a regulator is requiredtoseizecontrolof the company. No regulatoryactionsare
generally required for companies that maintain their capital above the Company Action Level ("CAL").

Meeting contractual obligations to Members, maintaining corporate financial viability, avoiding strict
regulatory sanctions, avoiding adverse public and customer perceptions of companies subjected to RBC
regulatory sanctions, and historically significant industry fluctuations in capital levels, are all strong
incentives for companies to maintain their capital levels comfortably above minimum standards.

Risk Adiustine: This is an actuarial term used to describe a system that is designed to neutralize within or
across companies the financial impact of servicing a more or less favorable population with respect to
the population's health status. The companies or entities involved might include, for example, MCOs,
providers, or classes of employees of a large employer.

Seasonalitv: This is the term used to describe the phenomenon that medical claims costs often vary by
calendar month. This is especially true for benefit plans with high calendar year deductibles since claim
payments for these plans are generally lower in the early months of a calendar year and increase in the
latter months of a calendar year. That is, in the early months of a calendar year, a greater portion of
claims are subject to the benefit plan deductibles that are the responsibility of the Member.

Subscriber: This is a term that is often used to describe the purchaser of a health care policy. The health
care policy itself may cover only the Subscriber (i.e. a "Single" policy) or the Subscriber and his or her
dependents (i.e. a "Family" policy).

50.

51.

52.

Actuorial Modeling



Blue Cross Blue Shield of Montana
Actuarial Appraisal

Appraisal Date ofJanuary 1, 2013

Summarv of Scenarios

tt'Muy not add due to rounding
(2)See 

Report for more detailed description of Scenarios
(3)Excludes 

value of initial Surplus and other assets (see Report for description)
(a)scenario 

5 shown only to value impact of Non-Assignabte contracts; not for independent Appraisal Value assessment
Actuarial Modeling

Net Cost of Divestiture Total
Income C?pital Value Appraisal{3)

8%/13% Discount Rates

7 5o/o 2OL4 | nd iv/SmG p La pse Replace
75%Ext'd Period Lapse Replace
Low lnd/SmGp MLRs; comm Reduced 1

530,258 (S25,5s2) 51,692 SS,gOg
s78,O74 (s71.887) SLL.'4L Sts.tzt
s108,342 (S9S,s40l 514,233 524035

me as Scenario L except s32,215 (522,579) S2,O2g 511,664
sss.448 |670.4471 514.914 S29.e16

s16,943 $Ct,58O
Scenario 3 Same as Scenario 1 except

D i scou nt Rates 9o/o / 14o/o

Existing Business

New Business

Total Business

Sz8,so+ (Slo,+:11 SL,qtq (5515)

szr.srg (s72.S55) srO.sor sg,zrs
Sroo,o23 {S103,298} Su,gzs Ss.zoo

Scenario 4 Same as Scenario 1 except:
Ind/SmGp MLRs +1 percentage point

Existing Business

New Business

Total Business

g22,s7g (S26,6s1) 51,298 (5i,7741
s54.234 (s71.S6s) Sro,sro 52.879
s86,812 (s98,516) Str,gog Sros

Same as Scen 1 except:
Removed Shock Lapses

due to Non-Assignable provider
contracts

Existing Business

Total Business

s30,95s (s26,6s2) 5L,769 ga,otz

s93.966 (sSs.737) Srq.qoz 522.6s6
5L24,921 (5112,3891 Sre,zrs 528,768

Average Scenarios 1 thrugh 4 s28,391 (s2O,SZS1 St,60g iz,,qzt
s74.819 (s71.7661 StZ.tzz Srs.rs4



Blue Cross Blue Shield of Montana
Actuarial Appraisal

Appraisal Date of June 30,20Lz

Summary of Scenarios

(2)See 
Report for more detailed description of Scenarios

(3)Excludes 
value of initial surplus and other assets (see Report for description)(o)scenario 
5 shown only to value impact of Non-Assignable contracts; not for independent Appraisal Value assessment

'odeling

Net

Income

Cost of Divestiture Total

Value Appraisal{3l

8% | t3o/o Di scou nt Rates
7 5% 20L4 I ndiv/SmGp Lapse Replace
75%Ext'd Period Lapse Replace
Low Ind/SmGp MLRs; comm Reduced L

Existing Business 529,L2s (S25,G4G) S1,G28 Ss,roz
s73,M6 (567.625) 511.798 517.617

$LO2,57L 1593,2721 513,426 S22l2A

Scenario 2 Same as Scenario l except
D i sco u nt Rate s 7 o/o / L2o/o

Existing Business

New Business

Total Business

S3t,t+3 (Szr,aza1 $t,96t gtt,zte
Sgo.zqr (S06,s66) Sr+,ogg Sze.zoe

Sut,ggc ($ee,rsa; Srs,os+ S39,sc+

Same as Scenario 1 except
Discount Ratesg%/14%

s27,302 ($29,149) 51,354 (5+Sa1

s66.984 (s58.24s) Sg.ggr Sa,eso

me as Scenario L except:
MLRs +1 percentage point

Szt,lzt (Szs,s+s1 5L,249
s60.426 (s67.60s) S9.8S7

Sgz,tsz (Sst,zso; gt1,t36

(s2,670)

s2.709

5rg
Scenario 5(a)

(Hypothetical)
Same as Scen L except:
Removed Shock Lapses

due to Non-Assignable provider
contracts

Existing Business

New Business

Total Business

s29,787 (525,545) 5L,702 S5,8aZ
s88.3s6 (s80.6s4) S13.50e SZr.gsr
Sx18,1s3 (g106,300l Sts,3tt SzT,tgJ

Average Scenarios 1 thrugh $27,324 (525,567) S1,548 S3,3Os
s70.399 (s67.s10) Stt.qv Sr+.goo

(1)May 
not add due to rounding



Blue Cross Blue Shield of Montana
Actuarial Appraisal

Appraisal Date of January 7,2OLg

Distribution of Modeled Business Segments

Distribution for 6-month Period End 6/30/2
Business Segment

Individual

Small Group
Large Group

Medicare Supp

Medicare Part D

FEP(1)

Students

Self-Funded(1)

Stop Loss

Total

ttlAdrin Fees vs Premiums for these Business Segments

on o72
Average Members Premiums/Fees Earned

Number %

31,808 12.0%

33,730 t2.7%
4L,24L !5.6%
t4p7g 5.7%

9,222 3.5%

32,379 L2.2%

8,377 3.2%

72,732 27.4%
20.565 7.8%

265,031 LOO.O%

50o0s %

5qo,+82 L7.2%

56l,stz 28.8%

s88,tZg 37.6%

st6,z51 7.r%

$q,619 2.O%

54,L36 Ls%
is,Lgl 2.2%

56,396 2.7o/o

s1,493 0.6%

S2gql6s too.o%

Actuarial Modeling



Blue Cross Blue Shield of Montana
Actuarial Appraisal

Appraisal Date of January L,Z0t3

Underwriting Results (statutoryla)
(Sooos)

(1) Premiun
(21 Total Medical & Hospital

lx
(4) Net Underwriting Gain (Loss) = (U-(2)-(3)

(") 
E*."rpt, from BCBSMT's statutory statements of operations

20tL

5508,999 55t6,2+O 5SOl,2l2 5SZg,30t 5562,21s
5412,853 $qgZJqZ 5+36,9g2 S+sg,1tt 5488,906
Ssg.g+r Ss+.grg S83.8s9 Sts.Etg Szs.ogo
S6,7ga (Ss2s1 (S17,6oel (S6,1se) (Ss,38B

'Modeling



Blue Cross Blue Shield of Montana
Actuarial Appraisal

Appraisal Date of January t,2Ot3

Historical Risk-Based Capital (,'RBC"y"t
(Sooos)

(t) Frot 2011Annual Statutory Financial Statements (Five-year Historical Data)

(1)

(21

(3)

Authorized Contol Level RBC

TotalAdjusted Capital
RBC Ratio = (Zl / (Ll

Calendar Year
2007 2008 2009 20LO 20tt

S19,076

itqq,9gl
760.1%

s18,293

St18,oto
64s.L%

S19,8zt
5t2z,ss6
6L8.3o/o

S2t,t6q
$tgg,+28
654.L%

522,6sq
StgoJta
s77.3%

Actuarial Modeling



Blue Cross Blue Shield of Montana
Actuarial Appraisal

Appraisal Date of January 1, 2013

underwriting Results (Management GAAp Recast FinancialsJ
(Sooos)

(1) Mem
(2)

(3)

(4) Prem + Fe

(s) M
(6) Adm
(71 Und Results = (a)-(s)-(61

Kev Ratios (as % of preml

Med

Admi

Unc

{a)' ' First Projection year for Scenario L
(b)' ' see Report for Historicarvs projection Admin components

Admin Loss Ratio overstated by about one percentage point (includes all admin; prem excludes ,,Fees,,)

Scenario 1

ber Months
Premium

+ Fees = (2)+(3)

MedicalCosts
Admi

= (4)-(s)-(61

% of Preml
ical Loss Rat

min Loss Rat

nd Results R

Historical Projectiont"'
2010 20tt 20L2 2013

ISt HAIT

1,394,003

s190,318
Sz.gog

$L97,687
s152,980
S+g.szs

St,t82

CY

2,799,305

s399,056
s14,99s

$etq,ost
Sgzl,ggz
s88,529
(Sz,eeo1

znct Halt
t,414,302

s208,738
St.szs

s216,364

s175,002
S+s,oos
($3,642)

80.4%

22.9%

o.6%

83.8%

2L.6%

(1.7%l

82.2%

22.2%

(0.6%'l

CY

2,899,749

542L,36L
irc,zzt

$caz,sgg
5i48,027
Sgg.zsa

$zga

lst t-talt
L,434,L65

5206,L33
s7,769

s2t3,9O2
StGo,zsz
Sqz,oqa

ss,Ooq

2nd Half
L,464,594

s2L5,228
Ss.+sz

Szzg,ego

5L8t,775
Sqo.an
(s4,7O71

80.7o/o

20.7%

2.4%

84.5o/o

21.7%
(2.2%l

82.6%

2r.2%
0.L%

Lst Half
L,5g0,1gg

5224,294
Sto,47L

$zsqlss
Stgo,sgg
s46.236

st,94t

83.2%

20.6%

0.9%

CY

3,001,455

5444,213
Srg.zoo

Scsg,gzg
SE63,3st
s97.938

s2,694

8t.8%

22.O%

o.6%

Actu' 'Modeling



Blue Cross Blue Shield of Montana
Actuarial Appraisal

Appraisal Date of January L,2OL3

Projected lmprovement in Underwriting Results
(Sooos)

(1)

(21

(3)

(4)

(s)

(6)

(71

Member Month
Premium

MedicalCosts
in

Prem+Fees=(2)+(3)

Und Resutts = (a)_(5)-(6)

Medical Loss Ratio

Admin Loss Ratio(ul

Und Results Rati

(t) 
Adtin Loss Ratio overstated by about one percentage point (includes all admin; prem excludes ,,Fees,,)

Lst Proiection Year 5th Proiection Year

20Lt
2,ggg,749

542L,36!
irc,zzt

s437,583

S348,027

s89.2s8

Szge

20L3

3,001,455

5444,2t3
Srg.zoo
Se6l,9zg
S353,351

597.938

s2,694

% change

from 20LL

3s%
s.4%

2L.8%

6.O%

4.40/o

9.7o/o

80r.7%

20L7

2,955,399

s533,848
Szo.goe

$5sc,8tt
Sqzg,7z6
s118.010

$7,075

% change

from 2013

(t.s%l
20.2%

6.t%
L9.60/o

L83%
20.5o/o

t63.6%

80.s%

22.L%

L.3%

(L.6%l

o3%
t19.4%

Actuarial Modeling



Blue Cross Blue Shield of Montana
Actuarial Appraisal

Appraisal Date of January L,2O!3

General Modeline Assumptions

Scenario 1

Initialsurplus(l) $O

lnterest on Accumulated Surplus 4.0%

Risk-Based CapitalTarget(z) 500.0%

Federal Income Tax Rate 3S.O%

Months of Claim Reserves(3) L.57

Divestiture Multiple(4r 5.00

DiscountRatesry%#
(t) 

Value of actual initial surplus excluded from the Appraisa
(') 

Expressed as a percentage of the Authorized Control Leve
(3) 

Interest credited at same rate as interest on accumurated surplus
(o) Multiple of Net lncome in Projection year 2C

Actuarial Modeling



Blue Cross Blue Shield of Montana
Actuarial Appraisal

Appraisal Date of January 1,20L3

Busi ness Segment Assu mptions

Individual
Small Group
Large Group

Medicare Supp

Medicare Part D
FEP

Self-Funded
Stop Loss

Total

lndividual
Small Group
Large G

Medicare
Medicare Part D

FEP

Students
Self-Funded

Stop

SmallG
Large Group

Medicare S

Medicare Part

Students
Self-Funded

Scenario 1

Premium Rate Changes

Medical Loss Ratios
2013

83.O%

79.8%

83.9%

74.8o/o

74.0%

N/A
97.t%
N/A

70.0%

20L4
8s.o%

79.5o/o

83.1%

75.0o/o

74.6%

N/A
92.O%

N/A
70.o%

2015

80.0%

79.0%

83.0%

75.0%

74.6%

N/A
895%
N/A

70.0%

77.5%

785%
83.0%

75.0%

74.6%

N/A

88.5o/o

N/A
7O.0o/o

2017

77.0%

77.5%

83.O%

75.0%

74.6%

N/A
88.O%

N/A
70.oYo

8I.8/o 8t.7% 80.5% 79.8% 79.4%

MedicalTrends
20L3
8.0%

8.0%

8.O%

5.0%

s.0%

N/A
8.O%

N/A
L0.0%

25.0%

t8.o%
7.s%

s.0%

s.0%

N/A
8.0o/o

N/A
LO.0%

20t5
8.Oo/o

8.Oo/o

7.O%

5.O%

5.O%

N/A
8.O%

N/A
10.0%

2016
7.5%

7s%
5.s%

s.0%

s.0%

N/A
7.5o/o

N/A
LO.0%

20L7

7.0%

7.Oo/o

6.0%

5.0%

5.0%

N/A
7.0%

N/A
!0.0o/o

20L3
Ls.3%

9.2o/o

9.2%

5.2%

9.Oo/o

0.0o/o

L6.L%

0.0o/o

26.8%

2014
t4.4%
L3.8%

8.9%

4.8%

4.2%

0.0%

L4.0%

o.0%

10.0%

2015
22.5%

t3.L%
7.3%

5.O%

4.9%

0.o%

tL.o%
0.o%

70.0o/o

20L6
t1-.20/o

8.4%

6.7%

s.0%

s.o%

0.o%

8.9%

0.0%

10.0%

2017

7.9%

8.6%

6.2%

5.0%

s.0%

0.0%

7.8%

0.0%

L0.0%

Actuarial Modeling
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lndividua
Small Grou

Large Grou
Medicare Sup

Medicare Part D
FEP

Students
Self-Fu

Stop L

Individu
Small Grou

Large Grou
Medicare Supp

Medicare Part D
FEP

Students
Self-Funded

Stop Loss

Individu

Small Grou

Large Group
Medicare Supp

Medicare Part

FEP

Students

Self-Funded

Stop Loss

Blue Cross Blue Shield of Montana
Actuarial Appraisal

Appraisal Date of January L,20L3

Business Seqment Assumptions

Scenario 1

Totaf Admin Elpense Ratios (as% of premium)

Commissions (included in above "TotalAdmin Expense Ratios"

ACA Fees (included in above "TotalAdmin E e Ratios"l

20L3

L4.8%

L9.60/o

13.9o/o

26.6%

L9.3o/o

N/A
L5.60/o

N/A
37.4%

20r4
L5.9%

20.3%

15.3%

26.L%

20.8%

N/A
L6.t%
N/A

37.O%

2015
15.s%

20.o%

15.60/o

25.6%

2L.00/o

N/A
L5.go/o

N/A
35.40/o

20t6
74.8%

19.2%

t5.o%
25.0%

20.3o/o

N/A
t5.o%
N/A

33.2%

20L7

15.0o/o

t9j%
t5.2%

24.5%

20.3%

N/A
74.9%

N/A

3t.8%

Same for All Proiection Years

4.49o/o

5.t7o/o

2.62%

4.57o/o

1.37o/o

O.0oo/o

O.00o/o

o.00%
3.8oo/o

20L3
0.00o/o

0.00%

0.00o/o

0.00%

0.00%
0.00o/o

0.00o/o

0.00o/o

0.00o/o

20L4
L.90%
t.90To

Ls0%
0.00%

L.90%

0.40%

L.90%

0.00o/o

L.90%

2015

2.60%
2.600/o

2.600/o

o.00%

2.60%

0.o0%

2.60%

0.o0%

2.60%

20L6
2.40%
2.40%

2.40%

o.00%

2.40%

0.oo%

2.44%

0.a0%

2.40%

20L7

2s0%
2s0%
2s0%
0.00%

2.90%

0,00%

2s0%
0.00To

2.90%

Actuarial Modeling



lndividu
SmallG
Large Group

Medicare Supp

Medicare Part D

FEP

Students
Self-Funded

Stop Loss

Individual
SmallG
Large Grou

Medicare Supp
Medicare Part D

FEP

Students
Self-Funded

Stop Los

Blue Cross Blue Shield of Montana
Actuarial Appraisal

Appraisaf Date of January t,20!3

Business Segment Assu mptions

Scenario 1

New Business (as "Lapse Replacement Ratio")

Same for all Projection years

Lapase Rates Prem Taxes

23.0% 2.75%
25.0% 2.75%
25.0% 2.7s%
7.0% 2.7s%
7.0o/o 0.0O%

6.0% 0.00%
30.0% 2.7s%
24.0% O.OOo/o

30.0% 2.75%

20t3
44.9%

493%
493%

LOo.0%

LOo.O%

LOo.0%

0.o%

LOo.O%

t00.0%

20t4
75.0%

75.0%

t00.0%
too.0%
too.0%
100.0%

80.0%

L00.0o/o

100.0%

2015
L00.Oo/o

L00.0o/o

t00.0o/o

LOO.0o/o

LOO.Oo/o

LOO.O%

L00.o%

t00.o%
LOO.O%

20L6
LOO.O%

LOA.O%

L00.0%

t00.o%
100.0%

L00.0%

L00.0%

L00.0%

L00.0%

20L7

LOO.0o/o

tOO.0o/o

L00.0%

ro0.0%

LOO.0o/o

t00.0%
LO0.0o/o

rc0.0%
L00.0%

Actuarial Modeling



Blue Cross Blue Shield of Montana
Actuarial Appraisal

Appraisal Date of January L,20L3

Minimum ACA-Defined Medical Loss Ratios

Scenario 1

ACA-Defined Minimum MLR

f ndividual 80.O%

Smaff Group 8O.O%

Group 85.0%

Individual

Small

Large G

Individual
SmallGroup
Large G

lndividual
Small

Large Group

(1) 
Traditional MLRs (i.e. Claims/Premium)that correspond to ACA-Defined Minimum MLRs

(2) 
Percentage point difference between Projection MLRs and Minimum Traditional MLRs

Medical Loss Ratios

74.7% 74.8%

74.7% 74.8%

79.60/o 79.7%

20t7

74.5%

74.5o/o

79.4o/o

8s.0%

79.5%

83.L%

80.o% 77.5%

79.O% 78.s%

83.O% 83.O%

Excess of Proiection MLR over Minimum MLC2)

4.5% 4.3%

3.4o/o 3.3%

Actuarial Modeling



NET INCOME PRO,ECTIONS: EXISTING BUSINESS
(Ss AND MEMBER MONTHS IN THOUSANDSI

Proj. Year

FY

Core Proiection Ppriocl Extended Projection PeriodL234s
?oL3 2OL4 2Ot5 2OL5 2OL7

6
2018

789
20L9 2020 2021

10
2022

(1) Member Months
(21 Prem Earned

t3) Fees
(4) Other Income
(5) Revenue
(6) Benefits Incurred
(7) TotalAdmin
(8) Pre-Tax Op G/t
(9) Interest on Surplus

(10) F.r.T.

4) Net Income

2,523 2,0L2 i,6n 1$n 1,090
5387,580 Sggt,8Z+ 5287,O23 524L,043 SZOr,g0r516,458 St4,z78 S12,s28 Su,114 Sg,gsos1.s53 51.354 S1.$9 31.019 5867
5405,591 5347,45G 5300,750 g2*3,tt7 5212,734
s317,193 5270,618 9230,L27 5191,153 5158,9645g4.qu s7s.8s6 s6s.s3s ssq,ioo s4o,4ss53,887 $gcz Ss,o88 Wzc S.,,.'-s103 s18e S23s S4O1 SSggs1.396 5396 51.863 52,844 52J6s

s10 769 6s8 s6t 49S
s170,084 $144,185 5123,059 5105,822 591,70659,027 58,253 57,509 57,069 S5,6t1s745 S6qs Ss63 s494 S43S
Srzg,gsz 5153,083 SLgr,24t Su3,38s 598,755
5133,s97 SLL2,97O 596,170 SAZ,+OS S7L,26L
S_sg.sgs 534.914 S30,79s 527.408 S24,6Lz
Se,gzo Ss,199 g4,z7s S3,st2 Sr"B8tSsrs Sgzg 51,120 St,24s Sr,asos2.497 52,L62 51.888 51.665 S1.483

(12) AccumulatedSurplus
(13) RBCTarget

s2,593 53,329 55,789 512,070 SL7,2L25101,185 586,327 Sl3,qt} 560,978 SS0,Z10
s2L,849 525,865 529,372 532,464 535,218
Sqz,itg 536,037 530,678 Sze,soe Szz,tzz

Kev Indicators
SPMPM's

Revenue
Benefits Incurred

TotalAdmin
Pre-Tax Op G/L

% of Revenue

Benefits Incurred
Total Admin

(1s)
(16)

(17l.

(18)

(ls)
(20)

I2LI

77.9% 76.5% 75.5yo
2L.8Yo 2t.8% ZL.4/o
O.3% t.7% Z.L%

5160.80 SL72.7L 5185.49 Srgr.Se S19S.13Stzs.zz S134.s2 5141.93 Srcc.os 5145.81s.33.s4 537.73 540.42 541.08 542.6Ls1.s4 So.qz ss.rq sss+ s6.71

S197.s8 S1s8.e8 S1s9.46 Srgg.zr S1e8.4s5L46.76 Sr+o.s+ 5146.16 S144.ss 5143.20s{3.88 S4s.3S 546.80 S48.1s Sqg.qs56.e4 Ss.zo Ss.so S6.rt Ss.7e

74.3% 73.9o/o 73.30/o 72.7%
22.2% 22.8% 23.5% 24.ZTo
3.5% 3.4% 3.3% 3.L%
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NET INCOME PROJECTIONS; EX|ST|NG BUSTNESS
(Ss AND MEMBER MONTHS IN THOUSANDSI

Proj. Year

FY

Extended Projection Period Extended Projection Period11 L2 L3 L4 15
2023 2024 2025 2026 2027

16

2028
L7 18 19 20

2029 2030 203L 2032

(1)

(2)

(3)

(4)

(s)

(6)

{71

(8)

(s)
(10)

g!
(L2l
(13)
(14)

Member Months
Prem Earned

Fees

Other Income

Revenue
Benefits Incurred

TotalAdmin
Pre-Tax Op G/t

Interest on Surplus
F.t.T.

Net Income

Accumulated Surplus

RBC Target
Cost of Caoltal

439 391 351 318 289
580,L27 570,604 SAZJqt SSO,ZCS S'O,S41
s6,218 55,877 SS,SZS S5,3t3 S5,0zss391 S3s1 3318 3291 5267
s86,73s 576,832 SS8,6qt g6t,EcE Ss6,tgq
s62,083 554,544 548,335 543,203 538,947s22,294 520.363 S18.74s 517.381 S16.22s
s2,358 91,925 51,554 51,263 51"01251,456 51,546 51,629 51,706 St,7jgS1,33s S1.21s 51.118 51.039 WJ-
$2,479 92,256 52,076 51,930 51.814

264 242 223 206 191

s46,332 s42,551 539,363 535,550 $ea,SSZ
54,860 54,664 $4,482 54,314 54,L57
s247 s230 5216 5203 SrgZ

$51,qC0 547,45 $/14,061 54t,!77 939700
s35,401 s32,433 529,937 527,824 526,025
sLs.237 s14,3S7 S13.6sO Srg,oos 5L2.436
S8o1 Seza Sqtq Szqt Szgg
5L,847 51,912 51,975 52,036 92,096s927 s88S S8s7 S834 5817

s1,721 s12q49 51,592 51,549 51,518

s37,697 539,954 S42,O2g 543,950 945,774519,804 Srz,+oo Srs,qrg 58,782 Sn,qzq(s1,1t18) ($r,oos; ($886) (s7881 {S7o8l

s47,495 $49,t44 $50,736 $SZ,ZSA 553,804
s11,293 s10,346 S9,ss0 58,876 58,302(s5401 (ss84l (ss37l (s4971 ts464r

(1s)
(16)

(r7l
(18)

(1e)
(20l.

Kev Indlcators
SPMPM'S

Revenue
Benefits Incurred

Total Admin
Pre-Tax Op G/L

% of Revenue

Benefits Incurred
Total Admin

s197.41
S14i..30
s50.74

Ss.sz

7L.6Yo

25.7%

2.7%

Sle6.33
S13s.38
ss2.03

54.s2

sles.39
S137.s8
s53.36

s4.4s

5194.77

s136.0s
s54.74

53.e8

s194.s9
s134.89
ss6.20

5s.sr

s194.97
s134.18
s57.7s

S3.04

519s.9s
S133.9s
ss9.42

S2.s8

s197.se
5134.2s
56L.2L

s2.13

57.9%

3L.0%

L.L%

s19e.eo s202.s9
Srgs.oe 586.44
s63.13 s65.20

s1.69 S1.2s

Pre-Tax

7L.M
265%
2.5%

70.4% 69.9% 69.3%
27.3% 28.L% 28.9%
23% 2.0% L.8%

68.8%

29.6yo

L.5%

68.4%

30.3%

L3%

67.6% 67.2%
3L.6% 32.L%
0.8% 0.6%
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NET INCOME PROJECTTONS: NEW BUSTNESS
($s AND MEMBER MONTHS IN THOUSANDSI

Proj. Year
FY

Core Proiection Period Extended Projection PeriodL234s
2013 2074 2oL5 2oL6 20L7

6
2018

78910
20L9 2020 202t 2022

(1) Member Months
(2) Prem Earned
(3) Fees
(4) other Income
(5) Revenue
(6) Benefits Incurred

l7l TotalAdmin
(8) Pre-Tax Op G/t
(9) Interest on Surplus

(10) F.r.T.

111) Net Income

478 944 L,334 tszq 1tr65
555,534 St+s,gql 9246,g24 S33s,873 S416,8s0s3,302 55,074 58,436 510,478 Sr2,zlq
, 
5186 5478 Ss68 LW S1.5rs560,022 5152,499 Szs6,t2g Srcz^ssz $tso,6ag

s46,158 5119,654 5199,599 5269,166 5332,068st3.327 S32.48s Ss2.47s Set.,soz s83.722$sss gtso s4oss $roae5 sl4pse5r+ ssr Srro ssrz Sosss193 Srq+ s1.4s8 ss.zaz ss.43o
$358 5267 3z-zoz (z orq ctn noR

L,892 1,889 1,965 L,827 -----L:77"78-
s455,216 5487,826 5515,818 5540,109 SSAt,qqz
5L2,923 Stz,q2z S13,8OZ s14,102 Stc,g3os1.686 Sr.sza S1.9s3 s2,066 52.169
s469,82s S503,075 5531,578 9556,2?8 SStt,gqt
5362,392 5388,100 S4Lo,Lo7 S4zg,L4g Sqqs,gzt
$90.199 sge .zzg 5101,398 s105.883 5109.824
St7,23s Sre,z+e S2o,o73 92t,246 522,2%
51,162 51,671 S2,zz8 52,832 Sz,qzgs6,439 57,147 S7,8Os Ss,qzt sg.ozr
s11,9s8 S13,272 Sr4Cge 511651 sre.zss

Accumulated Surplus
RBC Target

Cost of Caoital

(Lzl
(13)

(14)

5358 Sozs 53,332 S1o,3s7 S2o,44z5L4,724 S3S,170 563,672 585,864 5105,930(s766) ($2,7sol ($s,2e6) (s7,7761 (59.9731

532,400 545,672 560,168 575,818 SgZ,slz
s115,603 5123,804 5130,824 5135,898 9L42,2L7(s11,s20) (s12,rr49) (5r3,24r1 (513,9221 (S14.s14)

(1s)
(16)
(t7l
(18)

(1s)
(20)

Key Indicators
SPMPM's

Revenue
Benefits Incurred

Total Admin
Pre-Tax Op C/f

% of Revenue

Benefits Incurred
Total Admin

sL2s.44 5151.61 S1e2.O0 52L2.74 5230.89Ss6.47 5126.81 S14e.62 5164.70 Srzs.oqs27.8s 534.43 Sgg.g+ s41.s6 S++.ag51,.L2 So.sa sa.oc saq2 s7.s'

78.5% 77.9yo 77.4Yo 77.L%
2L.3% 20.5Yo Lg.50/o Lg.4%
0.2% L.6% 3.O% 3.Syo

s248.31 SZSS.Zg Szss.oo sEoq.ss 9324.s7Srsr.ss S20s.43 S2Ls.87 S234.e3 S2so.68s!7.67 Sso.94 Ss4.36 Ss7.96 S61.7s59.11 Ss.sz Sro.zs S'.sg Stz.sq

77.L% 77.L% 77.t% 77.L% 77.L%
L9.2% L9.LYo Lg.t% Lg.o% Lg.o%
3.7% 3.7% 3.8% 3.8% 3.g%
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NET INCOME PROJECTIONS: NEW BUSTNESS
(SsAND MEMBER MONTHS IN THOUSANDS}

Proj. Year

FY

E4glCed Projection Period Extended Proiection Period
11t213L415

2023 2024 2025 2026 2027
16

2028
L7 18

2029 2030
19

2031
20

2032

(1)

(21

(3)
(4)

(s)

(6)

(71

(8)

(s)
10)

11)

Member Months
Prem Earned

Fees
Other Income

Revenue
Benefits Incurred

TotalAdmin
Pre-Tax Op c/t

Interest on Surplus
F,t.T.

Net Income

L,724 1,666 1,606 1J45 1,qa6
5580,416 Ssgz,sra 5613,130 9627,58t S64L,LZ6s14,s06 514,643 Sr+,zsr Srq,asg s14e11s2,264 52,352 Sz.qgs Sz.srq sz.ssg
$597,185 5614509 5630,316 5644,933 $OSS,OZS
5460,003 5473,884 548s,977 9497,L37 5507,569
s.113.336 5116.508 Sug.+rs Stzz,ttg srz+.sss
523,246 Szq,tts s24,g2g s25,678 526,39454168 54898 Ss,668 56,47s 97,32sSs.sss S10.1ss S1o.7o7 St l.2ss jri.aos

L,427 L,370 1,315 L,262 L,2L1
5653,974 5666,295 5578,230 5689,891 5701,373
s!4,973 s15,028 S15,O8O 515,130 515,180s2.663 s2,73s 52.806 52,876 52.s46
5571,509 5684,058 $SgS,rrS 5707,897 $7tg,4gg
$sn,qqt 5526,889 5536,023 Ss+q,ggs Sss3,69g
s127.090 s129,430 5131,709 S133.94S 5136.164
s27,079 527,739 528,383 529,014 929,536
s8,220 s9,151 510,123 511,137 gLz,Lg3
s12,354 SL2,9L2 5L3.477 514.053 314.640

(12) AccumulatedSurplus
(13) RBCTarget

s110,391 5129,250 5149,134 5170,035 5191,956
5146,932 5151,169 5155,027 5158,587 Stot,gt+

5214900 5238,879 5263,907 5290,005 $Ztt,$q
S165,0G4 SLGg,o77 5170,991 5173,834 5176,630

Kev Indicators
SPMPM,s

(15) Revenue
(15) Benefits lncurred
(L7) TotalAdmin
(18) pre-Tax Op G/L

9o of Revenue
(19) Benefits Incurred
(20) TotatAdmin

Pre-Tax Op G/L

77.t% 77.L% 77.L%
tg.O% L9.0% !8.9o/o
39!. 3.9% 4.0%

Sa+0.4r Ssse.go $ggz.sr Sqrz.eo S++g.g+s267.L8 5284.48 5302.63 SEZt.At 5341.5656s.74 569.94 574.36 S7s.O2 SS3.91513.48 Sr+.+a 51s.s2 sro.oz sttJt

5470.67 5499.37 Ss29.48 SSOr.Oe Sssl.zz
s362.63 5384.63 54O7.7L 5431.92 S4s7.7s
s89.07 s94.48 5100.18 5106.17 Sttz.qs
s18.98 S20.2s S21.s9 523.00 Szq.qs

77.0% 77.0% 77.O% 77.O%
L8.9% L8.9% L8.9% L8.9%
4.L% 4.t% 4.L% 4.L%
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NET TNCOME PROJECTTONS: TOTAT BUSTNESS (EX|ST|NC + NEW)
(SsAND MEMBER MONTHS IN THoUSANDS)

Proj. Year
FY

Core Projection Period Fxtended Frniariinn DariadL234s
20L3 20L4 2015 2oL6 2oL7

678910
2018 2019 2020 2o2L 2022

(1)

(21

(3)
(4)

(s)

(6)

(7)

(8)

(e)

(10)

(11)

Member Months
Prem Earned

Fees
Other Income

Revenue
Benefits Incurred

TotalAdmin
Pre-Tax Op G/L

Interest on Surplus
F.t,T.

Net Income

3,001 2,ess 2pss----EE z,sss
5444,273 5477,77t Ss33,848 Ssts,gtt S618,7s1519,750 520,353 520,963 Szt,sgz Szz,zqo
. 
sr..73s s1..831 Sz.oos sz.igo sz.sgz

546s,7L2 9499,955 5556,879 Ssoo,zsg Sscs *gsgeg,gsr s390,272 5429,726 5460,319 5491,032s97.93S 5108.381 Su8.01o 5L22,202 5130.180$4,423 $t,goz 99,143 Srglrg Szz,ttts117 Szqo sgqs s713 s1,2sss1,s8e ss40 s3.321 56.626 SS.199

2,802 2,559 2,523 2,,3% L2?6
562s,300 s632,010 5638,886 5645,931 5653,149
s21,950 52L,676 $2L,4L6 52L,L7L 520,940s2,432 52.473 S2.s15 S2,s61 SZ.SOt
s549,682 5656,159 5652,819 Seeg,ees Scz5,s96
s495,989 5501,070 5506,277 5511,613 SStz,ogz5!30.138 st3L.r4z 5132.193 5133.291 5134.431
s23,555 S23,gt7 524,348 524,758 525,t77
s7,977 52,649 S3,3+g gq,on s4,835s8.936 Se,309 59.694 510,092 Sro.so+

Accumulated Surplus

RBC Target

(L2)
(13)
(14)

52,ss1 Ss,Ssq 510,121 522,426 S37,Gs3
5115,909 SLz4,4g7 5137,083 SL46,g4z 5156,639

s54,249 571,536 589,539 5108,282 Sr27,7gO
s1s8,221 5159,841 5161,502 5163,205 5164,949

Kev Indicators
SPMPM's

Revenue
Benefits Incurred

Total Admin
Pre-Tax Op G/L

% of Revenue

Benefits Incurred
Total Admin

(1s)

(16)

(L7l
(18)

(1s)

(20)

s1ss.16 5169.17 5188.43 SZOZ.Zt Sztt.tos121.06 S132.0s Sr+s.qo s1ss.75 s165.1ss32.63 536.67 539.93 541.35 S44.0s$t.qt 50,44 Sg.og Sore Sz.so

s231.83 5246.81 5262.69 S27s.st 52s7.31
s176.99 S188.4S S2O0.6s S213.s4 5227.L8s!6.44 Sqg.ss ss2.39 sss.53 SSg.oz58.qr 5g.or Sg.os Sro.ss S'.oa

76.4% 76.4% 76.4%
L9.9% L9.9% L9.9%
3.7% 3.7% 3.7%
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NET TNCOME PROJECTTONS: TOTAI BUSTNESS (EXIST|NG + NEW)
(Ss AND MEMBER MONTHS IN THOUSANDSI

Proj. Year

FY

1

!4te1ded Projection period Extended Projection Period11 L2 13
2023 2024 2025

L4 15

2026 2027
16

zo28
L7 L8

2029 2030
t9

203L
20

2032

(1) Member Months
(2) Prem Earned
(3) Fees
(4) other Income
(5) Revenue
(6) Benefits Incurred

l7l Total Admin
(8) Pre-Tax Op G/t-
(9) lnterest on Surplus

(10) F.r.T.

111) Net Income

2,L63 2,057 L,957 ffi
s660,543 S668,U8 5675,877 5683,826 5691,967$20/23 920,520 gzo,3zg 520,151 g19,986

. 
s2.6s4 52.703 S2.7s3 Sz.bo+ Sz.bsz

5683,920 $Sgt,gCO 969E959 StO6;8t $ZrC,A''
s522,685 5528,429 5534,312 5540,340 5546,515S13s.630 5136.871 5138.16j. S139.s00 S14o.8ss
$25,604 526,041 gz6,48t S26,p/t2 $zt,co65s,624 56,444 S7,2sB Sg,rss 59,108910.e30 si.1.370 Slj.,8zs iti,zgq Su.780
$20,298 S21,U5 321.960 S22-sq4 qrl ?la

L,6gI 1,6L2 1,539 L,469 1,402
5700,306 5708,846 S7r7,sg3 5726,ss1. 573s,724
s19,833 s19,692 519,562 5t9,444 519,336s2.e10 s2.e6s s3.022 s3.079 Sg.rgs
5723,U9 $731,503 S74p,,t77 SZqg,Olq S758,199
Sssz,Sqt 5559,322 $ses,geo Sst2,76o $slgJzq
sL42.328 5143.818 S14s.3s9 S146.9s3 5148.600
s27,880 524364 528,857 529,351 S29,875
510,067 S11,oG3 S12,098 513,173 Sr+,zgg
s13.281 513.799 514.334 514,887 STS.CSZ

5241665 525,627 $ZS,6ZL 527,il7 528.707
Accumulated Surplus

RBC Target
Cost of Capital

(12)
(13)

(14)

s148,0S8 5169,203 5191,163 SZTS,SSS 5237,7g0
5L66,737 StOg,SOg 5170,446 5172,368 StZq,33g(S16,recl (Sr6,so5; (S16,8081 {Sx7,o96l $17.3741

$262,395 5288,023 531.4,644 5342,297 g371,gg7

s176,356 SsS,qZC 5180,541 StgZ,ttO 5184,932
($17,5431 (517,908) (518,169) (S1S.4281 (518.6881

Kev Indicators
SPMPM's

(15) Revenue
(16) Benefits lncurred
(L7l TotalAdmin
(18) Pre-Tax Op G/L

% of Revenue
(19) Benefits Incurred
(20) TotalAdmin
2tl Pre-Tax

S316.1s 5336.07 S3s7.13 Sgtg.Zt 5402.86s24L.62 S2s6.88 S273.OO 5290.03 SSOg.Ors62.70 S66.s3 S70.s9 S74.SS 579.40511.84 Srz.ee Srs.ss Sr+,o $rs,+s

5427.6s S4s3.79 S481.3s Ss10.39 SS+O.ge
s326.s8 S346.s8 SAO8.OO S3e0.2s 54L3.62
s84.18 589.22 S94.s3 5100.13 5105.02
s16.4e Srz.so S]J,.tt s2o.o1 szt.zz

76.5Yo 76.5% 76.5Yo

L9.6% L9.6% t9.6yo
3.9% 3.9% 3.9%

76.5Yo

t9.7%
3.9%

rial Modeling



Blue Cross Blue Shield of Montana
Actuarial Appraisal

Appraisal Date of January I,2013

lndustry Leading Public Health Care Companies
(Size Advantase)

UnitedHealth Group

WellPoint

Humana

Aetna

Cigna

Coventry Health Care 
(1)

Health Net

Amerigroup(2)

WellCare Health Plans

Centene

Molina Healthcare

BCBSMT

CY 2011 Revenue

ss62

Emplovees

s34

(1)

(2)

Coventry being acquired by Aetna

Amerigroup being acquired by Wellpoint

CY 2011 Revenue (SMillions) Employees

Public Co.

s101,862

560,ltt
S36,832

s33,780

s21,998

St2,t8l
s11,901

S5,3t8

56,tol
S5,3+t

54,77o

Multiple of
BCBSMT

r8t.2
108.0

6s.5

60.1

39.1

2t.7
2L.2

71.2

10.9

9.5

8.5

Public Co.

99,000

37,700

40,000

33,300

3t,400

L4,400

7,411

5,100

3,990

5,300

5,200

Multiple of
BCBSMT

185.4

70.6

74.9

62.4

58.8

27.0

13.9

9.6

7.5

9.9

9.7
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Introduction

Introduction

Blue Cross and Blue Shield of Montana, Inc. (BCBSMT) is a health insurance company

that operates almost entirely in Montana. It holds the Blue Cross and BIue Shield marks for

Montana. It offers a variety of fully-insured and self-funded health insurance products (e.g.,

PPo, HDHP, Medicare Advantage, and Medicare supplement, as well as third-party

administrator services) in Montana. It also offers some specialty insurance products (e.g., dental

and vision). In addition, it contracts with a number of different providers (e.g., hospitals and

physicians) in Montana to treat its members who require health care services. As of December

31,2011, BCBSMT had208,209 commercial health members, 15,602 Medicare health members.

and 21,535 dental members who reside in Montana.l

Health Care Service Corporation (HCSC) is a health insurance company that operates

primarily in Illinois, Texas, Oklahoma, and New Mexico.2 It holds the Blue Cross and Blue

Shield marks in those states. It offers a variety of fully-insured and self-funded health insurance

products in those states as well as a dental specialty insurance product.3 HCSC also provides

health and dental insurance for a relatively small number of members who reside in Montana.

Most of these are national account members whose parent companies are headquartered in

Illinois, Texas, Oklahoma, or New Mexico. HCSC has no active sales presence in Montana for

its primary health insurance products. HCSC also does not contract with any of the providers in

Montana. Instead, it utilizes the BCBSMT provider network if any of its members require health

care services. As of December 31,2011, HCSC had 13,280 commercial health members. 3l

Medicare health members, and 5,202 dental members who reside in Montana.a

Information from BCBSMT. The commercial health members are mutually exclusive from the Medicare health
members. That is, a member can purchase either a commercial health product or a Medicare health product but
not both. However, many of the dental members are duplicative of the health members. That iso a member can
purchase both a health product and a dental product. The Medicare members include the Medicare Advantage
and Medicare Supplement members only; they do not include the Medicare Part D members.

HCSC also operates several other subsidiaries that provide health related services, including two accident and
health insurance companies that do some business in Montana: Colorado Bankers Life Insurance Company and
Dearbom National Life Insurance Company. However, the vast majority of HCSC revenues are generated from
its four health insurance operating divisions that sell health insurance outside of Montana.

HCSC does not sell a vision specialty product.

Information from HCSC. The 13,280 commercial health members consisted of 812 fully-insured members and
I 2,468 self-insured members.

3
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Introduction

BCBSMT is proposing to enter into an alliance with HCSC.s Counsel for HCSC and

BCBSMT have asked Dr. Thomas R. McCarthy and Dr. Scott J. Thomas of NERA Economic

Consulting to perform an antitrust analysis of the proposed alliance.6 Specifically, counsel has

asked us to evaluate whether the proposed alliance is likely to lead to a lessening of competition

in any of the various lines of business for health insurance, dental insurance, or provider services

in Montana. It is our understanding that BCBSMT will continue to operate in the state under that

name as a division of HCSC after the alliance has been completed.

In performing our work in this matter, we have reviewed a number of materials provided

to us by the two parties, including planning documents discussing the proposed alliance and

enrollment data for their members who reside in and outside of Montana. We have also

reviewed a number of publicly available materials, including National Association of Insurance

Commissioners (NAIC) premium data, Centers for Medicare & Medicaid Services (CMS)

enrollment data, U.S. Census Bureau population data, and Bureau of Labor Statistics data on the

number of uninsured in Montana. In addition, we have conducted a number of interviews with

senior management of the two parties and with a producer located in Billings.T

Based on the work that we have performed, it is our conclusion that the proposed alliance

will not lead to a lessening of competition in any market in Montana. HCSC provides health and

dental insurance for only a relatively small number of members who reside in Montana. Because

the vast majority of these HCSC members are insured under national contracts that are sold and

competed for in states other than Montana, BCBSMT does not compete for those members. In

addition, HCSC does not contract with any of the providers in Montana and BCBSMT already

counts the HCSC members who reside in Montana as part of its volume when negotiating with

the Montana providers. Thus, there will be no change in the structure of the provider markets

where BCBSMT buys provider services. In the remainder of this report, we will explain in more

detail the basis for our conclusion that the proposed alliance will have no adverse effect on

The proposed alliance is described in greater detail in the Application for Approval of Conversion and Alliance.

Appendix A contains a brief description of NERA Economic Consulting as well as the curriculum vitae for Dr.
McCarthy and Dr. Thomas.

The producers are also often referred to as agents.

5
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The Proposed Alliance Will Not lncrease Premiums

competition in any market in Montana in which the two parties now operate or will operate in the

future.

ll. The Proposed Alliance Will Not lncrease Premiums

There are several markets in Montana that could potentially be impacted by the proposed

alliance. They consist of the markets for health insurance, dental insurance, and provider

services. In antitrust terms, these markets are referred to as "relevant markets" since thev are the

markets where the proposed alliance could potentially lessen competition.

BCBSMT competes on the selling side of the relevant markets for health insurance and

dental insurance in Montana. The typical antitrust concern in this situation is that the proposed

alliance could create or enhance monopoly power in these markets for BCBSMT by possibly

removing an important competitor that has been constraining the premiums that BCBSMT has

been charging for its products. Such a lessening of competition might then allow BCBSMT to

profitably increase the premiums for its commercial health and dental products above current,

competitive levels.8 However, there are two reasons to believe that this would not be the case.

First, HCSC provides health and dental insurance for only a relatively small number of
members who reside in Montana. Even if we assume that HCSC is an active competitor in

Montana (it is not), adding the HCSC membership to the BCBSMT membership will have a very

small impact on BCBSMT's share of the commercial health and dental markets in Montana. For

example, using information from the U.S. Census Bureau, Bureau of Labor Statistics, and CMS,

we estimate there were 546,117 Montana residents covered by commercial health insurance in

201 l. [See Table l.] This means that HCSC had only about a 2.4 percent share of the

commercial health insurance market in Montana as measured by lives in2011.e Thus, post-

alliance, there will still be several alternative health insurance companies (including

ClcNA/Allegiance, UnitedHealthcare, PacificSource, and Assurant) and third party

administrators (TPAs) that the BCBSMT members and their employers canutilize for their

The focus is typically on the commercial products since the price for the government products (i.e., the Medicare
and Medicaid products) is generally controlled by the government.

2.4 percent= (13,279 / 546,117) * 100.
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health insurance and dental insurance needs should they be charged too much or served poorly.l0

Moreover, several of these altemative health insurance companies and TPAs have been

expanding in Montana, which make them even stronger substitutes.ll

Table l: Commercially Insured Population in Montana,20ll

Total Population Estimate 998,199

Zess Medicare Eligibles 180,517

Iess Medicaid Eligibles 111,082

Add CowfiyDualEligibles 20,511

Zess Uninsured 180,994

Commercially Insured Population 546,1n

Sources: U.S. Census Bureau, Population Estimates, "Annual Resident Population
Estimates, Estimated Components of Resident Population Change, and Rates

ofthe Components ofResident Population Change for States and Counties:
April l,2010 to July l, 2011."

Centers for Medicare and M edicaid (CM S), "State County Penetration Data for
Medicare Advantap," luly 2012.

CMS, "Medicaid Managed Care Enrollment as of December 31, 2010."
CM S, "Dual Eligible Enrollrnent as of December 3 I , 201 0. "

Bureau ofLabor Statistics and the Census Bureau, Current Population Survey
(CPS), Table 05, "Health Insurance Coverage Status and Type ofCoverage by
State and Age for All People: 2010."

The presence of these alternative health insurance companies is also the reason why the

alliance will not allow BCBSMT to increase its premiums even if it must start paying a premium

tl

PacificSource is the entity that recently purchased a portion the New West Health Services business from
BCB SMT. [www.pacifi csource.com/_template/t-newsRelease.aspx?id=5680]

For example, over the past five years, Cigna has significantly increased its fully-insured group presence through
its wholly-owned subsidiary, Allegiance Life & Health Insurance Co., which is based in Missoula, Montana.
lsao.mt.gov/leeal@lliegance.pdfl Likewise, Cigna just won a three-year contract for the
State of Montana employee account, which BCBSMT previously held. This account represents around 28,000
members and is expected to shift up to $4.5 million in annual administrative service fee revenue flom BCBSMT
to Cigna in 201 3. [Information from BCBSMT] In addition, UnitedHealth just won the contract to administer
TriCare benefits for active and retired service members and their families, effective March 2013. [wu,rv-ama-
assn.ors/arnednewsi2O l2i04i 02r'bise0-10-l.htm] BCBSMT had a share of the previous contract. TriCare is fairly
large in Montana. [Information from BCBSMT] Further, Employee Benefit Management Services, Inc.
(EBMS), a large TPA, recently won the Automobile Dealers Association business, previously held by BCBSMT.
[Interview with a producer located in Billings] Finally, a new statewide health co-op in Montana is expected to
be up and running next October as a result of the Affordable Care Act. lwww.mhc.coop4 It is our
understanding that this co-op has already received $57 million in funding and will compete for the individual and
small group business in Montana.
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The Proposed Alliance Will Not Increase Premiums

tax as a result of the transaction.12 That is, since CIGNA, UnitedHealthcare, and others are

already paying premium taxes, and since those premium taxes are already built into their

premiums, BCBSMT would not be able to increase its premiums in an effort to pass the tax on to

its members without losing a significant amount of its commercial members to these rival

insurers. These other insurers would undercut BCBSMT since they already have the premium

tax built into their premiums.l' Of 
"ourr., 

the threat of losing a significant amount of its

commercial members would keep BCBSMT from increasing its premiums. Post-alliance,

BCBSMT will have strong incentives to keep premiums down and will look for efficiencies and

costs savings from HCSC to do so.

The second and more important reason why the proposed alliance will not lead to a

lessening of competition is that the two companies do not directly compete with each other

currently-that is, there is no competitive overlap that will be lost as a result of the alliance and

no material change in the structure of the health and dental insurance markets. First, HCSC has

no active sales presence in Montana. Moreover, it is not allowed under the Blue Cross Blue

Shield Association rules to sell a Blue branded product in another state outside the licensed

service area. That is, HCSC is not trying to sell health-related insurance services to Montanans

and cannot do so through an active sales presence in Montana. Second, most of the HCSC

members who reside in Montana reflect national account members sold by HCSC to employers

headquartered outside of Montana that are buying health insurance for all their employees, even

those who might live in Montana. BCBSMT does not compete for these members since

BCBSMT does not submit bids to companies in other states. Therefore, the proposed alliance

will not impact competition for those members since the decision of who wins or loses the bids

for those members is determined by competition in other states, not Montana.

Even though most of the HCSC national accounts business represents self-insured

business that BCBSMT does not compete for,l4 we performed an NAIC Form E analysis to

This may occur because HCSC is currently not licensed as a health service corporation in Montana, but its status
may change in the future.

In addition, PacificSource would undercut BCBSMT since its premiums would remain unchanged since it does
not have to pay a premium tax. [Information from BCBSMT]

For example, 12,468 of the 13,280 commercial health members that HCSC has in Montana represent self-insured
national accounts members. It should be noted that not all self-insured business in Montana is national accounts

t4
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confirm that the proposed alliance will not cause an antitrust problem. The NAIC Form E

analysis is based on the premiums that each insurer has written for each of its lines of business in

Montana and therefore represents fully-insured business only.ls This approach is used as a

screening device by many state departments of insurance to determine whether there is prima

focie evidence that there might be a lessening of competition.16 If thatprimafacie threshold is

crossed, further analysis of the possible competitive effects of the alliance would be indicated.

Since NAIC collects its written premiums data separately for health insurance companies and for

accident and health insurance companies, and since some of the health premiums are included in

the accident and health data only, we performed the analysis two different ways: (l) using the

health insurance data only and (2) including some categories of the accident and health insurance

data.rT

Table 2 summarizes the results of the NAIC Form E analysis based on using the health

insurance data only, which contains written premiums for nine lines of business.ls The table

shows that HCSC had a zero percent share for 4 of the 9 lines of business in Montana for each

year during the period 2007 through 201 l. This is because HCSC did not have any wriffen

premiums in Montana for the "Vision Only," "Federal Employees Health Benefits Plan," "Title

XVm Medicare," and "Other'o lines of business during those years. Table 2 also shows that for

the five lines of business where both BCBSMT and HCSC both had written premiums, HCSC

had less than a I percent share on average during the period 2007 through2}ll. For example,

the table shows that HCSC had on average only a 0.1 percent share, 0.5 percent share, 0.2

percent share, 0.5 percent share, and, 0.3 percent share, respectively, of the "Individual,"

"Group," "Medicare Supplement," "Dental Only," and "Total" lines of business. According to

business. Many Montana employers buy self-insured coverage for their employees, which Montana insurers
compete to serve.

tt 20ll NAIC Model #450, pp. 450-27 - 450-28 and 201I NAIC Model #440 Section 3,pp.440-tt - 440-13.
t6 Although the Montana Department of Insurance has not adopted the NAIC Form E analysis, we have performed

this analysis since it is used in many other states.

tt Not all of the written premiums for the accident and health insurance companies represent health premiums.
Therefore, we have only included those written premiums for the three categories that overlap with the health
insurance companies, i.e., individual, group, and federal employees.

tt The backup tables for this analysis are included in Appendix B. Also, we have excluded the "Title XIX
Medicaid" line of business from the analysis since neither BCBSMT nor HCSC had any written premiums in
Montana for that line of business.
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the NAIC Model 440 Form E guidelines, these very low shares (i.e., less than I percent) mean

that the proposed alliance would not cause a primafacie antitrust violation.le Thus, there is no

need for further antitrust concern, even just based on the share numbers.

Table 2: Summary of NAIC Form E Analysis for Health Insurance Business in Montana, Based on Health
Data Only,2007-2011

Premiums Written
Line ofBusiness 2007 2010

Indlvidual

HCSC

BCtsSMT

Group
HCSC

BCBSMT

l\,tredicare S upplement
HCSC

BCBSMT

Vision Only
HCSC

BCtsSMT

Dental Only
HCSC

HCSC

BCtsSMT

Title XVItrIl&ttcare
HCSC

BCBSMT

Other
HCSC

BCBSMT

Total
HCSC

BCBSMT

a) €)

0.1 % 0.1 o/o

93.1 m.2

0.4 Vo 0.4 %

74.5 69.1

0.2 % 0.2 %

74.7 74.5

0.0 Yo 0.0 o/o

42.1 37.1

0.7 o/o 0.4 o/o

8t.2 32.1

0.0 o/o 0.0 o/o

97.5 97.1

0.0 o/o 0.0 %

6.6 4.4

0.0 o/o

69.1

0.0 %
64.5

0.0 o/o 0.0 o/o

56.2 il.o

BCBSMT 86.8

Federal fhfloyees Health Benefits Plan

o)

0.1 o/o

92.5

0.3 o/o

81.0

0.2 Yo

74.5

0.0 %
48.9

l.l o/o

0.0 o/o

97.4

0.0 o/o

8.6

0.0 o/o

72.0

0.2 %
78.3

(4)

0.1 o/o

88.5

0.8 o/o

66.8

0.2 o/o

74.3

0.0 %
31.9

0.4 %
25.4

0.0 o/o

97.0

0.0 o/o

4.4

0.0 %
s9.8

20tl
(s)

0.1%
90.0

0.6 %
65.9

0.2 %
71.0

0.0 %
30.6

0.5 o/o

26.1

0.0 o/o

97.3

0.0 %
6.8

Arrcrage

(6)

0.1 o/o

90.8

0.5 o/o

7t.0

0.2 o/o

t5.l

0.0 o/o

38.3

0.5 o/o

q.2

0.0 o/o

97.2

0.0 o/o

5.9

0.2 o/o 0.2 o/o 0.4 % 0.3 o/o 0.3 o/o

73.4 67.9 65.7 &.7 69.s

Source: NAIC, Health Annual Statements Blanks, "Exhibit of Premrwns, Enrollment and Utrlization (a)," 2007-2011

ae 2}ll NAIC Model #440 Section 3,p.440-lt.
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The results of the NAIC Form E analysis based on also including some of the accident

and health insurance data is summarized in Table 3. Since the lines of business in the accident

and health insurance data are somewhat different than the lines of business in the health

insurance data, since there are only 3 categories out of 12 in the accident and health insurance

data that overlap with the categories in the health insurance data, and since the "Federal

Employees Health Benefits Program" line of business is typically considered to be part of the

commercial line of business, we aggregated the individual, group, and federal employees

categories from both datasets into a single "commercial" line of business.2o We then included all

of the other six lines of business for the health insurance category, as reported in Table 2. This

means all of those other lines of business, except for the "Total," reflect the health insurance data

only. The "Total" line of business reflects all of the health insurance data in Table 2 as well as

the portion of the accident and health data reflected in the "commercial" line of business in Table

3.

Table 3, which contains written premiums for seven lines of business, shows that HCSC

had a zero percent share for 3 ofthe 7 lines ofbusiness for each year during the period 2007

through 2011 since HCSC did not have any written premiums in Montana for those lines of

business. The table also shows that for the four lines of business where both BCBSMT and

HCSC had wriffen premiums (including the aggregated "commercial" line of business), HCSC

again had less than a I percent share on average during the period 2007 through 201 l. For

example, Table 3 shows that HCSC had on average only a 0.5 percent share, 0.2 percent share,

0.5 percent share, and 0.4 percent share, respectively, of the "Commercial," "Medicare

Supplement," "Dental Only," and "Total" lines of business. Again, according to the NAIC

Model 440 Form E guidelines, this means that the proposed alliance would not cause aprima

fac ie antitrust vi olation.

to The accident and health data include two lines of business that cover individual and group policies: o'Group" and
"Credit (Group and Individual)." As such, it is not possible to break these two categories out separately. In
contrast, the health data include these two categories as s€parate lines ofbusiness.
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Table 3: Summary of NAIC Form E Analysis for Health Insurance Business in Montana, (Based on Health
Data and Accident & Health Data Combined.2007-2011

Premiums Written
Line of Business 2009 2010 Arrcrage

(6)

0.5 o/o 0.5 %
59.5 s9.9

0.2 % 0.2 0/o

71.0 73.7

0.0 o/o 0.0 o/o

30.6 38.3

0.5 o/o 0.5 o/o

26.1 40.2

0.0 o/o 0.0 o/o

6.8 5.9

0.0 o/o

56.2

0.0 o/o

u.0

0.4 o/o 0.4 o/o

53.9 55.8

20rl
(s)

Commercial
HCSC

BCBSMT

Medicare Supflement
HCSC

BCBSMT

Vision Only
HCSC

BCBSMT

Dental Only
HCSC

BCBSMT

Title XVII l\4edicare

HCSC

BCBSMT

Other
HCSC

BCBSMT

Total
HCSC

BCBSMT

a) €)

0.5 o/o

60.4

(l)

0.5 o/o

6t.9

0.2 o/o

74.5

0.0 o/o

48.9

l.l o/o

86.8

0.0 %

8.6

0.0 %
72.0

0.5 %
59.9

0.7 o/o

81.2

0.0 o/o

69,1

0.4 o/o

57.3

0.4 o/o

59.1

0.4 o/o

32.1

0.0 %

64.5

0.4 %
54.7

(4)

0.6 %

58.9

0.2 o/o

74.3

0.0 %

31.9

0.4 o/o

25.4

0.0 o/o

4.4

0.0 o/o

59.8

0.5 o/s

53.9

0.2 % 0.2 %
74.7 74.5

0.0 o/o 0.0 o/o

42.1 37.1

0.0 % 0.0 %
6.6 4.4

Note: HCSC includes HCSC Insurance &rvtce Company, Colorado Bankers Life Insurance Company, and
Dearborn Natronal Lrfe lnsurance Company

Sources. NAIC, Health Annual Statements Blanks, "Exhrht of Premiurns, Enrollment and Utilization (a)," 2007-2011.
NAIC, Life, Acct&nt and Health Annual Satements Blanks, "Accident and Health Insurance," 2007-2011

Based on this analysis alone, we see no basis for concluding that the proposed alliance

will cause any lessening of competition in any market or line of business in Montana. There is

no meaningful level of competition between the aligning parties. More impoftantly,these very

low shares for HCSC reflect alarger competitive truth-that is, the HCSC shares are very low

because the two companies do not compete. The vast majority of the covered lives making up

HCSC's share are national account lives which do not involve any competition in Montana.

Further, as discussed elsewhere, the proposed alliance will offer substantial efficiencies and

financial stability for BCBSMT. Thus, we conclude that the proposed alliance will not lessen
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competition in the sale of various health-related insurance products but will offer real benefits to

Montanans if allowed to proceed.

lll. The Proposed Alliance Will Not Reduce Reimbursement Rates

BCBSMT also competes on the buying side of the relevant markets for provider services

in Montana. These markets include both hospital service markets and physician service markets.

The typical antitrust concern in this situation is that the proposed alliance could create or

enhance BCBSMT's buying power, also known as monopsony power, in these markets, which

could lead to a lessening of competition by allowing BCBSMT to decrease the reimbursement

rates for provider services below competitive levels.2l However, this concem is not an issue for

this alliance.

The Blue Cross Blue Shield Association has a program called the BlueCard program.

This program allows a Blue plan with members located in or traveling in another state where it

does not hold the Blue Cross or Blue Shield marks (such as HCSC in Montana) to access the

provider network of the Blue plan that holds the Blue Cross or Blue Shield mark in that state

(such as BCBSMT in Montana). The purpose of the BlueCard program is to allow nationwide

access to all kinds of providers for all BCBS members at reasonable reimbursement rates, which

allows the Blue plans to better compete for the national accounts business with companies that

have employees located in multiple states.

HCSC does not contract with the Montana providers. lnstead, it uses the BCBSMT

provider network. Moreover, through our interviews we learned that Montana providers are

aware of both BCBSMT's volume and the BlueCard volume when negotiating managed care

contracts with BCBSMT. Therefore, the proposed alliance will have no impact on

reimbursement rates for provider services in Montana since BCBSMT already counts the HCSC

members who reside in Montana as part of its description of the volume of patients it can provide

when negotiating with the Montana providers. Contract negotiations with providers will be

unchanged.

21 Monopsony power also requires a reduction in the number of provider services offered, not just a finding that
reimbursement rates might be lower than rates paid by some other health plan. Lower rates allow insurers to
keep premiums low.
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Again, based on this analysis, we see no change in the buying side of the provider

services markets. As described in NERA's accompanying Financial and Community Impact

Report, the proposed alliance is expected to provide a benefit to the providers by increasing the

speed at which their claims are processed and allowing them to enter into more advanced

payment methodologies. Thus, we do not find any basis for concluding that competition in these

markets will be lessened in any way as a result of the proposed alliance.
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APPENDIX A

A-1: Overview of NERA Economic Consulting

NERA
I (rra},ri ii1,\.,rt'!';

. Founded in 1961 as National Economic Research Associates; acquires by
Marsh & McLennan Companies in 1983

' Core Purpose: Provide clear and credible expert analyses that have an impact
on important decisions through the application of microeconomics and related
disciplines

. We provide economic analysis and advice in litigation and regulation, as well as
advisory services that help shape business strategies

. Clients include all of the Ameican Lawyer Global 100 and 87 of the Fortune 100:
we have served clients in 120 countries

' -210 senior consulting staff, most with PhDs

. -500 total staff in 25 offices across North America, Europe, and Asia Pacific

. 4 global practices: Antitrust; Energy, Environment, Network Industries;
Intellectual Property; Securities & Finance
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A-2: Thomas R McCarthv Vitae

NERA NERA Economic Consulting
Suite 1950

777 South Figueroa Street
Los Angeles, California 90017
Tel: +1 21 3 346 3000 Fax +1 213 346 3030
Direct dial: +'l 213 346 3005
thomas.mccarthy@nera.com
www.nera.com

THOMAS R. MCCARTHY
Senior Vice President

ECONOMIC CONSULTING

Dr. McCarthy received a B.A. in Economics from Assumption College in Worcester,
Massachusetts and Master's and Ph.D. degrees in Economics from the University of Maryland
under a National Defense Education Act Fellowship. After teaching microeconomic theory and
urban economics at the University of Maryland, Dr. McCarthy joined the faculty of the School of
Economics and Management of Oakland University in Michigan. There he taught graduate and
undergraduate microeconomics as well as health economics, his area of special interest.

Dr. McCarthy joined NERA in 1983 and now directs NERA's health care practice, a practice
that specializes in the economic analysis of regulatory, public policy, and litigation matters in
health care markets. His own projects include analyzingthe competitive effects of many health
care industry mergers, including evaluating the horizontal and vertical issues created by mergers
of hospitals, hospital systems, health insurers, physician groups, physician practice management
companies, imaging and other medical device manufacturers, and home health care companies.
In a variety of health care antitrust liability and damages cases, he has analyzed exclusive
contracts, physician staff privileges issues, exclusions from managed care panels, GPO
contracting, alleged foreclosures due to shifting referralpatterns and exclusive contracting (e.g.,
the PeaceHeolth case), bundling, joint ventures, hospital and physician monopolization cases,
monopsony, and state action immunity issues involving certificates of public advantage covering
hospital mergers in Montana and South Carolina. He has also analyzed class certification and
liability issues in health care class action cases, including serving as a liability expert in the
Miami MDL brought by physicians against ten national HMOs. In the pharmaceuticals area, he
recently served as the liability witness on behalf of Lundbeck inthe FTC v. Lundbeck (Ovation)
case. As part of his policy work, Dr. McCarthy has analyzed the competitive effects of a "Blues"
conversion to for-profit status and Medicare prescription drug proposals. He is also co-editor
and a principal author of a year-long, two-volume study of health care reform in l2 industrialized
countries, published by Kluwer.
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Another area of specialization for Dr. McCarthy has been the economics of intellectual property
protection, including the estimation of contract, trade dress, trade secret and patent damages,
often for medical equipment and devices but also including computer hardware, CD-Rs,
supermarket equipment, satellites, and agriculturalproducts. He has also worked on antitrust
damages or class certification matters involving the pharmaceutical, medical devices, soft drink,
agriculture, candy, ice cream, auto parts, oil, video distribution, and newspaper industries. Other
major projects include the competitive analysis of revenue sharing agreements used by
supermarkets during a recent labor strike, the development of affirmative action plans, and the
estimation of damages resulting from a major oil spill.

Prior to joining NERA, Dr. McCarthy was a staff economist with the Federal Trade Commission
conducting studies of regulation and competition in health care markets. One such study
examined the competitive effects of certificate-of-need regulation in the hospital market.

Dr. McCarthy has written several papers analyzing competition and antitrust damages in health
care. These include an article in the Journal of Health Economics on competition in the
physician services market and articles in ABA monographs on hospital merger efficiencies,
monopoly and monopsony issues between payers and providers, antitrust damages, and defining
geographic markets in hospital mergers. Other research activities include presentations at
professional meetings and his serving as an invited panelist or moderator for various ABA and
health care policy conferences. He was also invited by the Federal Trade Commission and the
Antitrust Division of the Department of Justice to testifu at three different sessions about
monopoly and monopsony issues in health care at their joint hearings on Health Care and
Competition Law and Policy. He has testified as an economic expert in federal and state court,
as well as before arbitration panels, state insurance agencies, and the International Trade
Commission.

Dr. McCarthy is a member of the American Economic Association and an associate member of
both the American Health Lawyers Association and the American Bar Association's Section of
Antitrust Law, including membership with the Section's Health Care Committee. He also served
on the American Bar Association's Task Force on Hospital Mergers.
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Education

University of Maryland
Ph.D., Economics, 1980
M.A., Economics,1973

Assumption College
8.A., Economics, 1971

Canisius College
1967-t969

Professional Experience

NERA Economic Consulting
1996- Senior Vice President

1989-1996 Vice President

1986-1989 Senior Consultant and Project Director

1983-1986 SeniorAnalvst

Federal Trade Commission
1982-1983 Staff Economist, Division of Regulatory Analysis, Bureau of Economics

Oakland University
1978-1983 Assistant Professor, School of Economics and Management

Blue Cross/Blue Shield of Michigan
1980-1982 Consultant

Department of Health, Education and Welfare
1978- 1980 Sole-source Contractor, Health Care Financing Administration

General Electric Tempo
1975-1978 Consuliant" Center for Advanced Studies
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University of Maryland
1975-1978 Instructor, Department of Economics

1975 Teaching Assistant, Department of Economics

l97l-1973 National Defense Education Act Teaching Fellow

Honors and Professional Activities

Wall Street Journal Award for Outstanding Achievement in Economics,
Assumption College, I 971

Graduate Ass i stantship, University of Mary land, | 97 4 - | 97 5

National Defense Education Act Fellowship, University of Maryland, l97l-1974

Outstanding Faculty Award, Oakland University Chapter of the Golden Key
National Honor Society, l98l

Member. American Economic Association

Member, American Health Lawyers Association

Associate Member, American Bar Association, including membership in Section
of Antitrust Law and Health Care Committee

Member, ABA Task Force on Hospital Mergers

Publications

"Revenue Sh4ring Agreements: Do They Restrict Competition?" (with Elizabeth Newlon and
Kristin Terris), ABA Antitrust Low, Economics Committee Newsletter,Vol. 10, No. I (Summer
2010).

"Contracting Practices by Hospitals," Chapter ll, Economics of Antitrust: New Issues,

Questions, and Insights, NERA Economic Consulting, 2004.
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"Geographic Market Issues in Hospital Mergers," Chapter 3 (with Scott Thomas) in Douglas C.
Ross and Mark J. Horoschak, Health Core Mergers and Acquisitions Handbook, Chicago:
American Bar Association. 2003.

"Antitrust Issues Between Payers and Provider," (with Scott Thomas), prepared for the ABA-
AHLA Health Care Antitrust Meetings, Washington DC, May l7-18, 2001. (Reprinted in two
parts in Antitrust Health Care Chronicle, Chicago: American Bar Association, Spring 2002 and
Summer 2002.\

"Efficiencies Analysis in Hospital Mergers" (with Scott Thomas and Lawrence Wu), Antitrust
Heolth Care Chronicle,Yolume 13, No. I (Winter 1999\,pp.2-ll. (Revised version of article
found in Howard Feller, Antitrust and Healthcare Insights into Analysis and Enforcement,
Chicago: American Bar Association, Spring 1999.)

"Analyzing Damages in Health Care Antitrust Cases" (with Scott Thomas), Antitrust
Developments in Evolving Health Care Markcfs, American Bar Association, 1996, pp.67-96.

"Health Care Reforms - Are They Answering the Right Questions?" Adapting a Global Industry
to the New Heolth Care Environment, Proceedings of the Financial Times World
Pharmaceuticals Conference, March 23 and 24, 1994.

Financing Heolth Care, co-editor (with Ullrich Hoffmeyer), Kluwer Academic Press, 1994. Co-
author, Chaper 2;"The Prototype" (with Ullrich Hoffmeyer). Co-author, Chapter l4; "The
Health Care System of the United States" (with Julie Minnis).

"Health Care Funding and Its Impact on the Balance of Supply, Demand and the Meeting of
Needs," A New Socio-Economic Order in Twenty-First Century Europe, Conference Proceedings
of the General Assembly of the European Federation of Pharmaceutical Industries' Associations,
1993,pp.47-54.

"U.S. Health Care Reform: NERA Offers a Number of Recommendations" (with Julie Minnis),
Viewpoint, Vol. XXII, No. I (Winter 1993),pp.15-21.

"The Effect of City Size on Journey to Work Behavior: Some Empirical Evidence" (with Oded
lzraeli), Perspectives in Urban Geography, Volume V (Concept Publishing Company, New
Delhi,India, 1987).

"The Competitive Nature of the Primary Care Physician Services Market," Journal of Health
Economics, Vol. 4, No. 2 (June 1985).
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"Variations in TravelDistance, Travel Times and Modal Choice Among SMSAs" (with Oded
Izraeli), Journal of Transport Economics and Policy, May 1985.

"Beyond Goldfarb: Applying Traditional Antitrust Analysis to Changing Health Markets" (with
Geraldine Alpert), The Antitrust Bulletin,Yol.24,No. 2 (Summer 1984), pp. 165-204.

"Commentary," in A New Approach to the Economics of Heolth Care,Mancur Olson, ed.,
American Enterprise Institute, Washington, DC (December l98l). A review of four papers on
Hospital Regulation presented at AEI conference on "Health Care-Professional Ethics.
Government Regulation, or Markets," September 25-26, 1980.

Deposition Testimony

Allergan, Inc. v. Merz Pharmaceuticals, LLC, MERZ GmbH & Co. KGaA, MERZ Aesthetics,
Inc., et al., January 26,2012.

Alan Moelleken, M.D., et al. v. Cottage Health System, et al., December22,Z0ll.

Soint Alphonsus Diversified Care, Inc. v. MRI Associates, LLP; MRI Associates, LLp, MN
Limited Partnership, and MN Mobile Limited, Counter-Claimants v. Saint Alphonsus
Diversified Care, Inc., Counter-Defendant, July 20,20L1.

The Foundotionfor Seacoast Health v. Hospital Corporation of America, et al., April 6, 2011.

In Re Aetna UCR Litigation, December 2l , 2010.

Diane Hiltman, Mona Rupe, on behalf of themselves and all others similarly situated, and on
behalf of the general public v. Farmers Insurance Exchange, An Inter-lnsurance Exchange,
et ol." October 30. 2009.

Federal Trade Commission v. Lundbeck, Inc., State of Minnesota v. Lundbeck, Inc., September
10,2009.

Kelli Miller, individually and on behalf of all others similarly situqted vs. Farmers Insuronce
Company, Inc., et a/., September 2,2009.

George S. Cohlmia, Jr., MD and Cardiovascular Surgical Specialists, Corp. v. Ardent Health
Services, LLC, et al., April2,2009.
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Carolinas HealthCare System, et al. v. South Carolina Department of Health and Environmental
Control, et al., February 24,2009.

Paul Schwamv. Farmers Insurance Company of Arizona, et al.,February 19,2008.

Carolina Care Plan, Inc. v. United HealthCare Services, Inc. et al., January 29,2008.

State of Califurniav. Safeway, et al., January 18,2008.

State of Californiav. Safeway, et al., August7,2006.

Kaswanv. Allergan, May 4,2006.

Edward Collins, M.D., et al., v. Anthem Health Plans, Inc.,February 1,2006 and November 14,
2003.

Saint Agnes Medical Center, et al. v. PocifiCare of California, et al., March 8, 2005 and
October 28,2005.

In Re: Managed Care Litigation, Provider Track Case relating to Shane I, MDL 1334, February
2,2005.

U.S. Philips Corporation v. Princo Corporation and Princo America Corporation and
Gigastorage Corporation and Gigastorage USA v. U.S. Philips Corporation and KoninHigke
Philips Electronics, NV, October 12,2004.

In the Matter of the Proposed Conversion of Premera Blue Cross to a For-Profit Corporation,
Washington State Insurance Commission, December 3 -4, 2003.

Rocky Mountain Medical Center, Inc. v. Northern Uah Healthcare Corporation, d/b/a St.
Mark's Hospital, et al., October 16,2003.

Retractable Technologies, Inc. v. Becton Dickinson & Company, et al.,August 25,2003.

In the Matter of Certain Recordable Compact Discs and Rewritable Compact Discs (United
States International Trade Commission Investigation), May 23,2003.

McKenzie-Willamette Hospital v. PeaceHealth, April 17 ,2003.
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Del Monte Fresh Produce Company and Del Monte Fresh Produce N.A., Inc. v. Dole Food
Company, Inc. and Dole Fresh Fruit Company, January 21,2002.

Yvonne Green, on her behalf and on behalf of all others similarly situated, v. Aetno U.S.
Heolthcare, Inc., et a/., October 26,2001.

In Re: Aetno, Inc. Securities Litigation, June 21, 2000 and July 19, 2000.

Boston Scientific Corporation v. Mentor Medical, Inc. , August 2l , 1998.

The County of Tuolumne and Eric Runte v. Sonora Community Hospital, et al., October 2-3,
1997.

St. Mary Medical Group, Inc. v. M & C ProActive Manogement, Ltd., et al., April 18, 1997.

COBE Laboratories, Inc. v. AVECOR Cardiovasculor, Inc., June 5, 1996.

Allergan Medical Optics and Microtech, Inc. v. Staar Surgical Co., Inc.,May 28,1996.

American Council of Certified Podiatric Plrysicians and Surgeons v. American Board of
Podiatric Surgery and American Podiatric Medical Association, March 14,1996.

Retina Associates, P.A. v. Southern Baptist Hospital of Florida, Inc., January I 8- I 9, 1996.

Santa Cruz Medical Clinic and Derjjan Associates, Inc. v. Dominican Santa Cruz Hospital,
September 5-6,1995, October 3-4,1995 and February 2,1996.

Trylon Corporation v. Metwest, Inc. and Unilab Corporation, April 7, 1995.

Wang Laboratories, Inc. v. Mitsubishi Electronics America, Inc., et al.,March8,1994 and June
8.1994.

American Health Advisors and William Phillips v. The University of Texas System, et al.,
November 9,1993.

John A. Bakos, M.D. v. Roseville Community Hospital, et al. and John A. Bakos, M.D. v. Donald
Franks, M.D., et ol., October 8, 1993.

Diasonics, Inc. v. Acuson Corporation, December 8-9,1992, March l5 and March 24,1993.
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David B. Kaye, M.D., et al. v. California Eye Institute, et al., December 28-29,1992.

Gerhard Flegel, D.O. and Richard Still, D.O. v. Christian Hospital Northeast-Northwest, et al.,
August 28,1992.

Lawrence Leyba, D.O. v. Hartmut Renger, M.D., Anesthesia Specialists of Albuquerque and St.
Joseph's Health Care Corporation, August 22,1991.

Dan A. Morgenstern, M.D. v. Charles S. Wilson, M.D., et al., July l8-19, 1991.

Colorado Orthopedic Dance ond Athletic Rehabilitation, P.C. and Linda Perkin v. Preferued
Independent Physical Therapy Organization, Inc., October 4,1990.

Jeanne Call, et al. v. Prudential Insurance Company of America, et a/., September 5, 1990.

Weldotron Corporationv. Hobart Corporation and Waldyssa, S.1., March 6-9,1990, April 30,
1990 andMay l-4, 1990.

AB Food Products, Inc. v. Fabrica de Chocolates La Azteca, The Quaker Oats Company and
Gabriel Tello, January 3,1990.

Thomos Andrew Cherewick and Therapeutic Radiologt, P.,S.C. v. Northern Rockies Regional
Cancer Treatment Center, et al.,February 9,1989.

Dreyer's Grand lce Cream, Inc. v. Popsicle Industries, Inc., Sara Lee Corporation, and DOES
l-100, December 9 and December 12, 1988.

Michigan State Podiatry Association, et al. v. Blue Cross and Blue Shield of Michigan and
Eugene Harper, D.P.M., et al. v. Blue Cross and Blue Shield of Michigan, July 20 and July 21,
1987.

Sun Drop Bottling Company, Inc., et al. v. Coca-Cola Bottling Co. Consolidated and Pepsi-Cola
Bottling Company of Charlotte, Inc., January 30 and January 31,1986.

Wordsmanv. Xerox Corporation, October 9, 1985.
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Trial Testimony

Alan Moelleken, M.D., et al. v. Cottoge Health System, et al., (Superior Court for the State of
California, County of Santa Barbara, Anacapa Division), March 23,2012.

Allergan, Inc. v. Merz Pharmaceuticals, LLC, MERZ GmbH & Co. KGaA, MERZ Aesthetics,
Inc., et a/., (U.S. District Court, CentralDistrict of California, Southem Division), March2,
2012.

Saint Alphonsus Diversified Care, Inc. v. MM Associates, LLP; MRI Associates, LLP, MRI
Limited Partnership, and MM Mobile Limited, Counter-Claimants v. Saint Alphonsus
Diversified Care, Inc., Counter-Defendant, (In the District Court of the Fourth Judicial District
of the State of Idaho, In and For the County of Ada), October 25,2011.

The Foundationfor Seacoast Health v. Hospital Corporation of America, et al., (superior Court,
Rockingham County, State of New Hampshire), May 19,2011.

Federal Trade Commission v. Lundbeck, Inc., State of Minnesota v. Lundbeck, Inc., (Federal
Court, 8s Circuit, District of Minnesota), December 15, 2009.

Komeshak v. Illinois Farmers Insurance Company, et al., (Circuit Court, Twentieth Judicial
District, St. clair county, Illinois), Class certification Hearing, September 30,2009.

R.J. McCauley and Roxanne Rogers, et al. v. Farmers Insurance Company, et al., (District Court
of Canadian County, State of Oklahoma), Class Certification Hearing, Apri|22,2009.

McKenzie-Willamette Hospital v. PeaceHealth (U .5. District Court for the District of Oregon,
Portland Division), October 22-23, 2003.

David M. Odom v. Fairbanks Memoriol Hospital, et al., (Superior Court of the State of Alaska,
Fourth Judicial District of Fairbanks), March 14,2002.

st. Mary Medical Group, Inc. v. M & c ProActive Management, Ltd., et al., June 9,1997.

Wang Laboratories, Inc. v. Mitsubishi Electronics America, Inc., et a/., (U.S. District Court.
Central District of California), June 28,1994.

American Health Advisors and William Phillips v. The University of Texas System, et al.,
(District Court of Travis County, Texas,26lst Judicial District), November 23,1993.
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Gil N. Mileikowsky, M.D. v. Sheldon L. Schein, M.D., et al., (Superior Court of the State of
California, County of Los Angeles), October 25,1993.

Dan A. Morgenstern, M.D. v. Charles S. Wilson, M.D., et al., (U.S. District Court, District of
Nebraska), December 9-10, 1991 and September 8-10, 1992.

Sun Drop Bottling Company, Inc., et al. v. Coca-Cola Bottling Co. Consolidated and Pepsi Cola
Bottling Company of Charlotte, Inc., (U.S. District Court, Western District of North Carolina),
May 29-30, 1986.

Other Testimonv

Arbitration Testimony

Saint Agnes Medical Center, et al. v. PacifiCare of Califurnia, et al., November 16, 2005 and
November 17,2005.

Trylon Corporation v. Metwest, Inc. and Unilab Corporation (binding arbitration before Judge
Weil); April 19, AprilZl,May 29,1995 and July 10, 1995.

Testimony Provided to the International Trade Commission

In the Matter of Certain Recordable Compact Discs and Rewritable Compact Discs (USITC Inv.
No. 33 7-TA -47 4), Washington, DC, June 19, 2003.

Testimony Provided to State Agencies

Colorado Division of Insurance, Testimony in support of CIGNA's acquisition of Great West
Healthcare, Denver, CO, March I l, 2008.

Alaska Division of lnsurance, Testimony in support of Premera Blue Cross'proposed conversion
to for-profit status, June9,2004.

Washington State OfIice of the Insurance Commissioner, Testimony in support of Premera Blue
Cross' proposed conversion to for-profit status, May 5, 2004.

New Mexico Division of lnsurance, Testimony in support of Cimarron Health Plan's acquisition
of QualMed Plans for Health, Santa Fe, New Mexico, August 30,1999.
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Florida State Department of Insurance, (written) Testimony in support of Aetna,Inc.'s
acquisition of Prudential Health Care's Florida Division, Tallahassee, Florida, March 2,1999
and March 11, 1999.

New Mexico Division of Insurance, Testimony in support of Presbyterian Health Plan's
acquisition of FHP of New Mexico, Inc., Santa Fe, New Mexico, October 23,l9g7.

Testimony Provided to State Legislative Committee

"The Mission Health System COPA," testimony and presentation to the North Carolina House
Select Committee on the Certificate Of Need Process and Related Hospital Issues, Fletcher,
North Carolina, October 20,2011.

Testimony Provided to Federal Agencies

"Health Insurance Monopsony - Competitive Effects," testimony and presentation to The
Federal Trade Commission and The Department of Justice Antitrust Division, Hearings on
Health Care and Competition Law and Policy, Washington, DC, April 25,2003.

"Health Insurance Monopsony - Market Definition," testimony and presentation to The Federal
Trade Commission and The Department of Justice Antitrust Division, Hearings on Health Care
and Competition Law and Policy, Washington, DC, April 24,2003.

"Contracting Practices," testimony and presentation to The Federal Trade Commission and The
Department of Justice Antitrust Division, Hearings on Health Care and Competition Law and
Policy, Washington, DC, March 27, 2003.

Certificate of Need Hearing Testimony

Fact-finding hearing before Virginia State Department of Health on behalf of BrandermillActive
Retirement Village, Inc. - Evaluation of the Virginia State Department of Health nursing home
bed need methodology, October 9, 1986.

Conference Papers and Presentations

"Agreements Among Competitors to Share Revenues During a Labor Dispute under California
v. Safeway, Inc.," invited speech to the Los Angeles County Bar Association,Los Angeles, CA,
Februarv 9.2012.
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"FTC v. Lundbeck (Ovation): A Retrospective Merger Review," invited speech to the Antitrust
Committee of the New York City Bar Associaflon, New York, NY, Octob er 21, 2010.

"Unmasking the Wolf: The Universal Applicability of Antitrust Law and Economics?," NEM
Seminar on Antitrust and Trade Regulation, Santa Fe, NM, July 11,2009.

"Bundling: Does PeaceHealth Tie It All Together?," Moderator, NERA Seminar on Antitrust
and Trade Regulation, Santa Fe, NM, July 3, 2008.

"When Does the Flow of Competitively Sensitive Information Create Antitrust Concerns?,"
presentation to American Health Lawyers Association's Antitrust in Healthcare Conference,
Washington, DC, September 17, 2007.

"How Buying at Low Prices Can Violate the Antitrust Laws: Monopsony Lessons from
Healthcare Antitrust Cases," presentation to the American Bar Association, Section of Antitrust
Low Meetings, Washington, DC, April19,2007.

"Health Care Quality and the Measurement of Market Power," invited panelist atAntitrust and
Health Care: Assessing Issues in Califurnia and the United States, a UC-Berkeley conference
sponsored by the Nicholas C. Petris Center on Health Care Markets and Consumer Welfare,
April 30 - May 1,2004.

"Economics v. Daubert: Roundtable and Moot Hearing," Moderator, NERA Seminar on
Antitrust and Trade Regulation, Santa Fe, NM, July 6,2002.

"Leadership in Challenging Times," Directors' Roundtable speech and discussion with the
Honorable Timothy Muris, Chairman of the Federal Trade Commission, Los Angeles, CA, April
r8,2002.

"Antitrust Issues Affecting Payors," presentation and paper to conference on "Antitrust in
Healthcare," sponsored by the ABA Section of Antitrust Low, the ABA Health Law Section, and
the American Health Lawyers Association, Washington, DC, May l7-18,2001.

"Why Tobacco II: What Changes Do Plaintiffs Want in the Use of Financial Incentives in the
Managed Care Industry?" Moderator and panelist at Marsh Health Spectrum Forum on Managed
Care Organization Enterprise.Rlsft, New Orleans, LA, July 13,2000.

"Use of Economists - Help or Hindrance?" Workshop presentation atAmerican Health Lawyers'
Association Conference on "Antitrust in the Healthcare Field," Arlington, VA, February 17,
2000.
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"Aetna's Acquisition of Prudential Health Care," presentation at DC Bar Association Luncheon,
Washington, DC, December 14,1999.

"Restructuring and Competition in the Health Insurance Industry," presented at NERA Seminar
on Antitrust and Trade Regulation, Santa Fe, NM, July 10, 1999.

"Efficiencies Analysis in Hospital Mergers," speech atthe ABA Conference on Antitrust Issues in
Health Care, sponsored by the ABA Section of Antitrust La,u and the Section of Health Law, in
New Orleans, LA, October 16, 1998.

"Restructuring and Competition in the Health Care Industry," presented at NERA Seminar on
Antitrust and Trade Regulation, Santa Fe, NM, July 11, 1998.

"Overview of Intemational Health Care Systems," presentation to the Eli Lilly and UCLA
Anderson School of Business' I998 Global Health Care Conference on "Managing Evolving
Health Care," Los Angeles, CA, June 26, 1998.

"Current Antitrust Issues for Health Plans," presented to the American Association of Health
Plans' 8th Annual Managed Care Low Conference, San Diego, CA, April 27-29, 1997.

"Certificates of Public Advantage: The Example of a Great Falls Hospital Merger," presented at
NERA Seminar on Antitrust and Trade Regulation, Santa Fe, NM, July 4,1996.

"Hospital Mergers and State Action Immunity," speech before the State ActionA.{oerr Doctrine
Committee atthe American Bar Association meetings of the Section of Antitrust Law,
Washington, DC, March27, 1996.

"The Economics of Vertical Mergers," presentedto Preston, Gates & Ellis Conference on
"Antitrust: Does the Tiger Again Have Teeth?" Seattle, WA, May 5,1995.

"Analyzing Damages in a Health Care Antitrust Case," presented at American Bar Associqtion
Conference on Antitrust and Health Care, co-sponsored by the Section of Antitrust Law and the
American Bar Association Forum on Health Care, New orleans, LA, october 7, 1994.

"Health Care Reforms Worldwide," presented at William M. Mercer International Conference,
New York, NY, September 29,1994.

"Employer Mandates in Health Care Reform," presented at NEM Seminar on Antitrust and
Trade Regulation, Santa Fe, NM, July 7,1994.
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"Health Care Reforms - Are They Answering the Right Questions?" Speech to the Financial
Times World Pharmaceuticals Conference, Adapting a Global Industry to the New Health Care
Environmenf, London, U.K., March 23, 1994.

"Establishing the Relevant Market in Health Care Cases," presented atthe National Health
Lawyers Association meetings on Antitrust in the Health Care Field, Washington, DC, February
18,1994.

"Cost Crisis in Health Care: A Global Convergence Toward Market-Based Solutions," sponsored
by The Center for Strategic and International Studies. The results of NERA's l6-volume study
of health care reform in l2 industrialized countries were presented to Congressional staffs on
September 15,1993 in the Senate's Hart Building, Washington, DC (with U. Hoffmeyer and R.
Rapp).

"The Implications of Health Care Reform for Antitrust Litigation," presented at NERA Seminar
on Antitrust and Trade Regulation, Santa Fe, NM, July 10, 1993.

"Health Care Funding: It's Impact on the Balance of Supply, Demand and the Meeting of
Needs," presented at the Annual Conference of the European Federation of Pharmaceutical
Industr ie s' As so c iations, Salzburg, Austria, May 25, 1993.

"Health Care Reform and the European Economic Community," presentation to representatives
of various Directorates General of the European Commission, including Mr. Fernand Saur, in
charge of pharmaceuticalpolicy for the EC, Brussels, Belgium, May 13,1993.

"Financing Health Care, with Particular Reference to Medicines," presentation of year long study
to CEOs of 35 R&D based pharmaceutical companies, Washington, DC, April l, 1993.

Discussant, "The Proposed Dutch Health Care System: Moving Away from Employer Based
Health Insurance," by Warren Greenberg, American Economic Association Meetings, Anaheim,
CA, January 7,1993.

"Effective Use of Economists in Health Care Litigation," presented at the National Health
Lawyers Associqtion meetings on Antitrust in the Health Care Field, Washington, DC, January
29-31,1992.

"Calculating Damages For Lost Eamings," presented at NEM Seminar on Calculating
Economic Damages in Employment Cases, Los Angeles, CA, March 26, l99l.
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"Valuing Intangibles in Transfer Pricing Cases," presented at NERA Seminar on Antitrust and
Trade Regulation, Santa Fe, NM, July 7, 1990.

"Estimating Patent Infringement Damages," NEM Seminar on New Developments in the
Economics of Patent Infringement Litigation, San Francisco, CA, and Los Angeles, CA,
December 5 and 6, 1989.

"Competition and Cooperation in the Provision of Health Care," presented atNERA Seminar on
Contracting in the NHS, London, UK, September I l, 1989.

"A Comparison of the Cluster of Services Approach with the Product Line Approach in
Analyzing Hospital Mergers and Acquisitions," presented at NERA Seminar on Antitrust and
Trade Regulation, Santa Fe, NM, July 1987 and Young Partners Luncheon Series,New York,
NY, October 5, 1987.

"The Application of Franchising Concepts in the Health Care Industry," workshop presented to
the Ninth Annual American Bar Association's Forum Committee on Franchising, SanAntonio,
TX, October 23-24, 1986,

"Misuse and Confiscation of Intellectual Property," presented at a NERA Seminar on Patents;
The New Economics (Infringement, Misuse and Damagey', New York, NY, April 17,1986.

"Calculating Economic Damages in Wrongful Termination Cases," presented atthe First Annual
Employment Litigation llorkshop, sponsored by the Employee Relations Law Journal,
Williamsburg, VA, September l8-20, 1985.

"An Economic Analysis of Certificate of Need Laws" (with David Kass), presented at the
American Economic Association Meetings, San Francisco, CA, December 1983.

"Medical, Legal, and Economic Ramifications of Changes in the Health Care System," panelist
atthe American Enterprise Institute Conference on "Restructuring the Health Care Financing
System: Policies and Programs" Washington, DC, January 26-27,1983.

"A Reexamination of Medical Society Control of Blue Shield Plans," discussant of Amould and
Debrock paper atthe Eastern Economic Association Meetings, Washington, DC, April 29,1982.

"Public Policy Toward the Health Care Sector," presented to the Detroit Chapter of the National
Association of Health Services Executives, Pontiac, MI, June 15,1982.
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Reviewer of four papers on "Regulation - Can It Improve Incentives?" at the American
Enterprise Institute Conference on "Health Care - Professional Ethics, Govemment Regulation,
or Markets?" Washington, DC, September 25-26,1980.

"A Model of the Primary Care Physician Firm," presented atthe Eastern Economic Association
Meetings, Montreal, Canada, May 8-10, 1980.

Moderator, Conference on Physician Manpower Issues - Health Economists' Views (Reinhardt,
Sloan), Oakland University Health Education Program, Rochester, MI, October 16,1979.
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Scott J. Thomas

Vice President
National Economic Research Associates, Inc.
777 South Figueroa Street, Suite 1950
Los Angeles, California 90017
213 346 3000 Fax 213 346 3030
scott.thomas@nera.com

Dr. Thomas received a B.A. cum laude in Economics from the University of Califomia, Los
Angeles, and M.A. and Ph.D. degrees in Economics from the University of Califomia, Irvine.
While in graduate school, he specialized in public choice, industrial organization, and
econometrics. His graduate honors included a Regent's Dissertation Fellowship and an
Outstanding Graduate Scholar Award.

At NERA, Dr. Thomas has worked on a variety of health care antitrust matters involving
hospitals, physicians, insurers, trauma centers, home health providers, skilled nursing centers,
laboratories, medical equipment distributors, ambulance companies, and pharmaceutical
manufacturers. He has studied relevant markets, monopoly pricing, predatory practices, price
discrimination, tying, vertical restraints, mergers and acquisitions, antitrust damages, and class
certification issues. Dr. Thomas has also specialized in intellectual property matters involving
the medical equipment and pharmaceutical industries. He has focused on the valuation of
patents and trade secrets and the calculation of damages resulting from infringement.

In addition, Dr. Thomas has worked on a number of health care commercial damage matters
involving hospitals, physicians, laboratories, and pharmaceutical manufacturers. He has applied
econometric techniques and financial analysis to calculate damages for tortious interference,
breach of contract, and wrongful injury/termination cases. Finally, Dr. Thomas has performed
valuations of various businesses, including hospitals and physician practices. He has used
strategic projections, financial statements, and stock price data to assess the market value of
these entities.

Before joining NERA, Dr. Thomas served on the faculty at the University of California, Irvine.
He taught introductory macroeconomics, intermediate macroeconomics, and intermediate
microeconomics. His research focused on information and advertising: bill sponsors as voting
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cues, stock market reaction to unanticipated legislation, and negative advertisements and voter
tumout.

Dr. Thomas has published several papers in the areas of public choice and industrial
organization. His article, "Determinants of Legislative Success in House Commiffees," appeared
in the joumal Public Choice. Another article, "Geographic Market Issues in Hospital Mergers,"
appeared in a handbook on health care mergers and acquisitions published by the American Bar
Association.

He is a member of the American Economic Association and Western Economic Association and
an associate member of the American Bar Association's Antitrust, Intellectual Property, and
Health Law Sections.

Education
TINIVERSITY OF CALIFORNIA. IRVINE
Ph.D., Economics, 1989
M.A., Economics, 1987
Areas of Concentration: Public Choice

Industrial Organization
Econometrics

Honors: Outstanding Graduate Scholar Award, 1989
Regent' s Dissertation Fellowship, I 988- I 989

UNIVERSITY OF CALIFORNIA, LOS ANGELES
B.A., Economics, 1979
Honors: Graduated Cum Laude

Professional Experience
National Economic Research Associates. Inc.

1999-present Vice President

1993-1999 Senior Consultant

1990-1993 Senior Analvst

University of California, Irvine
1989-1990 Visiting Assistant Professor. Lectured approximately 150 students per quarter in

intermediate macroeconomics and intermediate microeconomics.
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1989 Teaching Associate. Lectured 266 students in introductory macroeconomics.

1986-1988 Teaching Assistant. Taught discussion sections for econometrics, intermediate
macroeconomics, and intermediate microeconomics.

Crain & Thomas
1979-1985 Senior Partner. Analyzed cement industry structure and performance for a class

action antitrust case. Designed campaign contributing strategies for corporate
political action committees. Compiled national election statistics by district to
determine the effect of congressional redistrictins.

Professional Activities
American Bar Association
American Economic Association
Western Economic Association

Publications
"Analyzing Exclusionary Practices in Health Care Matters," prepared for the ABA-AHLA
Antitrust in Healthcare Meeting, Washington DC, May 24-25,2010.

"Analyzing Monopsony in Health Care Matters," prepared for the ABA Antitrust Spring
Meeting, Washington DC, April 18-20,2007.

"Do Not-For-Profit Firms Behave Differently?," Antitrust Insights, New York: NERA
Economic Consulting, September/October 2005.

"Geographic Market Issues in Hospital Mergers," in Douglas C. Ross and Mark J. Horoschak,
Health Care Mergers and Acquisitions Handbook, Chicago: American Bar Association, 2003.

"Antitrust Issues Between Payers and Providers," prepared for the ABA-AHLA Health Care
Antitrust Meeting, Washington DC, May 17-18,2001. (Reprinted in two parts in Antitrust
Health Care Chronicle, Chicago: American Bar Association, Spring 2002 and Summer 2002.)

"Efficiencies Analysis in Hospital Mergers," Antitrust Health Care Chronicle, Chicago:
American Bar Association, Spring 1999. (Reprinted in Howard Feller, Antitrust and Healthcare
Insights into Analysis and Enforcement, Chicago: American Bar Association, Spring 1999.)
"Hypothetical Expert Report on Damages," in Laurence H. Pretty, James L. Ewing, IV, and Tom
Arnold, Patent Litigotion 1997,Yo1.2, New York: Practising Law Institute, 1997.
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"Analyzing Damages in Health Care Antitrust Cases," in Howard Feller, Antitrust Developments
in Evolving Health Care Markets, Chicago: American Bar Association, 1996.

"The Effects of Congressional Rules About Bill Cosponsorship on Duplicate Bills: Changing
Incentives for Credit Claiming," Public Choice, Vol. 75, No. l, January 1993.

"Determinants of Legislative Success in House Committees," Public Choice,Yol.74, No. 2,
September 1992.

"A Negative Advertising Theory of Campaign Expenditures," in W. Mark Crain and Robert D.
Tollison, Predicting Politics, Ann Arbor: University of Michigan Press, 1990.

"Do Incumbent Campaign Expenditures Matter?," Journal of Politics, Vol. 51, No.4, November
I 989.

Speeches
"Analyzing Exclusionary Practices in Health Care," presented at the ABA-AHLA Antitrust in
He althc are Conferenc e, Arlington, Virginia, May 25, 201 0.

"Analyzing Collusive Monopsony," presented at the NERA Twenty-Seventh Annual Antitrust &
Trade Regulation Seminar, Santa Fe, New Mexico, July 7 ,2006.

"What Approach Should You Use for Calculating Patent Damages: Lost Profits, Reasonable
Royalties, or Both?," presented at NERA seminar series on Intellectual Property Matters,
Newport Beach, California, February 7,2000 and Los Angeles, California, February 8, 2000.

"Diagnosing Monopoly Pricing," presented at the NERA Nineteenth Annual Antitrust & Trade
Regulation Seminar, Santa Fe, New Mexico, July 1 l, 1998.

"Direct and Cross-Examination of a Damages Expert - Demonstrations and Panel Critique,"
presented at the Practising Law Institute conference on Patent Litigation I997,Bevedy Hills,
California, September 26, 1997.

"Health Care Business Problems Commonly Analyzed by Economists," presented at the
Healthcare Financial Managers Association, Lone Star Chaptet, Spring Symposium, Dallas,
Texas, March 27,1997 .

"Recent Antitrust Developments in the Hospital Industry," presented at the Annual Meeting of
Catholic Healthcare West Hospital CFOs, Santa Cruz, California, June 7, 1996.
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Gonsulting Reports
Interrogatory Response filed on behalf of defendant, in connection with Richard A. Hynes, M.D.,
et al. v. Health First, Inc. in the Circuit Court for Eighteenth Judicial Circuit in and for Brevard
County, Florida, Case No. 05-2007-CA-19182, June 15,2012.

Supplemental Expert Report submitted on behalf of defendants in the United States District
Court for the District of Nevada, Virgin Valley Water District v. Vanguard Piping Systems, et al.,
Case No. 2:09-cv-00309, June 29,2010.

Rebuttal Expert Report submitted on behalf of defendants in the United States District Court for
the District of Nevada, Virgin Volley Water District v. Vanguard Piping Systems, e/ a/., Case No.
2 :09-cv-00309, June 28, 2010.

Rebuttal Expert Report submitted on behalf of counterclaimant in the United States District
Court for the Central District of Californi a, King Tuna, Inc. v. Anova Food,1nc., Case No.
CV 07 -07 451 (JWJx), November 13, 2009.

Preliminary Expert Report submitted on behalf of counterclaimant in the United States District
Court for the Central District of Califomia, King Tuna, Inc. v. Anovo Food,1nc., Case No.
CV07 -07 451 (JWJx), Iuly 9, 2009.

Supplemental Expert Report submitted on behalf of defendants in the United States District
Court for the Northem District of oklahoma, George S. Cohlmia, Jr., M.D., et al. v. Ardent
Health Services, LLC, et al., Case No. 05-CV-0384 JHP-PJC, March 21,2009.

Expert Report submitted on behalf of defendants in the United States District Court for the
Northern District of Oklahoma, George S. Cohlmia, Jr., M.D., et al. v. Ardent Health Services,
LLC, et al.,Case No. 05-CV-0384 JHP-PJC, August 14,2008.

"Supplement to Antitrust and Economic Impact Analysis of the Proposed Conversion of Premera
Blue Cross in the State of Alaska," prepared for Premera Blue Cross, March 8,2004. (Found on
the Alaska Division of Insurance Website.)

"Supplement to Antitrust and Economic Impact Analysis of the Proposed Conversion of Premera
BIue Cross in the State of Washington," prepared for Premera Blue Cross, March 5,2004.
(Found on the Washington Office of Insurance Commissioner Website.)
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"Antitrust and Economic Impact Analysis of the Proposed Conversion of Premera Blue Cross in
the State of Alaska," prepared for Premera Blue Cross, January 7,2004. (Found on the Alaska
Division of Insurance Website.)

"Antitrust and Economic Impact Analysis of the Proposed Conversion of Premera Blue Cross in
the State of Washington," prepared for Premera Blue Cross, November 10, 2003. (Found on the
Washington Office of Insurance Commissioner Website.)

Expert Report submitted on behalf of defendants in the Superior Court of Guam, Kyung Yeob
Yung, et al. v. Consolidated Tronsportation Services, Inc., et al., Civil Case No. CV2605-98,
July 30,2001.

Expert Report submitted on behalf of plaintiff in the United States District Court for the Central
District of California Southern Section, Don De Cristo Concrete Accessories, Inc. v. American
Allsafe Company, Inc., et al., Case No. SACV00-30 AHS (EEx), May 24,2001.

"Valuation Analysis of Putnam Hospital Center," prepared for counsel in connection with the
proposed hospital merger between Vassar Brothers and Putnam in New York, March 23,2001.

"Discussion of Patient Origin Data Analysis and HHIs Re: Proposed Lease of Sutter Merced
Medical Center by Mercy Hospital and Health Services - Merced," submitted to the California
Department of Justice, November 2000.

Expert Report submitted on behalf of plaintiff in the United States District Court for the District
of Oregon, Rentrak Corporation v. Susan Janae Kingston, Case No. CV 98-1004-HA, June 13,
2000.

"Confidential Preliminary Report to Counsel Re: Proposed Merger between Baylor Health Care
Systems and Texas Health Resources," submitted to the U.S. Department of Justice, the Federal
Trade Commission, and the Texas Department of Justice, February 3,1999.

"Economists' Report Submitted to the California Department of Justice Re: Proposed
Acquisition of Chico Community Hospital by N. T. Enloe Memorial Hospital," prepared for N.
T. Enloe Memorial Hospital, February 27, 1998.

"Expert Report on Damages," submitted on behalf of defendant in the Circuit Court for the State
of Wisconsin for the County of Dane, Uniek, Inc. v. William T. Graham v. Gregory J. Wenlcrnan,
Case No. 94 CV 2784. Iune 13. 1997.
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"Report on Hospital Activity in California, 1985-1996," prepared for the California Office of
Statewide Health Planning and Development, January 27, 1997.

"Economists' Report Submiued to the Sacramento County Board of Supervisors Re: Proposed
Designation of Mercy San Juan Hospital as a Level II Trauma Center," prepared for Mercy
Healthcare Sacramento, November 7, 1996.

"Expert Report on Lost Pledges," submitted on behalf of the excess insurers in connection with
the Jewish Federation Council of Greater Los Angeles matter, July 17, 1996.

"Supplemental Expert Report on Damages," submitted on behalf of plaintiff in the United States
District Court for the District of Colorado, COBE Laboratories, Inc. v. AVECOR
C ar diov as culor, Inc., Case No. 9 5 -W Y -2284 -CB, May 28, 1 99 6.

"Preliminary Expert Report on Damages," submitted on behalf of plaintiff in the United States
District Court for the District of Colorado, COBE Laboratories, Inc. v. AVECOR
Cardiovoscular, Inc., Case No. 95-WY-2284-CB, April I 5,1996.

"Economists' Report Submitted to the Montana Department of Justice Re: Proposed Great Falls
Hospital Consolidation of Columbus Hospital and Montana Deaconess Medical Center,"
prepared for the Montana Department of Justice, March 5,1996.

Affidavits and Declarations
Affidavit, filed on behalf of defendants, in connection with Richqrd A. Hynes, M.D., et al. v.

Health First, Inc. and Wuesthoff Health System, Inc. v. Health First, Inc., et al. in the Circuit
Court for Eighteenth Judicial Circuit in and for Brevard County, Florida, Case Nos. 05-2007-
CA-19182 and 05-2007-CA-019391, February 17, 2011.

Affidavit submitted in opposition to plaintiff s motion for partial summary judgment in the
Circuit Court for Eighteenth Judicial Circuit in and for Brevard County, Florida, Richord A.
Hynes, M.D., et ol. v. Health First, Inc., Case No. 05-2007-CA-19182, March 5,2010.

Affidavit submitted in opposition to plaintiff s motion for partial summary judgment in the
Circuit Court for Eighteenth Judicial Circuit in and for Brevard County, Florida, f{uesthoff
Health System, Inc. v. Health First, Inc., et al., Case No. 05-2007-CA-019391, March 5,2010.

Affidavit submitted in support for plaintiffs' motion for summary judgment in the Superior Court
of the State of Georgia for the County of Fulton, United Healthcare of Georgio, Inc. et al. v.
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Georgia Department of Community Health v. The Medical Association of Georgia, et al., Case
No. 2006-CV-116114. June I l. 2009.

Declaration submitted in support for defendants' motion for summary judgment in the United
States District Court for the Northern District of Califomia, Richard B. Fox, M.D. v. Good
Samaritan Hospital, et al., Case No. CV 04 00874 PVT, June 30,2006.

Declaration submitted in support for defendants' motion for summary judgment in the United
States District Court for the Central District of Californi a, Bio-Medical Research Ltd, et al. v.

Thane International, Inc., et al., Case No. CV-02-01 179-R (Mcx), October 28,2002.

Declaration submitted on behalf of plaintiff in the Superior Court of the State of California for
the County of Orange, Henry Schein, Inc. v.Ilestern Dental Services, Inc.,CaseNo. CCl5l06,
March 14,2002.

Affidavit submitted on behalf of defendant in the United States District Court for the District of
Oregon, Video Update, Inc. v. RentrakCorporation,CaseNo. CV98-1013-HA, Ju\y27,2000.

Declaration submitted in support of defendants' motion for summary judgment in the United
States District Court for the Eastern District of California, Chae Moon, M.D., et al. v. Catholic
Healthcare llest, et al., Case No. CIV-S 97-2359-DFL DAD, July 26, 1999.

Affidavit submitted on behalf of defendant in the Superior Court of the State of North Carolina
for the County of Mecklenburg, Novant Health, Inc. et al. v. Aetna U.S. Healthcare of North
Carolina, Inc., Case No. 98-CVS-12661, October 30, 1998.

Declaration submitted in support of defendants'motions for summary adjudication in the
Superior Court of the State of California for the County of Los Angeles, Arun K. Mittal, M.D., et
al. v. BayShore Medicol Group, et al., Case No. BC 172899, April 9, 1998.

Affidavit submitted in support of defendants' motion for summary judgment in the United States
District Court for the Eastern District of California, Four A Farms, et al. v. Califurnia-Oregon
Seed, Inc., et al., Case No. CIV-S-94-978 EJG PAN, October 20,1995.

Declaration submitted in opposition to defendants' motion for summary adjudication in the
United States District Court for the Central District of California, BMMG, Inc., et al. v. American
Telecast Corporation, et al., Case No. CV 92 3308 HLH, April 19,1993.

NERA Economic Consulting 38



APPENDIX A

NERA
ECONOMIC CONSULTING

Page 9
Scott J. Thomas

Declaration submitted in support of defendants' motion for summary judgment in the Superior
Court of the State of California for the County of Orange, Ivar Roth, et al. v. Frank Rhodes, et
al., CaseNo. 625223, September 28,1992.

Presentations
Part of presentation team on behalf of St. Joseph Health System and Hoag Memorial
Presbyterian Hospital at a meeting with the Federal Trade Commission in connection with the
proposed affiliation between the two health care systems, June 29,2012.

Part of presentation team on behalf of LHP Hospital Group, Inc. Saint Mary's Health System,
Inc., and Greater Waterbury Health Network, Inc., at a meeting with the Federal Trade
Commission in connection with the proposed joint venture between the parties, January 1,2012.

Part of presentation team on behalf of Renown Health System and Reno Heart Physicians at a
meeting with the Federal Trade Commission and Nevada Attomey General's Office in
connection with the proposed affiliation between the parties, November 15, 201 l.

Part of presentation team on behalf of Ardent Health System, SouthCrest Hospital, and
Claremore Regional Hospital at a meeting with the Federal Trade Commission in connection
with the proposed affiliation between the parties, June29,20ll.

Deposition Testimony
Testimony presented on behalf of defendants in the United States District Court for the District
of Nevada, Virgin Valley Water District v. Vanguard Piping Systems, et al., Case No. 2:09-cv-
00309, July 16, 2010.

Testimony presented on behalf of defendant in the United States District Court for the Central
District of California, King Tuna, Inc. v. Anova Food, Inc., Case No. CV07-07451(JWJx),
January 5, 2010.

Testimony presented on behalf of defendants in the United States District Court for the Northern
District of Oklahoma, George S. Cohlmia, Jr., M.D., et al. v. Ardent Health Services, LLC, et al.,
Case No. 05-CV-0384 JHP-PJC, April 3, 2009.

Testimony presented on behalf of defendants in the Superior Court of the State of California for
the County of Los Angeles, Kenneth L. Rosenblood v. Robert Hayman, et al., Case No. BC 374
005. October 23.2008.
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Testimony presented on behalf of cross-complainants in the Superior Court of the State of
California for the County of San Bernardino, Dallen Trealoff v. Forest River, Inc., et al., Case
No. SCVSS 096372, February 15,2007 and June 6,2008.

Testimony presented on behalf of defendants in the United States District Court for the Northern
District of California, in the San Jose Division, Richord B. Fox, M.D. v. Good Samaritan
Hospital, et al.,Case No. C04 00874 RMW, September 20,2006.

Testimony presented on behalf of defendants in the Superior Court of the State of California for
the County of Los Angeles, Universal Bankv. Moss Adams, LLP, et al.,Case No. BC 263 709,
June 11,2003.

Testimony presented on behalf of plaintiff in the Superior Court of the State of California for the
County of Orange, Henry Schein, Inc. v. Western Dental Services,Inc.,Case No. CCl5106,
February 14,2002.

Testimony presented on behalf of plaintiff in the United States District Court for the Central
District of California in the Southern Section, Don De Cristo Concrete Accessories, Inc. v.

AmericanAllsafe Company, Inc., et al.,Case No. SACV00-30 AHS (EEx), July 23,2001.

Testimony presented on behalf of defendants in the Superior Court of the State of California for
the County of Los Angeles, MetalMart, Inc. v. Samuel Allen, et al., Case No. BC200847,May
25,2001.

Testimony presented on behalf of plaintiff in the Superior Court of the State of California for the
County of Orange, Sidney Born v. Y. Michael Kim, et al., Case No. 818058, April 30, 2001.

Testimony presented on behalf of defendant in the Circuit Court for the State of Wisconsin for
the County of Dane, Uniek, Inc. v. William T. Graham v. Gregory J. Il/enkman, Case No. 94 CV
2784, June 19,1997.

Arbitration Testimony
Testimony presented on behalf of counterclaimant at the American Arbitration Association in the
State of Califomia, Interstote Rehab, Inc. v. Target Healthcare, Inc., Case No. 72193 255 00,
October 19-20,2000.
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Trial Testimony
Testimony presented on behalf of counterclaimant in the United States District Court for the
Central District of California, King Tuna, Inc. v. Anova Food, Inc., Case No. CV07-
0745 I (JWJx), September 7, 2010.

Testimony presented on behalf of cross-complainants in the Superior Court of the State of
California for the County of San Bernardino, Dallen Treoloffv. Forest River, Inc., et al., Case
No. SCVSS 096372, March 19,2009.

Testimony presented on behalf of defendants in the Superior Court of the State of California for
the County of Los Angeles, Kenneth L. Rosenbloodv. Robert Hayman, et al.,CaseNo. BC 374
005, January 20,2009.

Testimony presented on behalf of defendants in the Superior Court of the State of Califomia for
the County of Los Angeles, MetalMart, Inc. v. Samuel Allen, et al., Case No. BC200847, June
I l, 2001.

Testimony presented on behalf of defendant in the Superior Court of the State of California for
the County of Los Angeles, Helen D. Zweck v. GTE Cahfurnia, Inc. , Case No. BC 142687 , June
3 and 5. 1997.

September 2012

NERA Economic Consulting 41



APPENDIX B

APPENDIX B: NAIC Form E Analysis Based on Health Data Only

B-1: NAIC Form E Analysis for Health Insurance Business in Montana, Based on Health Data
Only,2007-2011

B-2: Total Premiums Written by Line of Business: Individual, Based on Health Data Only,
2007-2011

B-3: Total Premiums Written by Line of Business: Group, Based on Health Data Only, 2007-
20tl

B-4: Total Premiums Written by Line of Business: Medicare Supplement, Based on Health
Data Only, 2007-2011

B-5: Total Premiums Written by Line of Business: Vision Only, Based on Health Data Only,
2007-2011

B-6: Total Premiums Written by Line of Business: Dental Only, Based on Health Data Only,
2007-20t1

B-7: Total Premiums Written by Line of Business: Federal Employees Health Benefits Plan,
Based on Health Data Only, 2007-2011

B-8: Total Premiums Wriffen by Line of Business: Title XVIII Medicare, Based on Health
Data Only, 2007-2011

B-9: Total Premiums Written by Line of Business: Other, Based on Health Data Only, 2007-
20tl

B-10: Total Premiums Written by Line of Business: Total, Based on Health Data Only, 2007-
20tl

NERA Economic Consulting 42



APPENDIX B

B-l: NAIC Form E Analysis for Health fnsurance Business in Montana, Based on Health
Data Only,2007-2011

Premiums Written
Line ofBusiness 2007

(l)
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0
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0
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32.1

0

t22,672
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0.t %
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3,422
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66.8
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0

496
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0
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7t,325
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462,5r7
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65.9
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0
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0
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137,s93

0.0 %
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B-1: NAIC Form E Analysis for Health Insurance Business in Montana, Based on Health
Data Onfy,2007-2011, (Cont'd)

Premiums Written
Line ofBusiness

Title XVItrll,ledcsre
HCSC
BCBSMT
Total Premiuns

Share ofPremtums
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Other
HCSC
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Share of Premiums

HCSC
BCBSMT

Total
HCSC

BCBSMT

Total Premuns
Share of Premtums

200t2007
(l)

0

4,434
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Source NAIC, Health Annual Statements Blanks, "E*ubrt of Premrums, Enrollment and UtllEatlon (a)," 200?-2011

Page 2 of2

NERA Economic Consulting 44



APPENDIX B

B-22 Total Premiums Written by Line of Business: Individual, Based on Health Data
Only,2007-2011

Premiums Written
Insurtnce Grouo 2008 2009 2010 20tl

(l)
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0

44

1,814

(4)

$ a,674

4,665

3,463

$ 71,325

4,506

3,421

42

(s)

BCBSMT

New West Health Services

PacificSource Health Plan Croup

HCSC

ClearC'ho rce Heahh Plan

Totrl Premiums $ 62830 $ 672rs $ 64,783 $ 70,848 s 79293

Notes "-" denotes not apphcable

PacficSource Health Plan Group acqured ClearChorce Health Plan rn 2009

Source NAIC, Health Annual Statements Blanks, "Exhrbrt of Premrums, Enrollment and Utdrzatron (a)," 200?-201 I
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APPENDIX B

B-3: Total Premiums Written by Line of Business: Group, Based on Health Data Only,
2007-20t1

Premiunrs Written
Insurance Grouo 2009 2010 20tl

BCBSMT

New West Health Servpes

Crgna Health C.roup

Trnber Products Manufacturers Trust

HCSC

PacfcSource Health Plan Goup

Great West Goup

Totel Premiums

(t)

$ 286,087

0

7,438

1,058

0

3,187

$ 3s3J4l

Q)

$ 280,832

60,128

0

8273

1,538

0

26,387

(3)

$ 267,8s1

65,787

4,938
'7,397

1,700

0

(4)

$ 286,144

73,856

s6,876

K AO<

3,422

1,099

(s)

$ 304,665

77,445

'7t,589

5,051

2,76'l

0

$ 377,158 s 387,672 $ 428.094 s 452511

Notes' "-" denotes not apphcable.

Crgna Health Group acquired Great West Healthcare from Great West Group in 2008,

Sowce NAIC, Health Annual Statetn€nts Blanks, "E>ilribt of Premrums, Effolhnent and UtilEatlon (a)," 2007-2011
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APPENDIX B

B-4: Total Premiums Written by Line of Business: Medicare Supplement, Based on
Health Data Only, 2007 -2011

Premiums Wriffen
Insurance Group 2007 2009 2010 20tl

(s)

BCBSMT

Munich Re Goup

New West Heahh Services

HCSC

Aon C.orporation Goup

Total Premiums

o)

$ 30,851

0

529

74

9,957

$ 4llrl

(2)

$ 30,274

9,&5

508

(3)

s 29,967

9,735

461

m

(4)

$ 30,451

10,018

461

7l

$ 3l,501

12,402

398

''-

$ 40,500 $ 40233 $ 41.00r $ 44,390

Notes: "--" denotes not applicable.
Munrch Re Group acquued Sterling Life Insurance Company from Aon Corporatron in 2007.

Source. NAIC, Health Annual Statements Blanks, "Efiibit of Premiums, Enrollrnent and Utilization (a)," 2007-2011
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{PPENDIX B

B-5: Total Premiums Written by Line of Business: Vision Only, Based on Health Data
Only,2007-2011

Premiums Written
Insurance Grouo

Vision Servrce Plan Goup

BCBSMT

Cigna Health Goup

Timber hoducts Manufacturers Trust

Metropolrtan Croup

Creat West Croup

Total Prcmiums

2007 2009 20r0 20rl

(4)Q)
$000s

(3)0)

805

823

0

4l
0

l6

$837$864$
596 496

t26 152

46 42

::

787

668

0

52

0

80

(s)

887

475

t75

t7

0r

$ 1,6t5 $ 1,5t7 $ I,605 $ l5s4 $ l5s5

Notes "--" denotes not apphable
Crgna Health Group acquired Great West Healthcare from Great West Group rn 2008

I 
Metropolitan &oup reported $137 premiurns written m 201l.

Source NAIC, Health Annual Statements Blanks, "E*ubrt of Premrums, Enrollrnent and Utrlzatron (a),' 2007-2011

NERA Economic Consulting 48



8-6:

APPENDIX B

Total Premiums Written by Line of Business: Dental Only, Based on Health Data
Only,2007-2011

Insunnce Group

Dentegra Goup

BCtsSMT

Ogna Heafth Group

Tnter Products Manufacturers Trust

Defta Dental of Minnesota

HCSC

Renaissance Health Servrce Corp. Goup

Metropolitan Group

Creat West Croup

Totel Premiums

Premiums Written

0)

$0
3,561

0

378

97

47

0

0

2l

$ 4,104

Q)

$0
3,251

0

387

96

27

i

0

238

$ 4971

2,771

455

318

85

3l

7

:

$ 5,930

2,430

750

305

109

38

ll
0

$ 5,183

2,694

1,053

200

lll
48

l3

0

(3) (4) (s)

$ 4,004 $ 8,639 $ 9,575 $ 10302

Notes "--" denotes not apphcable

Crgna Health Group acqured Great West Healthcare from Great West Group rn 2008

I Metropolitan Group reported $58 premlums wntten rn 201 I

Source NAIC, Health Annual Statements Blanks, "Exhrbrt of Premrums, Enrollment and Utrhzation (a)," 2001-2011
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APPENDlX B

B-72 Total Premiums Written by Line of Business: Federal Employees Health Benefit
Plan, Based on Health Data Only, 2007-2011

Premiums Written
Insurance Group

BCBSMT

New West Health Services

Total Prcmiunrs

a\

$ n7,893

3,071

$ 120,963

(3)

$ 122,672

3,675

$ 126347

2010

(4)

s 126,939

3,977

$ 130817

20tr

(s)

$ 133,881

3,7r2

$ 137,593

(1)

$ 107,238

2,8X)

$ 110.128

Source NAIC, Health Annual Staternents Blanks, "E*ribit of Premums, Enrollment and Utilizatron (a)," 2007-Z0ll
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APPENDIX B

B-8: Total Premiums Written by Line of Business: Title X\IIII Medicare, Based on
Health Data Only, 2007 -2011

Premiunrs Writtcn
Insurance Group

New West Heafth Services

Munich Re Croup

BCBSMT

FoxInsurance Corrpany

WellCarc Croup

Aon Corporation Goup

ClearChoice Heahh Plan

Total Premiums

2009 2010 __?0r1 _
(s)0)

$ 9,183

0

4,434

143

)t

37,629

0

Q)

s 13,972

48,494

4,464

490

217

57

s 25,032

54,628

3,682

)
t,160

30

'15,063

3 1,398

7,7',74

0

':l

000s
(3) (4)

38,818

53,913

4,318

2

$ s1,427 $ 67,753 $ 84,537 $ 97,053 $ 114,234

Notes. "--" denotes not applicable.

Munich Re Group acquird Sterling Life Insurance Company from Aon Corporation in 2007
PacificSource Health Plan Group acqured ClearChoice Health Planin 2009 but Pacificsource drd not report
any premiums written for 2010 and 201I

Source: NAIC, Health Annual Statenrents Blanks, "E*ribrt of Prerniums, Enrollrnent and Utilization (a),'2001-2011
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APPENDIX B

B-9: Total Premiums Written by Line of Business: Other, Based on Health Data Only,
2007-2011

Premiurns Written
Insurence Group

BCBSMT

CVS C-arennrkGoup

Wellcare Goup

NeuQuest Goup

Medco Contanment Servrce Goup

Munrch Re Group

Bgress Scripts Insurance Conpany

Envs rcn Insurance Company

PacrficSource Health Plan Goup

Catarnaran Insurance of Delaware. Inc

Aon Corporatron Croup

Bravo Health Goup

SdverScript Ins urance Company

Totel Premiums

2007 2009 2010 20tl

(l)

$ 18,775

0

2,816

130

658

0

0

t'?6

0

a

953

0

(2)

t7,941

2,548

2,703

268

783

1,546

l l3

78

0

0

(4)

16,940

6,457

t,7g

0

1,491

Tr2

219

58

0

0

(s)

t6,752

6216

2,232

2,224

t241

883

t97

80

0

0

2,569

s 26,094 $ 25,980

o)

I 8,818

5,614

1,687

706

1,453

690

t49

6l

0

0

s 29,179 $ 2E$22 $ 29$27

6210

denotes not applrcable

CVS Caremark Group acquired SrlverScript Insurance Company rn 2007
NewQuest Group acqurcd Bravo Health Group rn 2010

I Paqficsowc€ Heatth Plan Group reported $35 premtums wntten m 201 I
2 Catamaran Insurance ofDelaware, Inc reported $123 pr€rruums wntten rn 2008

Source NAIC, Health Annual Statements Blanks, "Brhibrt of Premums, Enrolhnent and Utilizatron (a)," 2007-2011
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APPENDIX B

B-10: Total Premiums Written by Line of Business: Total, Based on Health Data Only,
2007-201r

Premiums Written
Insurrnce Group 2008 2009 20t0 20il

BCBSMT

NewWest Health Servrces

Crgna Health Group

Munrch Re Croup

Trnber Products Manufacturers Trust

CVS Carernark Goup

Dentegra Goup

PacrficSource Health PIan Gouo

HCSC

WellCare Goup

NerQuest Group

Medco Contamnrent Servrce Goup

Vsron Servrce Plan Group

Bpress Scnpts Insurance Company

Delta Dental of Mnnesota

Envrs nn lnsurance Company

Renaissance Heahh Servpe Corp Goup

Metropolftan Goup

Catanqran Insurance of Delaware. Inc

Foxlnsurance Conpany

Aon Corporatron Goup

Bravo Health Goup

ClearChorce Health Plan

Great West Croup

SilverScnpt Insurance Conrpany

Totrl Premiums $ 705,161 $ 742,996 $ 807J64 S E79.7r2

621

$ 65l,r19

-__{$000s)(l)

$ s09,972

72,U4

0

0

7,857

0

0

0

L?<

2,8s3

130

658

805

0

97

176

0

0

7

143

48,549

0

0

3,224

2.569

Q)

$ 517,916

82,003

0

59,585

8,7t2

2,548

0

0

t,6u
2,980

268

783

787

ll3
96

78

4

0

0

490

0

310

(3)

504,821

99,416

45,518

65,053

7,761

5,614

4,971

0

1,845

2,84'l

7M

1,4s3

837

149

85

6l

7

0

0

5

2

(4)

530,393

121,778

57,779

64,7M

7,M2

6,457

5,930

4,563

3,577

l,'766

0

1,491

864

219

109

58

ll
0

0

2

(s)

569,068

t6t,t23

72,817

44,683

6268

6216

6,183

3,422

2,947

2231

2224

r24l
887

t97

lll
80

l3

0

0

0

Notes "-" denotes not applicable

Crgna Health Group ac4ured Great West Healthcare from Greal West Group rn 2008
CVS Caremark Group ac4ured SilverScnpt Insurance Company m 2007.
Mumch Re Group acqured Sterlrrglfe Insurance Company from Aon Corporatron m 2007
NewQuest Group acqured Bravo Health Group rn 2010

PaoficSource Health Plan Group acqured ClearChorce Hslth Plan in 2009

' Metropolitan Group reported $195 premtums wrrtten rn 2011
2 Catamaran Insurance ofDelaware, Inc reported $123 prermums wntten in 2008

Source NAIC, Health Amual Statements Blanks, "Exhiblt of Premrums, Enrollment and Utilzatrcn(a)," 2007-2011
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APPENDIX C

APPENDIX C: NAIC Form E Analysis Based on Health Data
and Accident & Health Data

C-1: NAIC Form E Analysis for Health Insurance Business in Montana, Based on Health Data
and Accident & Health Data.2007-2011

C-2: Total Premiums Written by Line of Business: Commercial, Based on Health Data and
Accident & Health Data.2007-2011

C-3: Total Premiums Written by Line of Business: Medicare Supplement, Based on Health
Data Only, 2007-2011

C-4: Total Premiums Written by Line of Business: Vision Only, Based on Health Data Only,
2007-2011

C-5: Total Premiums Written by Line of Business: Dental Only, Based on Health Data Only,
2007-201r

C-6: Total Premiums Written by Line of Business:
Data Only, 2007-2011

C-7: Total Premiums Written bv Line of Business:

C-8: Total Premiums Written by Line of Business:
& Health Data, 2007 -201 |

Title XVIII Medicare. Based on Health

Other, Based on Health Data,2007-2011

Total, Based on Health Data and Accident
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APPENDIX C

C-l: NAIC Form E Analysis for Health Insurance Business in Montana, Based on Health
Data and Accident & Health Data. 2007-2011

Premiums Wriften (9000)
Line ofBusiness

Commercirl
HCSC

BCBSMT
Total Premums

Share ofPremiums
HCSC

BCBSMT

lldedcere Su$errent
HCSC

BCBSMT

Total Prenlums

Share ofPremrums
HCSC

BCBSMT

Vision Only
HCSC

BCBSMT

Total Premurns

Share ofPremtums

HCSC

BCBSMT

Dentel Only
HCSC

BCtsSMT

Total Premrums

Share ofPremrums

HCSC

BCBSMT

Tide XVltr ll,ftdicrre
HCSC

BCtsSMT

Total Premrums

Share ofPremtums

HCSC

BCBSMT

Other
HCSC

BCBSMT

Total Preruums

Share of Premwms
HCSC

BCBSMT

2007 2008 2009 2010

o) (2) (3) (4)

$ 3,',|s'l

451,527

729,979

0.5 %

61 9

$74
30,85t

4t,411

0.2 %

745

$0
823

1,685

00 %

489

$47
3,561

4,lu

I.t %

868

$0
4434

51,427

0.0 %
8.6

$o
lE,775

26,094

0.0 %
720

? 5d1

461,318

764,t50

0s %

60.4

a,

30,274

40,s00

0.2 %

74.7

0

668

1,587

00 %

42.1

3,251

4,N4

07 %

81 .2

0

4,4&
67,753

0.0 %
6.6

0

t'|,941

25,9n

0.0 %
69 I

3,347

448,986
1\q 94)

04 %

59 I

'70

29,967

40,233

02 %

745

0

596

1,605

00 %

37.1

31

2,Ttl
8,639

04 %

32 I

0

3,682

84,537

0.0 %
4.4

0

18,818

29,t79

0.0 %
64.5

4,U0 $

475,758

807,858

06 %

s8.9

7l
30,451

41,001

0.2 %

743

0

496

t,554

00 %

31.9

38

2,430

9,515

0.4 %

25 4

0

4,318
9? OS?

00 %
4.4

0
16,940

28,322

0.0 %
59.8

4,099

509,871

8s6,448

0.5 %

595

89

3 1,501

4439o

0.2 %

710

0

4t)
1,555

0.0 %
30.6

48

2,694

10,302

0.5 %
26 I

0
'7,774

1t4,234

0.0 %
68

0

16,752

29,827

00 %
s6)

Awrrge
(6)

$ 3,917

469,492

783,675

05 %

59.9

$7s
30,609

4t,507

0.2 %

7 3.7

$0
612

1,s97

0.0 %

383

$38
2,942

7,325

0.s %

402

'70
4,935

83,001

0.0 %

59

$0
17,845

2'7,880

00 %

64.0

Page I of2

201 t
(s)
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APPENDIX C

C-l: NAIC Form E Analysis for Health Insurance Business in Montana, Based on Health
Data and Accident & Health Data, 2007-2011 (Cont'd)

Premiums Writtcn ($000)

Line ofBusiness 20tl
(s)

2007
(1)

2009 2010 Arrrage
(6)

$ 4,031

s26134

9$,n5

0.4 %

5 5.8

HCSC

BCBSMT

Total Premiums

Share ofPremiums
HCSC

BCBSMT

$ 3,877

509,972

851,829

0.5 %
599

s 3,449

504,821

923,457

04 %

54.7

s 4,949

530,393

9U,e4

0.5 %
5 3.9

$ 4,236

569,068

1,055,962

0.4 %
5 3.9

Q)

$ 3,644

517,916

903,635

0.4 %
)/ 5

(3) (4)

HCSC mcludes HCSC Insurance Servrce Company, Colorado Bankers Lrfe Insurance Company, and Dearbom Natronal Lrfe
Insurance Company

Commercial lme of busrness rncludes

Indivrdual, Group, and Federal Ernployees Health Benefit Plan from Health data

Group Policres, Federal Employees Health Benefits Program Premrurn and Credlt (Group and Indrvidual) from Accident &
Health data,

Total mcludes all lmes ofbusrness from the Health dat4 and Group Pohcres, Federal Employees Health Burefrts Progam

Premum, and Credt (Group and Indrvrdual) fiom Acodent & H€alth data-

NAIC, Health Annual Statements Blanks, "E{ribrt of Premrums, Enrollrnent and Utrlzatrcn(a)," 2007-2011

NAIC, Lrfe Accrdent and Health Annual Statements Blanks, "Accident and Health Inswance." 2007-201 I

Page 2 of2
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APPENDIX C

C-2: Total Premiums Written by Line of Business: Commercialo Based on Health Data
and Accident & Health Data Combined, 2007-2011

Prcmiums Writtcn
Insurence Groun

BCBSMT

New West Heahh Services

Ogna Health Goup
UnftedHealth Goup
Assurant Inc. Croup

WMI Mutual Insurance Conpany
UnurnProvident Corporation Goup
Sirius Goup
BCBS of South Carolma Goup
Aetna Goup
t{artford Fire & C:suahy Goup
Tinber hoducts Manufacturcrs Trust
hncipal Financial Goup
Aegon US Holdmg Goup
Metropolitan C-roup

HCSC

StanCorp Finan cial Group
CUNA MutualGoup
PacrficSource Health Plan Croup
Trustnnrk Insurance C.orpany Goup
INGAnrrica Insurance Holding &oup
Gneve Holdings Inc. Goup
Grardian Life C-roup

Fidelty Security Croup

New York Life Goup
Anrritas Mutual HoHing Goup
Mutual ofOnnha Goup
Lincoln National Goup
Delphr Financial Goup
HCC lnsurance Holdurgs Croup
Best Life and Health Insurance Conpany
Liberty Mutual Goup
Minnesota Mutual Group
Central States Group
Healthnnrtets &oup
Anrrban Fidelrty Corporation Goup
AllState Insurance Group
Prudential of Anenca Goup
Pan -A rrrican Life Cro up

OneAnrnca Financial Partners Goup
OId Republic Goup
Anprban Intematronal Goup
W R Berkley Corporation Group

Northwestern Mutual Group

Citigroup Goup
Hunana Group

2008 2009 2010 20lr

0)

451,s27

63,t32
4,132

25,262

s0,385

r0,768

6,249

6,019

8,399

4,t42
6,95r

7,438

10,982

4,7M

4,273

3,757

3,576

3,813

0

2t2
3,222

703

50
1293

1,749

2t2
4,2n
t,753

594

\ar
122

0

948

69
1,970

427

253

ffi
393

l3
1,3t4

2,tq
0

494

920

M

$ 461,318

67,523

3,493

27,068

44,%
t0,748

6,681

8220
12,n7
4,543

6,152

8,273

10,361

4,759

4,t39
3,543

4302
3,639

0

225

3,723

537

529

1,942

r,991

2r9
1,865

2,209

570

t,366

r07

55

I,187

777

1,578

571

)(u
536

541

64

1,438

2,262

0

5t7

900

24

$ 448,986

73,y24

49,386

28,627

36,46r

rtA97
8,5r7

8223
8,313

5,t25
6,576

7,397

8,500

s,054

4,549

3,347

4,198

3,678

0

t82
3,100

532

I,l0l
2p7r
2,019

278

1,452

2,150

502

1,061

241

485

950

677

r20s
\mr

271

535

1,009

136

1,334

1,981

0

562

))J
J

I 4'ts,7s8

82,499

62,ffir
28,045

30,981

10,032

8A32

7,030

7,551

62r4
6,476

6,695

7,791

4,756

4,t63
4,8q
4,230

3,558

4,563
< )'1)

2,88s

929

1,888

2,082

2,141

287

r,768

\&
597

1,80s

750

805

u9
716

998

900

754

585

801

220

1,231

816

)6
516

413

381

$ 5@,871

85,62
78,994

30,t81

28,979

10,013

8,850

8,1 16

7,7q
6,594

6,r74
6,051

5,609

4,329

4,147

4,@9

3,676

3,528

3,421

3,384
) 1'r)

2,579

2,526

2,t33
2,W7

I,U3
1,743

1,7t5

t,234

t,t74
1,061

921

872

u7
n3
819

758

736

712

65'l

608

587

580

519
ila

42

Page I of4
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APPENDIX C

C-22 Total Premiums Written by Line of Business: Commercial, Based on Health Data
and Accident & Health Data Combined,2007-20t1 (Cont'd)

Premiuns Written
Insurence Group

Security Anerican Fmancial Enterprises Goup
United Hentage Mutual Goup
Secunty Anprican Fnancial Enterprses Goup
United Heritage Mutual Goup
Anprican Enterpnse Mutual Goup
Flarris Insurance Holdings Goup
John Flancock Goup
Gnworth Financial Goup
Westbridge Capital Group
AAA Life Insurance Conpany
Aflac Goup
Geat West Choup

General Electric Goup
Kansas City life Insurance Goup
Liberty NationalGroup
Anprican National Financial Goup
CNOFnancnlGoup
Athene Goup
Centene Corporation Goup
Nestle SA C.roup

Ooventry Corporation Group
Sun Life Assurance Conpany of CT Goup
BankAnrnca Corporation Cro up
National Grardian Life Insurance Croup
Fortress Croup
Munich Re Croup
Nationwide Corporation Goup
FISBC Goup
Kenper Corporation Go up
Arkansas BCBS Goup
Union Iabor&oup
Sentry lnsurance Goup
Anprican Medical & Life Insurance Conpany
Lrfetinp Health care Go up
Grarantee Trust Goup
Sennr Health Insurance C-onpany of PA
Anrrican Financial Goup
WellPomt Inc. Goup
Horace Mann Group
Wells Fargo Goup
BCS Insurance Goup
Ace Ltd. Croup

Boston Mutual Group

Fmancial Hold ings Croup
Fidelity Life As s ociation
Prenpra Blue Cross Goup

2007 2009 2010 20rr

(3) (4) (s)(1)

0

301

0

301

159

t4I
413

254

562

243

J

6,&3
255

229

138

n3
lTl

0

0

320

0

1,422

0

4l
0

0

49

139

68

l6
39

47

0

3l
70

0

4

351

ll
)t
4

0

5

I
0

316

Q)

0

340

0

340

t73
163

3ll
262

446

234

2

29,386

233

t97

160

295

t6
0

45
258
)tz

1,315

)t
45

0

0
45

130

59

75

3l
(9)

48

28

24

t9
295

133

ll
36

ll
ll
8

2

0

184

343

335

343

335

229

157

344

2r0
374

22s

a
1,565

207

159

154

r-s())

t52
0

327

108

244

558

ffi
)J

0

l0l
53

84

47

64

z)
28

77

2l
28

t6
350

4l
l0
29

l0
8

t2
2

0

l5

352
JO/

352

367

2M
187

36
)11

324

245

47

7r0
190

180

t70
174

136

0

231

140

n4
1,044

64

60

0

79

49

63

a
85

zt
27

52

22

6

15

t69
225

10

16

8

8

ll
J

I
5

431

363

431

363

344

338

329

327

237

235

208
205

184

163

156

154

132

t29
t22
l15

106

76

70

68

53

5l
46

38

25

2l
20

20

l9
t7
l4
t2
ll
ll
l0
l0
l0
9

7

4
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APPENDIX C

C-22 Total Premiums Written by Line of Business: Commercial, Based on Health Data
and Accident & Health Data Combined, 2007-2011 (Cont'd)

Premiums Written
Insurance Group

Houston Intemational Insurance Goup
Stanrnunt Lfe Insurance Conpany
AXA Insurance Goup
Unryersal Anprican Financral Oorp Goup
Swiss Re Goup
Conrrprcial Travelers Mutual Insurance Co.

InterAnrrican Goup
Arrrprise Financial Goup
Physicnns Mutual Group
Allianz Ins urance Cro up
Zale Corporation Goup
United Service Autormbile Associatron Goup
GPM Lfe Goup
Security Mutual Life Insurance Co. ofNY
United Fire & Casualty Goup
Autonpbile Club Michigan Goup
Pres idential Life Ins urance Crroup

AMER@Corporatnn Goup
Anerrcan Conrnrnity Mutual Goup
Anrncan Life & Heafth Goup
Anprban Modem Insurance Croup
Aon Corporation Goup
Assurig [,rfe Insurance Conpany
Athene Annuity & Life Assurance Conpany
Atlantic Anprican Goup
Balboa Insurance (loup
Bahirnre Life Holdings Goup
Brokers Natrcnal life Assurance Oonpany
CanSia Health Solutions Inc.
Celtp Ins urance C.orpany
CNA Insurance Goup
Conrrprcial Travelers Cloup
Continental Anrrican Insurance Conpany
Dentegra Croup
Bgress Scripts Insurance Conpany
Gov't Personnel Mutual Lrfe Insurance C.o.

Mutual ofAnrrica Life Insurance C-onpany
Phoen ixConpanres Group
Secunty Life Insurance Conpany ofAnpnca
Security Natnnal Goup
The Hanover Insurance Group
Unfied Life Insurance Conpany
West Southem Goup
Wihon Re Goup
Zurich Insurance Croup

2008 2009 2010 20tl

0)

0

0

8

0

8

0

l6
z

3@

0*
0+
0

0r
0

0r
0

I
315

t6
I7

162

0

49

I
t,69

20

s67
')<

,
ll

2,959

t26
I
z
I

397

0

6,159

4

0+
198)

(21

0

0

6

0

6

0

l5
j

2

I
I
0

0*
0

0*
0

0

0

0

t37
0

t57

130

9

0

I
1,537

)<

0

0

4

25

4100
0

I
2

I
348

0

1,865

3

0*
t2l

0

0

4

0

f

0

8

2

z

I
0

I
0*
0*
0

0

0

0

0

0

)f
135

29

0

I
l,5l I

0

0

0

J

0

0

0

I
2

I
0

0

0

I
0

0

{4)

0

0

4

0

4

0

J

4

2

4

I
I
I
I
0*
0*
0*
0

0

0

0

0

8

t36
3l
0

I
t,461

0

0

0

J

0

0

0

0

I
I

0

I
0

0

0

0
(l)

4

4

4

4

J

J

2

I
1

I
I
I

0*
0*
0*
0*
0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0
(())
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C-22 Total Premiums
and Accident &

APPENDIX C

Written by Line of Business: Commercial, Based on Health Data
HealthDataCombined,2007-2011 (Cont'd)

Premiums Writtcn
Insurance Grouo 2007 2008 2009 20t0 20tl

(r) (2) (3) (4) (s)

The Wananty Group

IACGroup
JM FarrJy Goup
Protective Life Insurance Goup
ClearChoice Heafth Plan

National Heahh Insurance Conpany
Southwest Insurance Partners Croup

Total Prcmiums

13)

0*
({l)
l5

1,814

t.394 1.074

$ 764,150 $ 759942

41

'l
(s)

z)
0

1,738

s 729,979

(l)
3

(i)
t9

253

(l)
I

rl)
f

-
734

$ 807J58

(u)

{t)
(t)
,:

$ 856,448

Notes HCSC mcludes HCSC Insurance Seruce Company, Colorado Bankers Lrfe Insurance Company, and Dearborn Naronal Lrfe
Insurance Company

Commercial llre of busmess rncludes

Indivrdual, Group, and Federal Employees Health Benefit Plan from Health data
Group Pohctes, Federal Ernployees Heahh Benefits Program Premrum and Credit (Group and Indrvidual) from Accrdent &
Health dda

"*" denotes not applicable

Crgna Health Group acquired Great West Healthcare from Great West Group in 2008
Fortress Group acqu[ed Menl Llfe Insurance Company from Amencan Intematronal Group rn 2010
PaqficSource Health Plan Group acqured ClearChorce Health Plan in 2009

Southwest Insurance Partners Group acqured Naronal Health Insurance Company rn 2007, and sold to Houston
Intematronal Insurance Group rn 2010

* Premums wntten were between $l and $499 for the gven insurance goup and year,

Sources' NAIC, Health Annual Staternents Blanks, "hhiblt of Premrums, Enrollment and Utilization (a),' 2007-2011
NAIC, Lfe, A@ident and Health Annual Statements Btanks, "Accident and Health Insurancn." 2007-2011

Page 4 of4
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APPENDIX C

C-3: Total Premiums Written by Line of Business: Medicare Supplement, Based on
Health Data Only, 2007-2011

Premiums Written
Insurance Group

BCBSMT
Munich Re Goup
New West Health Services

HCSC

Aon C-orporation Croup

Total Premiums

2007 2010 20ll

(l)

$ 30,851

0

529

74

9,957

$ 41,411

(2)

s 30,274

9,645

508

74

$ 40,500

(3)

s 29,967

9,73s

MI
70

(4)

$ 30,451

10,0r8

461

7l

(s)

$ 31,501

D,4A2

398

89

$ 44J90$ 40233 $ 4l,001

"--" denotes not applicable

Munich Re Group acquired Sterling Life Insurance Company from Aon Corporatron in 2007

NAIC, Health Annual Stat€ments Blanks, "Et'ribit of Premiums, Enrollment and Utitizatron (a)," 2007-2011
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APPENDIX C

C-42 Total Premiums Written by Line of Business: Vision Only, Based on Health Data
Only,2007-2011

Premiums Writtcn
Insurance GrouD 2007 200E 2009 2010 20tt

$000s+
o)

805

823

0

4l
0

l6

$ I,585

(3)

$ 837

596

126

46

0

$ I,605

(s)

$ 887

475

175

t7

:.'

Q) (4)

864

496

152

42

0

Vision Service Plan Ctoup
BCBSMT
Crgna Health Goup
Timber Products Manufacturers Trust
Metropolitan Goup
Geat West Goup

Totel Premiums

787

668

0

52

0

80

$ 1587 $ I,554 $ I,5s6

Notes "-" denotes not apphcable

Crgna Health Group acquued Great West Healthcare from Gre€[ West Group m 2008

I 
Metropolrtan Goup reported $137 premiums wnften in 201 l.

Source NAIC, Health Annual Statements Blanks, "E*rrbrt of Premrums, Enrotlrnent and Utilizatron (a)," 2007-2011
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c-5:

APPENDIX C

Total Premiums Written by Line of Business: Dental Only, Based on Health Data
Only,2007-2011

Premiums Written
Insurence Group 2007 2009 2010 20ll

Dentegra Goup
BCBSMT

Cigna Health Group
Tinrber Products Manufacturers Trust
Delta Dental of Minnesota
HCSC

Renaissance Health Service Corp. Group

Metropolitan Goup
Great West Croup

Total Premiums

(l)

$0
3,561

0

378

97

47

0

0

2t 238

$ 4,104 $ 4,004 $ 8,639 $ 9,575

(2)

$0
1,2sr

0

387

96

27
t

0

(3)

$ 4,97r
z,Ttl

455

318

85

3l
7

0

(4)

$ 5,930

2,430

750

305

109

38

ll
,_

(s)

$ 6,183

2,694

1,053

2W
lll
48

l3
0'

$ 10J02

Notes. "--" denotes not appLcable

Cgna Health Group ac4ufed Great West Healthcare from Great West Group rn 2008

' Metropohtan Group reported $58 premlums wntten m 20ll

Source NAIC, Health Annual Statements Blanks, "Edubrt of Premrums, Enrollment and UtrlEatlon (a)," 2007-2011
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APPENDIX C

C-6: Total Premiums Written by Line of Business: Title XVIII Medicare, Based on
Health Data Only, 2007 -2011

Insurance Group

New West Health Services

Munich Re Choup

BCBSMT
Foxlnsurance Company

WellCare Goup
Aon Corporation Goup
ClearChoice Health Plan

Total Premiums $ 51,427 $ 67,753 $ 84,537 $ 97,053 s rr4234

Premiums Written

_--2007- __lg9!__ _2992_ ___?gtg__ -_29!-l__
(l) Q) €) (4) (s)

$ 9,183

0

4,434

143

)t

37,629

0

$ 13,972

48,494

4,464

490

277

.:)t

$ 25,032

54,628

3,682

)
I,160

30

$ 38,818

53,913

4,318

2

$ 75,063

3l,3gg

7,774

0

'l

Notes: "--" denotes not applicable.

Munich Re Group acquired SterlingLlfe Insurance Company from Aon Corporation rn 200?.
PactficSource Health Plan Group acqured ClearChoice Health PIan in 2009 but PacificSource did not report
any premrunls written for 2010 and 201l.

Source: NAIC, Health Annual Staternents Blanks, "Edribit of Premiums, Enrollment and Utilization (a'5," 2007-2011
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APPENDIX C

C-7: Total Premiums Written by Line of Business: Other, Based on Health Data Only,
2007-20t1

Premiurm Written
Insurance Groun

BCBSMT

CVS CaremarkGoup
Wellcare Goup
NeurQuest Goup
Medco Contamnpnt Servrce Goup
Munrch Re Goup
Bgress Scnpts Insurance Company
Envrsrcn Insurance Conpany

PacrficSource Health Plan Goup
Catanaran Insurance of Delaware- Inc
Aon Corporatlon Goup
Bravo Health Goup
SilverScnpt Insurance Company

Totel Premiums

2007 2008 20t0 20tl

$ 2sJE0 s 29,179 s 28322 s 29827

#ooos)-
o)

$ 18,77s

0

2,816

130

6s8

0

0

176

0

7

963

0

2,569

$ 26,094

Q)

$ t7,941

2,548

2,703

268

783

1,546

I l3
78

0
^2
U

;

(3)

$ 18,818

5,614

1,687

76
1,453

690

149

6l
0

0

a

(4)

$ 16,940

6,457

1,764

0

1,491

n2
219

58

0

0

al

(s)

t6,752

6,216

2232
1 11i

124r
883

t97

80

0

0

Note "--" durotes not apphcable

CVS Caremark Group acqured SrlverScrrpt Insurance Company rn 2007

NewQuest Group acqured Bravo Health Group rn 2010

I Paoficsource Health Plan Group reported S35 prenuunrs wntten rn 201 I
2 

Catamaran Insurance ofDelaware, Inc. reported $123 premrums wntten rn 2008

Source NAIC, Health Annual Statements Blanks, "Bdribrt of Premrums, Enrollrnent and Utilzatron (a)," 200?-201I
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APPENDIX C

C-8: Total Premiums Wriffen by Line of Business: Total, Based on Health Data and
Accident & Health, 2007-2011

Insurence Group

BCBSMT

NewWest Health Servrces

Cigna Health Crroup

Munrch Re Croup
UntedHealth Goup
Assurant Inc Goup
WMI Mutual Insurance Company
UnumProvident C-orporation Goup
Srius Goup
BCBS ofSouth Carohna Goup
Aetna Goup
Ttmber Products Manufacturers Trust
CVS CareMark Goup
Dentegra Croup
Fhrtford Fre & Casualty Goup
Pnncrpal Fnancral Goup
Aegon US Holdmg C.roup

HCSC

Metropolitan C-roup

StanCorp Financral Goup
C\JNA Mutual Croup
PacficSource Health PIan Goup
Trustrnark Insurance Company Goup
INGAnpnca Insurance Holdurg Goup
Gneve Holdngs Inc Cl-oup

Grardnn Lfe Goup
WellCare Croup
Neu,Quest Croup
Ftdelfy Secunty Goup
New York Lfe Group

Anentas Mutual Holdmg Ctroup

Mutual of Omaha Goup
Lincoln Natronal Goup
MedCo Containrrnt Services Goup
De$hi Furancral Group

HCf Insurance Holdings Goup
Best Lfe and Health Insurance Conrpany

Lberty Mutual Goup
Vsron Servrce Plan Goup
Mmnesota Mutual Goup
Central States C.roup

Heafthmarkets Goup
Anrncan Frdelty Corporatron Goup
Allstate Insurance Goup
Prudentlal of Annnca Croup
Pan-Anrencan l;fe Group

Premiums Writtcn
?007 2008 2009 2010 20tr

$000sF-
(r)

509,972

72,844

4,132

0

25,262

50,385

10,768

5,249

6,019

8,399

4,142

7,8s7

0

2,9s9

6,951

t0,982

4,786

3,8'n
4273
3,576

3,81 3

0

212
),42

'703

s62

2,853

130

t293
t,'749

212
4,282

1,753

658

594

\41
122

0

805

948

699

1,970

a7
t<2

g0
393

a)

517,916

82,003

3493

59,68s

27,M8

44,966

10,748

6681
8,220

12,u7
4,543

8,712

2,548

4,100

6,152

10,361

4,759

3,644

4,139

4,302

3,639

0

225

J,tzJ
t3l
529

2,980

268
1,942

r,991

219

t,865

2,209

783

570

136
t07
f5

787

1,187

777

t,578
571

204

536

541

(3)

504,82r

99,416

49,966

65,t54

28,62'l

36461

lt,49'7
8,517

8,223

8,373

5,125

7,761

5,6t4
4,971

6,576

8,500

5,054

3,449

4,549

4,t98

3,678

0

182

3,100

532

I,t0l
2,U7

7M
2,071

2,019

278

t,452

2,150

1,453

502

1,061

241

485

837

950

6Tl
1,205

1,o21
)11

535

1,009

(4)

530,393

121,778

63,503

u,782
28,045

30,981

t0,032

8,432

7,030

7,551

6,2r4

7,M2
6As'|
5,930

6,476

7,791

4,756

4,949

4,163

4,230

3,558

4,563
\ )1)
2,885

oto

1,888

t,76
0

2982
2,141

287

1,768

t,@
1,491

s9'l
r,805

750

80s

864

849
'716

998

900

754

585

801

(s)

569,058

161,123

w223
44,736

30,181

28,n9
10,013

8,850

8,t r6
7,740

6,s%
6,268

6,216

6,183

6,174

s,609

4,329

4,236

4,147

3,676

3,528

3,422

3,3U

2,579

2,96
zy') |
2224
2,133

2,W7

1,843

t,743

1,715

r,241
| )?,r',

1,174

1,061

nl
887

872

u7
n3
819

758

736

712
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APPENDIX C

C-8: Total Premiums Written by Line of Business: Total, Based on Health Data and
Accident & Health, 2007-201t (Cont'd)

Premiunrs Written
Ins urrncc Group

OneAnpnca Financnl Partnen C-roup

Old Repubhc Croup
Anprican lntematrcnal Goup
W R BerHey Corporatron Goup
Northwestem Mutual Goup
Crtigroup Croup
Humana Goup
Securty Anrncan Frnancnl Enterpnses Group

Unted Hentage Mutual Croup
Anrencan Enterpnse Mutual Goup
Flams Insurance Holdmgs Goup
John Flancock Goup
Genworth Fnancial Goup
Westbnd ge Cap rtal Croup
AAA Ltfe Insurance Conpany
Aflac Goup
Geat West Goup
Bpress Scnpts Insurance Company
General Electnc Goup
Kansas Cfty Lfe lnsurance Goup
Lrberty Natronal Goup
Anerican Natronal Fmancnl Goup
CNO Fnancnl Group

Athene Goup
Centene Corporatrcn Croup
Nestle SA C.roup

Deha Dental of Mnnesota
Coventry Corporatron Goup
Ervu ron lnsurance Company
Sun Lfe Assurance Company ofCT Goup
BankAnrenca Corporatron Goup
Natrcnal Grardnn Lrfe Insurance Goup
Fortress Croup
Nationwde Corporatrcn Goup
HSBCGoup
Kenper Corporatron &oup
Arkansas BCBS Goup
Unron labor&oup
Sentry Insurance Goup
Anpncan Medrcal and Lfe lnsurance C-o

LiGtrrF Healthcare Croup
G.rarantee Trust Goup
Sennr Health Insurance Company ofPA
Renarssance Health Servrces Corp Goup
Anencan Fnancal Goup
WellPornt Inc Goup

2007 2009 2010 20ll

0)

IJ

1,3 l4
2,140

0

494

920

44

0

301

l)9
t4l
413

254

562

z+)
)

6,680

126

255

229

138

q3
lTt

0

0

320

n
0

t'76

t,422

0

4l
0

49

139

68

r6
39

+I
0

31

70

0

0
A

351

(2)

64

1,438

2262

0

517

900

24

0

340

173

163

3lt
262

446

234
a

29,704

ll3

197

160

295

166

0

465

258

96

))z
78

1,315

JI

45

0

45

130

59

/)
JI

(9)

48

28

24

l9

,o{
lJi

136

1,334

1,981

0

562

))J
j

J+J

335

229

157

344

210

374

22s

1,565

149

207

159

t54

r 50)
tst

0

327

108

85

244

6l
558

60

)J

0

53

84

47

G

28

n
2l
28

l6
7

350

4l

220

t23l
8r6

516

413

381

352

367

2N
187

36
zz5

324

245

47

7t0
219

190

180

170

174

136

0

231

t40

109

u4
58

I,M4
&
60

0

49

bJ

42

85

z)
27

52

22

6

l1
169

225

(3) (4) (s)

of/
608

587

580

519
i6

44
431

363

344

338

329

327

23'l

23s

208

205

197

184

163

t56

154

t32
Ito

122

il5
l1l
106

80

76

72

70

68

5l
+o

38

z)
)l

20

20

t9

t'7

l4
IJ

t2

ll
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APPENDIX C

C-8: Total Premiums Written by Line of Business: Total, Based on llealth Data and
Accident&Health,2007-2011 (Cont'd)

2001 2008
Premiuns Written

Insurance Group

Horace Mann Goup
Wells Fargo Goup
BCS Insurance Goup
Ace Ltd Goup
Boston Mutual Goup
Financnl Holdmgs Goup
Fidelrty Lrfe As s ocr;atron

Prenrra Blue Cross Goup
Houston Intematronal lnsurance Goup
Starmount [,fe lnsurance Company
AXA Insurance Goup
Unrversal American Fmancnl Corp Group

Swss Re C.roup

Conrnercnl Travelers Mutual Insurance Co

InterAnnncan Goup
Ancnpnse Frnancnl Goup
Physrcians Mutual Goup
Allnnz Insurance Goup
Zale Corporatron Ciroup

Unted Servrce Autormbile Assocntrcn Croup
GFM Lfe Goup
Securfy Mutual Lfe Insurance Co. ofNY
Unrted Fre & Casualty Goup
Autormbrle Club Mrchrgan Goup
Presdentnl Lfe Insurance Company
AMERCO Corporatron Goup
Anpncan Conununrty Mutual C-r'oup

Anencan Life & Health Goup
Anpncan Modem lnsurance Goup
Aon Corporatnn Goup
Assunty Lrfe Insurance Conrpany

Athene Annuty & Lrfe Assurance C-onpany

Atlantic Anrncan Group

Balboa Insurance Goup
Baltirnore Lfe Holdings Goup
Brokers National Lfe Assurance Conpany
Cambn Health Solutrons Inc
Catarnaran Insurance of Delaware- Inc
Celtrc Ins urance Conrpany

CNA Insurance Cl-oup

C-onrnercnl Travelers Goup
Contmental Anprican Insurance Companv
Foxlnsurance Company
C-nv't Penonnel Mutual Lfe Insurance Co.

Mutual ofArprica Life Insurance Company
Natrcnal Health Insurance Company

2009 2010 20u
$000sF--

(s)0)

il

'I
4

0

5

I

0

316

0

0

8

0

8

0

l6
z
)

360

0

0

0

0

0

0
n

4

I

3ls
146

48,56
162

t22
0

49

I

1,M9

20

7

567

^

lt
143

I

a

1,738

Q)

ll
36

ll
ll
8

2

0

184

0

0

6

0

6

0

t5
)
1

2

I

I
0

0*
0

0r
0

0

0

0

137

0

157

130

9

0

I
1,537

2J

0*
0

0

z)
490

I
,
0

(3)

t0
29

l0
8

l2
)
0

l5
0

0

0

)
0

8

2
t

3

I

I

0

I

0

0

0

0

0

0

0

0

))
135

29

0

I

l,5l I
0

0

0

0

3

0

5

I
1

0

(4)

l0
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APPENDIX C

C-8: Total Premiums Written by Line of Business: Total, Based on Health Data and
Accident & Health, 2007-2011 (Cont'd)

Premiunrs Written
Ins urence Group 2007 2008 2009

(2)

I

348

0

t,394
J

1,865

0i
(2)

(l)
J

(i)
l9
0

310

(4)

I

0

I

734

0

0

0

0

(t)
(1)

I
(l)
5

$ 984,644

(s)

PhoenxConrpanrcs Goup
Secunty Lfe Insurance Company ofAnBnca
Secunty Natlonal Goup
Southwest Insurance Partners Ciroup

The Hanover Insurance Goup
Unfied Lrfe lnsurance Conpany
West Southem Goup
Wthon Re Goup
Zunch Insurance Goup
The Warranty Goup
IACGoup
JM Family Goup
Protectrve Lrfe Insurance Goup
Bravo Health Insurance Croup
ClearCtoice Health Plan

SilverScnpt Insurance Company

Totrl Premiuns $ 923,457

0

0

0

0

0

0

0

0

1())

(0)

(l)
(l)
,li

-

$ r,055,962

._($000s)
(l)

l
3n

0

0

J

6,159

0*
(9t{ )

4l
'7

(5)

zt
0

0

2.569

$ 851,829 $ 903,635

(3)

I

0

0

1,074

0

I

0

0

("1)

(-l)

0*
("+l)

l5
1

t,u4

2010 201 I

Notes HCSC mcludes HCSC Insurance Servrce Company, Colorado Bankers Lfe Insurance Company, and Dearborn Natronal Lrfe
Insurance Company

"--" denoles not apphcable

Cigna Health Group acqurcd Great West Healthcare from Great West Group rn 2008

CVS Caremark Group acqrured SlverScnpt Insurance Company n 2007

Fortress Group acqurred Ment Lrfe Insurance Company fiom Amencan Intematnnal Group rn 2010.
Mumch Re Group acqued $erhnglrfe Insurance Company from Aon Corporatron in 2007

NewQuest Group acquued Bravo Health Group rn 2010.

PaqlicSource Health Plan Group acqured ClearChorce Health Plan m 2009

Southwest Insurance Partners Group acquned Natronal Health Insurance Company rn 2007, and sold to Houston
Intematlonal Insurance Group m 2010

* Premrums wntten were between $l and $499 for the gwen rnsurance group and year

Sources NAIC, Health Annual Statements Blanl$, "Et'ubrl of Premrums, Enrollment and Utrlizatlon (a)," 2007-2011
NAIC, Lfe, Acctdent and Health Annual Statements Blanks, "Accrdent and Health Insurancn," 2007-2011
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VALUATION ANALYSIS

Blue Cross Blue Shield

of Montana

As ofJune 30.2012

805 SW Broadway, Suite'1200
Poftland, Oregon 97205

(503) 242-1447



November 72,2012

Mr. Mark Burzynski
Chief Financial Officer
Blue Cross & Blue Shield of Montana
560 N ParkAvenue
PO Box 4309
Helena, Montana 59604-4309

Thank you for the opportunity to submlt this valuation report on behalf of Blue Cross Blue Shield of
Montana, Inc. our "Client." This report, which constitutes an appraisal as defined by Uniform
Standards of Professional Appraisal Practices (USPAP), was prepared in accordance with the highest
standards of professional and ethical practice. We tmst you will find the contents of this report to
meet your valuation needs and look forward to serving you in the future.

Our valuation process involves a disciplined approach aimed at gathering relevant financial,
economic, industry, and operating data, reviewing this data to isolate the core value drivers, and
quanti$/ing the impact of value drivers on the subject entity. The Moss Adams LLP valuation team is
comprised of highly trained experts with advanced degrees in accounting finance, and economics,
coupled with multiple professional designations, including Chartered Financial Analyst (CFA) and
Accredited Senior Appraiser (ASAJ and Certified Public Accountant (CpA).

We're glad you chose Moss Adams as your valuation services provider. We look forward to working
witl you again in the future.

Respectfully,

for Moss Adams LLP

503-471.-1294
Calvin. Swartley@mossadams.com
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I. Introduction
Moss Adams LLP was engaged by Blue Cross Blue Shield of Montana, Inc. [the "Client") to determine the
fair market value of the total surplus of Blue Cross Blue Shield of Montana, Inc, (hereafter referred to as
"Blue Cross Blue Shield of Montana" or "BCBSMT" or the "Company"), the fair market value of the total
equity of the Company's subsidiary Health-E-Web, and the fair market value of certain of the Company's
assets and liabilities for financial planning purposes as of June 30,2012.

This report is intended for the use of the Company and its regulatory bodies the Montana Department of
Insurance and the Montana Attorney General, for the purpose stated above, and any distribution ofit to
other parties for any reason is prohibited without specific written permission of Moss Adams LLP.
Readers are directed to Schedule 1,, which outlines important Terms and Contingent and Limiting
Conditions that are considered integral to this analysis.

STANDARD OF VALUE
The term "Fair Market Value" as used herein is defined by Internal Revenue Service flRSj Revenue
Ruling 59-60 as the price at which the property would change hands between a willing buyer and a
willing seller when the former is not under any compulsion to buy and the latter is not under any
compulsion to sell, both parties having reasonable knowledge of relevant facts. The hypothetical buyer
and seller are assumed to be able, as well as willing, to trade and to be well informed about the property
and concerning the market for such property.

VALUATION FACTORS
The factors considered in the valuation process include those set forth in Internal Revenue Service
Ruling 59-60. These include:

. The nature ofthe business and history ofthe enterprise.

. The economic outlook, and the condition and outlook of the industry.

. The book value of the stock and the financial condition of the business.

. The earning capacity of the company.

. The enterprise's dividend-paying capacity.

. Whether or not the enterprise has goodwill or other intangible value.

. Sales of the stock and size of the block being valued.

. The market prices of stocks of corporations engaged in the same or similar lines of
business whose stocks are actively traded in a free and open market, either on an
exchange or over the counter.

Significant events subsequent to the appraisal date were not considered as part of our analysis unless
they could be reasonably ascertained by an informed lnvestor. As such, readers are cautioned not to rely
on the findings contained in this report for materially different valuation dates.

SCOPE OF WORK

As fully described in the accompanying report, the appraisal investigation included discussions with
various officers and management of the Company including Mr. Michael Franh CEO and Mr. Mark
Burzynski, CFO; as well as Ms. Chris Manger, Controller; and Mr. Sean Slanger, Associate General Counsel
regarding the current and future operations of the business, a review of financial statements, four-year



Introductton

financial projections provided by the Company, and consideration of other factors that were deemed

necessary under the circumstances. We also reviewed information concerning the economy and
industry in which the Company operates, including a search for comparable public companies and
merger and acquisition transaction data of comparable companies. We also performed a site visit of the
Company's Helena, Montana location on September 5 through September 6,2012.

The financial statements and other pertinent information provided by the Company were accepted

without further verification as correctly reflecting the results of its operations and its financial and

business condition for the respective periods. We did not examine the financial records or other
documents of the Company to determine the accuracy of the data presented therein.



II. Description of the Company
HISTORY
Blue Cross BIue Shield of Montana is a not-for-profit health services company headquartered in Helena,
Montana. The Company is a licensee of the Blue Cross and Blue Shield Association, and primarily offers
individual and group indemnity products, as well as administrative and claims processing services to
self-insured groups. BCBSMT was founded in 1986 following the merger of Blue Cross of Montana
(formerly the Hospital Service Association) and the Montana Physician's Service, Prior to the merger,
the Hospital Service Association and the Montana Physician's Service had been operating in Montana
since 1940 and 7946, respectively, Management services are centralized at its corporate headquarters in
Helena, but the Company also has marketing offices throughout Montana.

SERVICES & OPERATIONS
0perating solely within the state of Montana, BCBSMT serves approximately 272,000 plan members and
has provider networks including all of Montana's hospitals and over 1,900 physicians. The Company
contracts with the Federal Employees Program. As a healthcare indemnity company in the state of
Montana, the Company is regulated by the Montana Department of Insurance which requires BCBSMT to
maintain a surplus (book value of equity) of at least $500,000. At the date of valuation, the Company's
surplus under Statutory Accounting Principles ["SAP) totaled $111.4 million.

The Company entered into a reinsurance agreement related to the self funded member grcups with HM
Insurance Group for the three years beginning fanuary 2010, which is expected to protect the Company
against catastrophic losses. BCBSMT also participates in the BlueCross BlueShield Association's
"BlueCard" Program, whereby the Progam's members agree to process subscriber's claims for other
Blue Cross andf or Blue Shield Plans.

As a participant in the Montana Comprehensive Health Association, the Company contributes
1.0 percent of qualified disability premium income to supplement premiums for the uninsurable and
high-risk population of Montana. Along with several other "Blue Plans", the Company also created
Regional Advantage Services, LLC ["RAS") in 2006 to administer the Medicare Advantage and Medicare
Part D programs of the Blue Cross Blue Shield Northern Plans Alliance.

Combined Benefits Management, Inc.

Combined Benefits Managements, Inc. ('CBMI") is a wholly owned subsidiary of Blue Cross Blue Shield
of Montana, and was incorporated in April 1993. CBMI is a holding company for its wholly owned
subsidiaries Health-E-Web, Insurance Coordinators of Montana, Inc., and Western States Insurance
Agenry.

Founded in 1996, Health-E-Web ("HEW] is an electronic claims clearinghouse and also offers a full suite
of revenue cycle management solutions and consulting services to healthcare providers and insurance
carriers. HEW currently has connections with over 2,000 health insurance carriers, In 2010, HEW
acquired Electronic Translations and Transmittals Corporation for $1.5 million. HEW is further
discussed in a later section ofthis report,

Insurance Coordinators of Montana, Inc. ["ICMI") provides various health insurance products and
services, and was incorporated in 1976. Based in Helena, Montana, ICMI contributed its flexible
administration business and voluntary product sales operations to Peakl Administrators, LLC f"Peak1")
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in April 2072. ln exchange for its business lines, ICMI received a 49.0 percent interest in Peak1. Blue
Cross of Idaho owns the remaining 51 percent interest in ICMI. As of fuly 1.,20LZ ICMI was an inactive
holding company. Peakl Administrators is a third party administrator servicing the northwest states.

Western States Insurance Agency ["WSIA') brokers health, life and property and casualty insurance
from its offices in Montana, Oregon, Washington and Idaho. WSIA was founded in 1981 and is based in
Missoula, Montana. The company develops employee benefits packages, provides commercial and
personal insurance and offers bonding services as well. As of June 30, 2012, BCBSMT was pursuing the
potential sale of WSIA to a third party. The sale price is expected to be in excess of cost basis.

Other Significant Private Ownership Interests

In addition to its wholly owned subsidiaries, BCBSMT also holds minority private ownership interests in
Prime Therapeutics, LLC ("Prime"), TriWest Alliance, Inc. ("TriWest") and WPMI, LLC (.WPMI"). Prime is
a pharmaceutical third party administrator headquartered in Eagan, Minnesota. The Company invested
$2.5 million in 2009 in exchange for a 1,92 percent ownership interest in Prime, whose other investors
are also Blue Cross and Blue Shield Plans. Through its ownership interest in Prime, BCBSMT also obtains
lower drug claims costs in the areas of pricing, network and rebates. In 2008, BCBSMT invested
$1.1 million in TriWest in exchange for a 4.19 percent ownership interest. TriWest contracts with the
federal government to provide health care access to military personnel and federal employees. However,
during the most recent bidding round the federal government awarded the contract to another provider
following the end of TriWest's current contract in March 2013. BCBSMT also owns a 1.0 percent interest
in WPMI, LLC, which operates as a third party administrator in China. WPMI is a joint venture among
multiple US health care companies to expand their markets in health care products internationally. The
Company made its $1.1 million investment in WPMI in2007.

Blue Cross Blue Shield Montana also previously held 50.0 percent interests in Montana Health, LLC and
Montana Care, Inc. However, these joint ventures were both dissolved.

OFFICERS
The Company employs approximately 532 people, and its officers as of fune 30,201.2 are as follows:

Michael Frank President & Chief Executive Officer

Mary Belcher General Counsel & Corporate Secretary

Mark Burzynski Chief Financial Officer

Frank Cote Chief Sales Officer

Linda Ganno Chief Operating Officer

Patrick Law Chief Information Officer

Fred Olson, MD Executive VP of Internal Operations & Chief Medical Officer

Jim Spencer Chief Actuary

Deb Thompson Senior Director of Corporate Affairs & Compliance Officer

4
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BOARD OF DIRECTORS
The Company's community-based board of directors is chaired by Jerry Lusk, and also includes Lane
Basso, Stratus Consulting Inc., Terry Cosgrove, Gough, Shanahan, Johnson, & Waterman, ]eff Fee,

Providence Health & Services, Dean Folkvord, Wheat Montana Farms and Bakery, Michael Frank,
BCBSMT, Nora Gerrity, M.D., Benefis Health System, Larry Gianchetta, University of Montana School of
Business Administration, Paul Grmoljez, M.D., Billings Clinic, David Henry, Northern Montana Health
Care, Inc., Chase Hibbard, Hibbard Management & Sieben Livestock Co., Randall Olson, M.D., fohn A.
Moran Eye Center, Mark Rumans, Billings Clinic, Larry Viano, Tamarack Air, and Faye Hanson Warren,
U.S. Bank.

MARKET CONDITION
On March 23,2010, President Obama signed the Patient Protection and Affordable Care Act ("ACA" or
the "Act"), which will mandate health care coverage for most individuals, prohibit limits on lifetime and
annual health care coverage maximums and denial of coverage for pre-existing conditions, expand
Americans' access to Medicaid and establish state-based "exchanges" for individuals to purchase health
insurance. In |une 2072, the US Supreme Court upheld the constitutionality of the Act, which will require
significant reforms within the health care provider and insurance industries. While some of the
expected reforms have already been implemented, most will be implemented through 201.4 andbeyond.
The significant industry-wide reforms instituted by the Act create additional risk for a potential investor
in the Company due to uncertainty in the future landscape and profitability of the healthcare and health
insurance industries.

Under its licensing agreement with the Blue Cross Blue Shield Association, the Company's operations are
restricted within the state of Montana, one of the smaller states in the country with an estimated
population of less than 1.0 million people. While the Company has grown to become the Iargest
healthcare insurer in the state, its limited market potential may lead to competitive disadvantages vis-a-
vis larger, national health care plan providers that capitalize on greater economies ofscale in areas such
as software and infrastructure.

CONTINGENT OR UNFUNDED LIABILITIES
The Company is involved in various legal proceedings that arise in the ordinary course of business. It
has been named as a defendant in several class action lawsuits. On December 31,20t0 the Company
recorded a $4.6 million contingent liability related to one of these unsettled claims. This contingent
liability is based on the settlement estimated by the Company's internal legal counsel, as well as outside
legal consultants. Moss Adams has not undertaken an investigation of this or any other legal claim and
has relied on management's estimate of the potential legal exposure from this lawsuit. Should the
settlement from this or any other lawsuit vary from management's recorded $4.6 million liability, then
our valuation conclusion may change.



III. Economic Outlook
NATIONAL
Second Quarter 2012

Gross domestic product (GDP) is the total market value of goods and services produced in the U.S.

economy and is generally considered the most comprehensive and broadest measure of economic
growth. GDP grew at an annual rate of 1.5 percent in the second quarter of 201,2. The second quarter
2012 rate is a deceleration from the first quarter's growth rate of 2,0 percenL

EXHf Bf T 1: Real Gross Domestic Product lQ 2008 - 2Q20I2
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Most economists had expected weak economic growth during the second quarter of 201,2. The nrro
quarter average of L.75 percent for 2012 is disappointing compared to the 2011 quarterly average of 2.0
percent. Economists project that GDP growth would need to be 3,0 to 4.0 percent for a full year to lower
the unemployment rate signifi cantly.

The economy grew 1.8 percent (annualized rate) in 2011 after growing 2.4 percent in 2010. The
decrease in the second quarter of 2072 real GDP primarily reflected a deceleration in:

r person?l consumption expenditures, and

. residential and nonresidential fixed investment.

This deceleration in real GDP during the second quarter of 2012 was offset by accelerations in:

r imports and exports,

. smaller decrease in federal government spending and

6
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. private inventory investmenL

Exports grew at an annual rate of 5.3 percent in the second quarter of 2A72, following first quarter's rate
of 4.4 percent Exports increased 6.7 percent in 201 1 and 11.1 percent in 2010.

Foreign imports, which are a subtraction in the calculation of GDP, increased at an annual rate of
6.0 percent during the second quarter of 20L2 compared to first quarter's rate of 3.1 percent. Imports
increased 4.8 percent in 2011 and 12.5 percent in 201-0.

According to the U.S. Department of Commerce, the price index for gross domestic purchases increased
0.7 percent in the second quarter of 2012 compared to a 2.5 percent increase in the first quarter of
2A12. The price index for gross domestic purchases measures prices paid by U.S. residents. Excluding
food and energy prices, the price index for gross domestic purchases increased 1.4 percent in the second
quarter of 2012 compared to an increas e of 2.4 percent in the first quarter of 2012.

The U.S. Department of Labor reported that the Producer Price Index for Finished Goods declined
0.1 percent in December 2011 (seasonally adjusted). PPI increased by 0.4 percent in February 2072 and
0.1 percent in fanuary. The Producer Price Index for Finished Goods measures inflationary pressures
before they reach consumers.

The U.S. Department of Labor reported that the Consumer Price Index was unchanged in June following
a decrease of 0.3 percent in May and no change in April 2012 (seasonally adjusted). The Consumer Price
Index is a measure of the average change over time in the prices paid by urban consumers for a market
basket of consumer goods and services. Over the last 12 months, the index rate increased 1.7 percent.

The Federal Open Market Committee (FOMC or the "Committee") met twice during the second quarter of
2012, issuing two statements on their target for the federal funds rate. The federal funds rate is the
interest rate at which a commercial bank lends immediately available funds in balances at the Federal
Reserve to another commercial bank

The FOMC stated that the information it has received indicated that the economy has been expanding
moderately. The Committee expressed concern that the growth in employment has been slowing over
recent months and that the unemployment rate remains high. The FOMC stated that it anticipates the
unemployment rate will decline very slowly going forward. Further, it notes that household spending
has been rising at a slower pace than it was earlier in the year. While business fixed investment has
continued to grow, the housing sector continues to remain depressed. The FOMC found that inflation has
declined, Iargely due to lower prices for crude oil and gasoline. It also noted that its longer-term inflation
expectations have remained stable and, in the interim, should run at or below its target rate. The FOMC
remains cautious because it believes strains in global financial markets continue to pose significant
downside risks to the U.S. economic outlook

During the second quarter of 201.2, the Board of Governors of the Federal Reserve left the discount rate
unchanged at A.75 percent. The discount rate is the interest rate a commercial bank is charged to
borrow funds, typically for a short period, directly from a Federal Reserve Bank. The board ofdirectors
ofeach Reserve Bank establishes the discount rate every 14 days, subject to the approval ofthe Board of
Governors.

The U.S. Department of Labor reported that U.S. unemployment remained at 8.2 percent for the second
quarter of 2012, unchanged from the first quarter of 20L2. Employment increased in professional and
business services, but was offset by change in other industries.
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The U.S. Department of Labor reported that average hourly earnings for production and nonsupervisory
employees increased to $79.74 in fune 2072, up 1.4 percent over the past 12 months. Average hourly
earnings for all private employees were $23.50 in fune 20L2,up 2.0 percent over the past 12 months.

Disposable personal income increased $115.6 billion (4,0 percent) in the second quarter of 2072
compared to an increase of $169.9 billion (6.0 percentJ in the first quarter of 20L2.

The Conference Board Consumer Confidence Index is an indicator designed to measure consumer
confidence, which is the degree of optimism on the state of the economy that consumers are expressing
throughtheiractivities of savingand spending. The Consumer Confidence Index@, stood at 62.7 atthe
end of the second quarter of 2012, down from 69,5 during the first quarter of 2012. lune 20IZ decline
was the fourth consecutive monthly decline. At this point the Conference Board believes that all the

signs suggest there will be little change in the pace of economic activity in the near term. At 62.7, the
index is above the average of the 2007-2009 recession of 54.0 (the normal non-recession value for the
index is L00).

A month-on-month decreasing trend in the Consumer Confidence Index suggests consumers have a

negative outlook on their ability to secure and retain good jobs, whereas a rising trend in consumer
confidence indicates improvements in consumer buying patterns. Opinions on current conditions make
up 40 percent of the index (the Present Situation Index), with expectations of future conditions
comprising the remaining 60 percent (the Expectations Index).

According to Consensus Economics, Inc., publisher of Consensus Forecasts - USA, real GDP is forecast to
increase at a seasonally adjusted annual rate of 2.3 percent in the third quarter of 2012 and 2,5 percent
in the fourth quarter of 2072. They reported that GDP is forecast to grow 2.2 percent in 20L2,

2.4percentin 2013, and 3.1 percent in2074.ln the long-term, they report that real GDP will grow by an
average annual rate of 2.4 percent between 2018 and 2021.Every month, Consensus Economics surveys

a panel of 30 prominent U.S. economic and financial forecasters for their predictions on a range of
variables including future growth, inflation, current account and budget balances, and interest rates.

Additionally, Consensus Economics, Inc. forecasts that unemployment will average 8.1 percent in the
third quarter of 20t2 and 8.0 percent for the fourth quafter. They forecast unemployment will average

8,1 percent in2OL2 and 7,8 percentin 2013.

According to the survey, consumer prices will increase 1.7 percent in the third quarter of 201,2 and
L.9 percent in the fourth quarter of 20L2. Additionally, producer prices are forecast to increase

1.0 percent in the third quarter of 2012 and 1.6 percent in the fourth quarter. Furthermore the survey
indicates an increase at a rate of 2.2o/o in real disposable personal income in the third quarter of 2012
and 2.3 percent in the fourth quarter of 2012. On an annual basis, real disposable personal income is

forecast to increase 1.1 percent in2012 and 1.7 percent in2073.
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Current indicators

1.82.41.92.73.1 -u.5 21Real GDP*

lndustrial Production' 4.15.4-11.4-3.52.52.23.3

Personal Consumption* 3.4 z-J 2.5 -0.6 -1.9 2.51.8

Nonresidential Fixed
lnvestment* 8.68.06.7 6.5 -0.8 -18.1 0.7

Government Spending" -3.'1u.oz.o1.34AU.J

Consumer Prices* 3.2-0.43.8 1.62.85.23.4

Unemployment Rate 9.05.84.64.6

Housing Starts (mittions) 2.068 1,801 1.355 0.906 0.554 0.587 0.609

Forecast *-

Real GDP. 2.4z.o?n3.12.42.2

lndustrial Production* 2.42.9 2.6'1. 43.53.04.3

Personal Consumption" z.L z.J2.727 2.7

Nonresidential Fixed
lnvestment* 4.O4.55.15.96.66.5A?

Government Spending* -2.0 -u.6 NA NANANANA

Gonsumer Prices* 2.2 2.O 2.2 2.3 2.3 2.3 2.3

Unemployment Rate 8.'1 t.6 NANA NANA NA

Housing Starts (mirrions) 0.740 0.900
Source ofhistorical data: U.S. Depanment of Commerce, U.S. Department of Labor, IJ.S. Census Eureou and The Federal Resewe Board,
Source offorecasts: Consensus Forecasts - USA, June 207 1.

Notes:
*Numbers are based on percent change from preceding period. Consumer Prices are the percent change between annual averages.
Historic Unemployment Rate, 3 Month Treasury Rate and 1 0 Year Treasury Yield are the annual averages-
**Forecast numbers are based on percent change from preceding period (excludes llnemployment Rate, Housing Starts, 3 Month Treasuty
Rate and 10 Year Treasury Yield). Consumer Price Index information is the percent change between annual overages. The 2012 through
201 7 forecas$ for the 3 Month Treasury Rate and 10 Year Treasury Yield are for the end of each period. Forecasts for 2018-2021 signify the
average for that pefiod.

Personal Consumption includes spending on semices, durable, and nondurable goods.
Nonresidential Fixed Investment is also known as business spending.
Total Government Spending includes federal, state, and Iocal government spending.

Every month, Consensus Economics surveys a panel of 30 prominent United States economic and financial forecasters for their predictions on
a range ofvariables including future growth, inflation, current account and budget balances, and interest rates.

NANANANANA



Economrc Orrtlook

CAPITAL MARKETS

Equity Market

The weak U.S. economic growth coupled with the European debt crisis, caused the major stock indexes

to tumble during the second quarter of 20\2. However, U.S. stock indexes are still up for the year and

continue to outperform most of the global indexes.

The Dow jones Industrial Average (Dow] dropped 2,5 percent in the second quarter ol201,2. The Dow
has risen 3,8 percent over the last L2 months. The Dow is an index of 30 of the largest and most widely
held public companies in the U.S, and is considered the single most watched index in the world.

The Nasdaq Composite Index (Nasdaq), consisting mainly of high-tech stocks, ended the second quarter
of 201,2 with a loss of 5.1- percent but has gained 5,8 percent over the last year.

The S&P 500 slipped 3.3olo in the second quarter, but has seen year-to-date gains of 8.3o/o. The index has

risen 3.10lo over the last 12 months, The S&P 500 consists of a representative sample of 500 leading

companies of the U.S. economy and is one of the most commonly used benchmarks for the overall
U.S, stock market,

The Dow Jones U.S, Total Market Index fell 3.8 percent in the second quarter of 2012, but is up 1.7

percent over the last year, The Dow Jones U.S. Total Market Index, considered a total market index,

represents the top 95 percent of the U.S. stock market based on market capitalization.

The Russell 2000 Index dropped 3,8 percent in the second quarter of 2012 and had a decline of 1.7

percent over the last year. The Russell 2000 Index serves as a benchmark for small cap stocks in the U.S.

stock market.

The Chicago Board Options Exchange Volatility Index (VIX], a popular volatility measure, began the
second quarter of 2072 at 15,50 and ended at 17.80. The highest closing VIX reading during the second

quarter of 20t2 was 26.66, which occurred on June 1st . The average VIX reading during the second
quarter of 2012 was 20.03 compared to 18.20 during the first quarter of 201,2.

The VIX represents the implied volatility of 30-day options on the Standard & Poor's 500 stocks and has

been termed by some as the "fear gauge." Accordingly, the VIX represents the expected volatility of the
market, as represented by the S&P 500. Stock market professionals use the VIX to gauge investor
sentimenL VIX values greater than 30 are generally associated with a large amount of volatility as a

result of investor fear or uncertainty, while values below 20 generally correspond to less stressful, even

complacent times in the markets.
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Economic Outlook

Historical and Forecast Equitv Returns

DJIA -12.1 12.0 8.1 -2.5 NANA

Nasdaq Composite -12.9 7.9 18.7 E4 NA NA

s&P 500 -14.3 11.2 12.0 .J.J 10.77 AqA

Dow Jones US Total Market -15.7 11.4 12.7 -3.8 NANA

Russell 2000* -zz. I 15.0 12.1 NA
Source ofdata: Yahoo! Finance
lndexTickers: ^DJI, ^NIC, ^GSPC, ^DWC, "RUT, ^VN

Notes:

Quotes are closing prices on the last day of trade for the month
*Source: The Livingston Suntey, June 7, 2012

Bond Market

U,S. Treasuries rallied in the second quarter as the European debt crisis continued, U.S. economic growth
slowed, China continued to report weak numbers, and Europe likely moved into a recession, The high
demand for U.S. Treasuries caused prices to rise and yields to plunge. As a result, both the 5- and 10-
year Treasuries reached record low yields.

The 30-day T-bill rate was 0.04 percent at the end of the second quarter of 201,2, down from
0,05 percent from the end of the first quarter of 201,2. The five-year Treasury ended the second quarter
of 2012 with a yield of 0.72 percent, down from L.04 percent at the end of the previous quarter.

The 1O-year Treasury bond yield was 1,.67 percent at the end of the second quarter of 2012, down from
a yield of 2.23 percent at the end of the first quarter of 2072. The 20-year Treasury bond yield was
2.3Bpercent at the end of the second quarter of 2At2, down from 3.00 percent at the end of the first
quarter of 201,2.

Moody's seasoned Aaa and Baa corporate bonds ended the second quarter of 2012 with a yield of
3.66 percent and 5.06 percent, respectively, down from yields of 4.04 percent and 5.30 percent at the
end of the first quarter of 201.2.

The prime lending rate was 3.25 percent at the beginning of the second quarter of 2072 and remained
there through the end of June 2012. The discount window fprimary credit) remained at 0.75 percent
during the second quarter of 201,2.

NA
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IV. Indusffy Outlook
HEALTH & MEDICAL INSURANCT
The U.S. health and medical insurance industry underwrites (assumes the risks of and assigns premiums

forJ health and medical insurance policies. Insurance is the transfer of the risk of a loss in exchange for
payment. Operators also provide administrative services for self-funded insurance plans, whereby an

employer provides health benefits to employees with its own funds. Under this structure, the industry
operator is a third-party administrator and is not responsible for health benefit obligations. Despite

reduced employer coverage during the economic downturn, industry research firm lBISWorld reports

that in the five years prior to 2012, the U.S. health and medical insurance industry saw revenue grow at

an average annual rate of 2.8 percent as medical-cost inflation has driven revenue growth. However, as

healthcare expenditures increased, operating profit declined from 4.5 percent of revenue in 2007 to
about 4.0 percent in201.2, estimates IBISWorld. For 201.2,lBISWorld projects U.S. health and medical

insurance industry revenues will end the year up 2,9 percent, to total $7 07 ,4 billion.

The majority of revenue for the U.S, health and medical
insurance industry is generated from premiums that
are related to fully funded insurance policies. Under this
traditional coverage, the health insurer is financially
responsible for paying all the incurred covered benefits
and administration costs of healthcare benefits. In
return, the company receives a premium. Health

insurers also generate income by providing network-
based health and well-being services to beneficiaries in
government-sponsored healthcare programs such as

Medicare and Medicaid. In addition to healthcare
premiums, insurers also generate revenue from fees

and product sales, such as managing care for self-

funded insurance plans, prescription management
services, healthcare consulting services and IT
management solutions, Health insurers also generate

investment activity.

Pharmaceutical benefit manaoement
(PBM) 32.1Yo

Preferred provider organization (PPO)
plans 26.504

Medicare (via private firms) 17.5o/o

Health maintenance organization
(HMO)plans 9.SVo

Point-of-service (POS) plans 6.0%

Medicaid (via private firms) 5.jYo

High-deductible health plans (HDHPS) 2.Oo/o

Fee-for-service plans 1.5%

Source: lBISWorld, 2012.

income from health-related oroduct sales and

Demand for health insurance is largely influenced by coverage costs, and employment and disposable

income levels. The majority of insurance coverage is purchased by employers, representing46.T percent

of industry revenue, or subsidized by government entities, at 19.8 percent of industry revenue, Around
15.5 percent of the population is uninsured, says IBISWorld, as high unemployment levels and low levels

of discretionary income have limited the ability of individuals, families and self-employed business

owners to afford healthcare coverage, The aging of the population also drives industry demand, and as

the baby-boomer generation ages, more people will need medical coverage, Medicare expenditures are

expected to increase as the baby-boomer generation retires, growing services related to this
government program, while the private-sector insurance market will also benefit from the aging
population, as many individuals look to supplement government coverage with private insurance. In

addition. the Obama administration's enactment of the Patient Protection and Affordable Care Act

["ACA'] of 2010 has introduced significant healthcare reform that will increase access to healthcare.
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lndustry Outlook

Anticipated to take full effect in 2074, the reforms will increase demand for industry product as more
individuals will qualiff for financial subsidies.

The industry is highly regulated at both the federal and state level. While legislation imposed on the
population such as the ACA can increase revenues for the industry, regulations imposed on the industry
such as mandated consumer discounts and limitations on premium rate increases may limit revenue or
profitability for operators. Health providers that service government programs through Medicaid and
Medicare must adhere to a number of regulations and compliance issues. In terms of state-based
regulation, industry participants must provide periodic financial statements and establish minimum
capital requirements in order to meet benefit payments.

Over the near-term, Standard & Poor's has a neutral outlook for health insurers due to the challenging
sales growth environment and sustained low interest rates pressuring net investment income and
operating margins. Over the longer-term, the industry is expected to grow at increasing rates as the
economy recovers and employment and disposable income levels rise, the population ages, and the ACA
expands coverage to an additional 32.0 million individuals. IBISWorld forecasts that the U.S, health and
medical insurance industry will grow revenue at an average annual rate of 5.1, percent over the five year
outlooh to reach $908.2 billion in2017.

Revenue Growth Forecast: U.S. Health & Medical lnsurance

2011 $687.3 3.3%o

2012 $7A7.4 2.9%

2013 s741.6 4.8o/o

2014 $780.2 5.2%

2015 $823.0 5.SYo

2016 $865.8 5.2%

2017 $908.2 4.90/o

Average Annual Growth Rate 2013-2017 5.1olo

Source: IBlSWorld. 201. 2.
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lndrlstry Outlook

MEDICAL CLAIMS PROCESSING SERVICES
The U.S. medical claims processing services industry processes and administers medical insurance

policies and claims. Operators in the industry serve as intermediaries between physicians, insurance

companies, government entities, and program coordinators and patients. Despite the recession, the

medical claims processing services industry recorded average annual $owth of 0.1 percent over the five
years to 2011, reports industry research firm IBISWorld. This lower than average growth period was

offset by employment and wage reductions, which kept profit margins stable at around 10 percent of
revenue over the past five years, As U.S. employment and insurance coverage levels recover, allowing for
increased doctor visits, industry revenue will advance. Following 2.6 percent growth in 2011, IBISWorld

expects the medical claims processing services industry revenues to grow 4,0 percent in2012, to $3.3

billion.

Industry serwices include claims processing, claims

investigations, poliry and claims examinations, and back

office, administrative support and consulting. Claims

processing and coordination of benefits services involve
submitting and processing claims. These services also

include routing claims that are already paid by a

healthcare or insurance program to appropriate
healthcare providers. By outsourcing claims processing

and properly coordinating benefits, these programs are

Claims Processing 6QYo

Claims lnvestigations 15%

Policy & Claims Examinations 15o/o

Back-office, adm in istrative

support and consulting
1Qo/o

Source: IBISWorld. 201 1

able to avoid and recover dollars spent in error and avoid unnecessary future costs. Traditionally, this
service has been this industry's primary function; however, players have expanded the breadth of their
service offerings during the past five years. Policy and claims examinations and cost-avoidance services

provide validated insurance coverage information. Healthcare and insurance payers use this

information to reject claims that are ineligible or the responsibility of a third party, such as another
group health plan, or a patient also covered under a government health plan. Claims investigations are

designed to ensure that medical services are utilized, billed and paid appropriately. Investigative

services may include data mining, credit balance reviews, clinical reviews, fraud, waste and abuse

detection, compliance audits and recoupment services. The back-office, administrative support and

other ad-hoc consulting services segment has grown over the past five years because of the rising
popularity of medical claims-related consulting.

Demand for medical claims processing services comes primarily from doctors' offices and other
healthcare providers, at 60 percent of industry revenue, while 25 percent is derived from private

insurers and L5 percent is from government insurers, according to IBISWorld. As these demand

segments continue to seek cost-cutting oppoftunities, the need for third-party insurance processors will
grow. Key external drivers for the industry include physician visits, employment levels, demographics,

and federal funding for Medicare and Medicaid. Physician visits increase with insurance coverage levels

and age. As employment levels increase, the resulting increase in employer-sponsored insurance

coverage allows for increased doctor visits, leading to higher demand for medical claims processing.

Similarly, as the large number of baby boomers age and become eligible for Medicare, demand for
industry services will increase. This will be compounded by the fact that adults aged 65 and over require

more medical services than other age groups. However, funding levels for Medicare and Medicaid are

dependent on federal budgets and may experience constraints due to economic conditions, potentially

impacting industry profit levels,
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Laws and regulations for insurance services vary between states. Every state requires third-party
administrators to have an individual or company license from the relevant governmental agency or self-
regulatory organization. The level of industry regulation is lighter than for insurance carriers and funds
since providers of claims, funds administration and other insurance services do not have access to, or
rights over, capital from premiums, investments, or fund inflows making regular financial reporting and
capital adequacy measures unnecessary.

As the population ages, the economy recovers, and employment levels grow, increased doctors' visits
will boost the volume of insurance claims made, ultimately leading to a greater need for claims
processing services, says IBISWorld. Also, as technological advances continue, the industry is expected
to streamline processes, reduce staffing expenditures, and potentially increase profits. IBISWorld
forecasts that the U.S. medical claims processing services industry will grow revenue at an average
annual rate of 6.7 percent over the five year outlook to reach $4.6 billion in 20lT.

Revenue Growth Forecast: U.S. Medical Claims Processing Services

2011 $3.2 2.6%

2012 $3.3 4.00/o

2013 $3.5 65%

2014 $3.8 7.4%

2015 $4.1 7.6%

2016 $4.4 6.8%

2017 $4.6 5.3%

Average Annual Growth Rate 2013-2017 6.70/o

Source: IBISWorld, 201 1.
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V. Financial Analysis
Exhibits 1-4 present the Company's historical financial results for the five years ended December 31,
2011 and the six months ended June 30,2012. Exhibits l and 2 present the Company's financial
statements on a GAAP basis, while Exhibits 3 and 4 present them on a Statutory ("SAP") accounting basis
as prescribed by the Montana Commissioner of Securities and Insurance. Unless otherwise stated, all
figures presented in this appraisal reflect the Company's GAAP accounting. It should be noted that in its
GAAP financials, the Company reports its investment in CBMI (a wholly owned subsidiaryJ using the
equity method of accounting, rather than on a consolidated basis as normally prescribed under GAAP,

A historical working capital analysis is presented in Exhibit 6. Adjustments for non-recurring and non-
operating income and expenses are presented in Exhibit 7. Exhibit 8 presents the Company's adjusted
income statement and cash flow. Adjusted financial analyses based on GAAP are presented in Exhibit 9,

while Exhibit 10 presents a comparative financial analysis based on SAP accounting.

Industry comparison statistics under GAAP are from Annual Statement Studies 2011/2012. published
by The Risk Management Association ("RMA"). The averages shown are for NAICS Code 5241t4, Direct
Health and Medical Insurance Carriers, with sales in the same size range as the Company, as well as the
public companies included in Exhibit 16.

An industry comparison made on a statutory accounting basis is also shown in Exhibit 10, using data
provided by SNL Financial LC's database.

INCOME STATEMENT
The Company's historical income statements are presented in Exhibit 1. Certain adjustments were made
to the Company's historical financial statements for the purpose of reaching a valuation conclusion.
These adjustments do not reflect any opinion with respect to the accuracy of the Company's financial
statements.

Adjustments to Historical Income Statements

As Exhibit 7 shows, we adjusted historical income and expense to exclude the effect of non-recurring
and non-core asset related income during the period under review. We applied income tax at state and
federal corporate rates, based on the assumption that a hypothetical buyer would not necessarily share
the same non-profit status as the Company, Exhibit 8 shows the Company's adjusted historical earnings
and cash flow.

Growth

As can be seen from the graph,
BCBSMT's revenue (premiums
and feesJ increased during the
period under review, growing at
a compound annual growth rate
of 6.0 percent between 2007-
201L. Company revenues
increased from $645.8 million in
2007 to $814.9 million in 2011.

During the twelve month period

Historical Sales & Assets ($000)

900,000

800,000

700,000

600,000

500,000

400,000

300,000

200,000

100,000

L6



Adjusted operating profit margins
decreased over the period under
review from $7.4 million in2007 to a

loss of $0.6 million in2017, declining
from 1.1, percent to negative 0.1-

percent of sales. However, as can be

seen from the graph, results were
worse in 2009 and 20L0, as

compared to 201,1, results. The

decrease in adjusted operating
margin was predominantly due to
the Company's declining gross

Financial Analysis

ending ]une 30, 2012 sales further increased to $867.2 million.

Total assets increased from $279.6 million in 2007 to $294.5 million in 2011; which equares to a

compound annual growth rate of 1.3 percent. This was predominantly a result of an increase in net fixed
assets, which grew from $17.8 million to $23.1 million, and deferred income taxes, which grew from 94.6
million to $9.5 million between 2007 and 2011". The Company's total assets as of fune 30,2012 were
$308,2 million.

Profitability

Profitability ratios measure the Company's return on sales. The "Profitability (o/o of Sales)" section of
Exhibit 9 provides the Company's historical profit ratios,

The Company's adjusted gross margin decreased from 14.1 percent in 2007 to 8.7 percent in 2011. The
Company's five-year average adjusted gross margin of 10,5 percent was lower than the Public Company
industry average gross margin of 29.6 percent. An RMA industry average was not available.

Historical P rofita bility

16.00/o

14.0o/o

t2.OVo

70.0o/o

8.0o/o

5.0o/o

4.0o/o

2.00/o

0.0o/o

margin and underwriting profit. The Company's five-year average adjusted operating margin of negative
0.5 percent was lower than the RMA industry average of 3.3 percent, During the six months ended June
30,2072 the Company's operating margin was negative 0.8 percent.

The Company recorded significant other income from its marketable securities holdings and
subsidiaries. For purposes of our analyses, we have adjusted the Company's historical other income to
exclude investment income from non-core assets. As shown in Exhibit 8, adjusted other income was
$7.6 miflion during 2007 and $4.4 million during 2011. The Company's five-year average adjusted
pretax profit margin of 0,1 percent was lower than the RMA industry average pretax margin of 3.2
percent. During the six months ended June 30, 20tZ the Company's pre-tax margin was negative 0.5
percent.

An analysis of the Company's historical profitability during 201,'J., on a SAP basis, is presented in Exhibit
10. As shown in the Exhibit BCBSMT's claims-to-premiums earned ratio of 92.5 percent was higher than
its industry peer group's 90.5 percent average. Further, the Company's net income-to-premiums earned
ratio of 0.6 percent was lower than its industry peer group's 3.0 percent average.

Overall, the Company's profitabiliry declined and was below industry averages during period under
review.
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BALANCE SHEET
Exhibit 2 contains balance sheet information for the last five vears and six months.

Description of Interest Bearing Debt

At the valuation date, the Company had no interest bearing debt outstanding.

Description of Non-Core Assets

Certain assets are considered to be non-core items for purposes ofthis valuation, These assets could be
liquidated without impairing the Company's operations, and are listed in Exhibit 5. The Company's

historical financial statements have been adjusted to exclude income and expense from these non-core
assets, as shown in Exhibit B.

Liquidity

The "Liquidity" section of Exhibit
9 provides an analysis of the
ability to meet its current
obligations as they come due. As

measured by the Company's

adjusted 20L1 current and quick
ratios of 0.6 times and 0,1 times,
respectively, liquidity was lower
than the RMA industry average of
1.4 times and 1.3 times.

Historical Liquidity Ratios

1,.4

1a

1.0

0.8

0.6

0.4

0.2

0.0

2010 20t7 RMA

The Company's five-year average adjusted accounts receivable turnover ratio was 19.1 times, somewhat
lower than the RMA industry average 22.5 times,

Overall, the Company's liquidity was below industry averages during period under review.

Solvency

The "Solvency'' section of Exhibit 9 provides solvency ratios, which are used to measure the Company's

ability to meet interest and principal payments on long-term debt and other obligations as they become
due. These ratios analyze leverage, debt coverage and long-term profitability.

The Company utilized relatively little interest-bearing debt during the period under review, and its five-
year average long term debt-to-total capital ratio was 1.4 percent and was lower than the RMA industry
average of 25.1 percent As of the date of valuation, the Company had no outstanding debt.

As state regulators demand that insurance companies maintain a minimum level of equity capital,

solvency can also be measured by the Company's ratio of net worth to total assets. The Company's five-
year adjusted net worth was 45,8 percent, and was higher than the RMA average of 39.1 percent.

Perhaps the best indicator of solvency is a firm's ability to generate profits over a period of years. As

previously discussed, the Company's profitability declined and was lower than industry averages.

On balance, the Company's solvency was average during the period under review. While its profitability
was below average historically, it held no debt at the date of valuation and has maintained a book value
ofequity to assets ratio in excess ofthe RMA industry average.
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Efficiency and Asset Utilization

The "DuPont Analysis" section of Exhibit 9 provides efficiency ratios, which are used to assess

management's perforrnance and to further analyze the Company's profitability, They measure how
efficiently the Company is employing its assets as well as the equity capital used to finance those assets,

The Company's adjusted 2011 pretax return on equity and debt-free return on assets were 1.5 percent
and 4.6 percent, respectively, and both lower than their industry norms of 6,1- percent and 11,7 percent,
indicating below average efficiency. These two ratios are closely related to each other and can be broken
down into several components using the "DuPont model" to provide additional insight into the
Company's efficiency, as follows:

Asset x Profit
Turnover Margin

x Financing = Pretax

ROA

Debt-Free

ROA

x Leverage = Pretax

ROE

The formulas used to calculate each component of the "DuPont''analysis are shown below:

SalesxEBIT=EBITxPretax=PretaxxAssets=pretax
Sales Assets EBIT Equity Equity

A comparison of the Company's "DuPont" analysis relative to the RMA industry averages follows:

Blue Cross BIue Shield of Montana (Adjusted 2077):

3.3 x 0.5o/o : 7,5o/o x 7,0O = 7,5o/o x 3.07

RMA Industry Averages - 2077:

3.4 x 7.8o/o : 6.7% x 0.85 x 2.25 = 77,7o/o

As shown in the figures above, the Company's adjusted 2011 sales to assets ratio, which measures asset
turnover, was 3.3 times and similar to the industry average level of 3.4 times, indicating similarly
efficient use of assets. The Company's adjusted 2011 EBIT profit margin was 0.5 percent and was
noticeably lower than the industry norm of 1.8 percent. Combined with the sales to assets ratio, this
produced the Company's lower than industry level debt-free return on assets.

The Company utilized no interest-bearing debt during 2011. Due to the lack of financial leverage, the
Company's adjusted pretax return on assets was equal to its debt-free return on assets, indicating less
than optimal efficiency from a potential investor's point of view,

Additional insight into the sales to assets ratio can be gained by analyzing additional asset turnover
ratios. The Company's 20tL sales to net fixed assets ratio was 35.3 times and was lower than the RMA
industry average of 70.3 times, indicating less efficient usage of fixed assets relative to the industry,

As shown in Exhibit 10, the Company's 2011 return on average assets and equity under SAP accounting
were 1.1 percent and2.2 percent, respectively, Both measures of efficiency were below their industry
peer averages of5.B percent and 70.7 percent.

Altogether, the Company exhibited below average efficiency during the period under review.
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S UMMARY

Overall, t}re financial condition of the Company can be characterized as declining and unstable. Sales

increased at 6.0 percent per annum between 2007 and 2011. However, the Company's solvency could be
described as average, and its adjusted historical profitability, Iiquidity and efficiency were all below
industry averages.
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VI. Valuation Approaches
Valuation of a business ownership interest requires consideration of all pertinent factors bearing upon
its investment merits, The following three valuation approaches were considered:

Income Approach: In this approach, estimated future returns are discounted to present value at an

appropriate rate of return for the investment.

Market Approach: This approach utilizes valuation ratios derived from market transactions involving
companies that are similar to the subject business, Past transactions involving the subject business, if
any, are also considered.

Asset-Based Approach: In this approach, the assets and liabilities of the business are restated from
historical cost to Fair Market Value.

In a specific appraisal situation, the selection of an approach and the weight given to each depends on
the quantity and quality of available data, the valuation function and purpose, the value premise and
definition, and the reliability of the analysis.
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VIL The Income Approach
In the Income Approach, expected future returns from an investment in the form of cash flows are

discounted to present value at an appropriate rate of return for the investment. The selected discount

rate or rate of return should reflect the degree of uncertainty or risk associated with the future returns

and returns available from alternative investments. Higher uncertainty or risk leads to a higher expected

rate of return, which produces a lower value for the investment.

Income Approach valuation methods include discounted cash flow and capitalization of cash flow
analyses. In the discounted cash flow Income Approach, future cash flows are discounted to present

value using an appropriate discount rate or rate of return. Cash flows are forecasted for a discrete
period of years and then projected to grow at a constant rate in perpetuity. The capitalization of cash

flow analysis uses forecasted cash flow for the next period, which is converted to present value using an

appropriate capitalization rate, equal to the discount rate less the expected growth rate in perpetuity,

The projections offuture cash flow take into account several factors:

. Past operating ffends.

. The outlook for the economy and the Company.

. Management capabilities.

. Working capital requirements.

. Capital expenditures [money spent for fixed assets).

. Depreciation and amortization.

Definition of Cash Flow

In this case, we applied a discounted cash flow analysis, whereby cash flow is defined as:

Earnings Before Interest & Taxes (EBIT)

- Income Toxes on EBIT

+ Non-Cash Expenses

+ / _ Adjusted Working Capital Changes

- Capital Expenditures

= Free Cash Flow (Debt Free)

DISCOUNTED CASH FLOW PROJECTIONS
Exhibit 12 presents the forecasted free cash flows. Earnings projections through 201"5 were provided by
management. The assumptions used in the analysis are shown in the exhibit and are summarized within
the footnotes of the exhibit

DISCOUNT RATE

The discount rate is a market-driven rate representing the rate of return necessary to induce investors
to commit funds to an investment given its level of risk The discount rate is applied to free cash flows to
estimate a total capital value (interest-bearing debt plus stockholders' equity).

The discount rate used is the weighted average cost ofinterest-bearing debt and equity capital. The cost

of equity capital is based on the Capital Asset Pricing Model (CAPM), modified to account for a small
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stock premium and a subject Company premium. Computation of the discount rate and residual
capitalization rate is shown in Exhibit 14 and described in Appendix B.

The subject Company risk premium is based on a consideration of the Company's operating and
financial risks. We analyzed the risk factors affecting the subject Company relative to the RMA industry
average data, which is from companies closely aligned with the specific business of the Company. This
analysis is used in determining an appropriate subject company risk premium, and is outlined in the
table below,

Operating Factors:

History of
Company

Established Established

Management Experienced Experienced None

Labor Relations Good Good None

Products/Services Diversified Diversified None

MarkeUlndustry
Condition

Industry faces
significant uncertainty
regarding the
implementation of the
Affordable Care Act

Similar None

Competition High High None

Customers Diversified Higher SmallBCBSMT's customers
are limited to the state
of Montana

Suppliers Diversified Diversified None

Economic Factors:

Economic
Condition

National economy is
recovering from
recession

Similar None

Financial Factors:

Profitability RMA industry averages
used as benchmark

Declining and lower
than industry
benchmark

Higher Medium

Efficiency and
Asset Utilization

RMA industry averages
used as benchmark

Lower than industry
benchmark

Higher Small

Solvency None

Small
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The Income Approach

Contingent
Liabilities

Not significani The company is None
involved in various
litigations, however, this
is not considered
uncommon for the
industry

Based on our evaluation of the risk factors listed above, a subject Company risk premium of 5.0 percent

was selected. The subject company risk premium is one component of the discount rate, as further
discussed in Appendix B.

The computation of the discount rate is presented in Exhibit 14. Based on this analysis, it is our opinion

that a discount rate of 15.1 percent is appropriate.

RESIDUAL CAPITALIZATION RATE

Beyond the discrete forecast period, residual free cash flows are estimated to grow at a constant rate

into perpetuity. These cash flows are converted to a residual value using an appropriate residual

capitalization rate.

The residual capitalization rate is equal to the discount rate minus the expected long-term growth rate

of cash flows. Based on historical results, the economic climate, the outlook for the industry, and

management's expectations, we estimated a long-term growth rate of 3.0 percenl

The residual capitalization rate computation is presented in Exhibit 14. Based on this analysis, it is our
opinion that a residual capitalization rate of t2.l percent is appropriate.

SUMMARY
Exhibit 15 summarizes the results of the discounted cash flow analysis. The resulting equity for surplus)
value represents a majority interest value. The fair market value of the non-core assets shown in Exhibit

5 is then added to produce an indication of total surplus value for the Company. The Company also

expects to make significant capital expenditures beyond the projected five-year period, as shown in
Exhibit 13. The present value of these expected additional capital expenditures and related depreciation

tax savings is then deducted against the total surplus value of the Company.
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VIII. The Market Approach
Criteria for selecting guideline companies include similarity of lines of business, markets, growth
prospects, risks, and firm size. The primary criterion for selecting guideline firms is similarity of lines of
business with those of the subject business.

We applied both a public company analysis and a merger and acquisition analysis.

Rules of thumb are sometimes referred to; however, they are not given any weight unless they are
supported by other valuation methods and it can be established that knowledgeable buyers and sellers
place substantial reliance on them. We did not consider rules of thumb in this valuation. Thev are
generally not considered to be a relevant valuation method for this type of business.

PUBLIC COMPANY ANALYSIS
This analysis uses stock market transactions involving publicly traded companies that are similar in
nature to the subject business. The following steps were applied in the analysis:

r Select guideline companies

n Compute valuation ratios

. Adjust the market-derived valuation ratios

" Compute values and summarize.

Guideline Companies

We investigated the stock market in order to identify companies in lines of business similar to the
Company which are influenced by comparable business and economic conditions and are considered to
offer alternative investment opportunities, The following is a brief description of the 13 selected
guideline companies, as provided by CapitallQ:

r WellPoint, Inc,, through its subsidiaries, operates as a health benefits company in the
United States. The company offers various network-based managed care plans to large and
small employer, individual, Medicaid, and senior markets. Its managed care plans include
preferred provider organizations; health maintenance organizations; point-of-service plans;
traditional indemnity plans; and other hybrid plans, including consumer-driven health
plans, hospital only, and limited benefit products. Wellpoint also provides various managed
care services comprising claims processing, underwritin& stop loss insurance, actuarial
services, provider network access, rnedical cost management, disease management,
wellness programs, and other administrative services to self-funded customers.

. Coventry HealthCare, Inc. operates as a managed healthcare company in the United
States. The company's Health Plan and Medical Services division provides health plan
commercial rish commercial management services, Medicare advantage coordinated care
plans, and Medicaid products. lt also offers commercial risk products, including health
maintenance organization, preferred provider organization, and point of service products to
individuals and employer groups.

r UnitedHealth Group Incorporated operates as a diversified health and well-being
company in the United States. The UnitedHealthcare segment offers consumer-oriented
health benefit plans and services to national employers, public sector employers, mid-sized
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employers, small businesses, and individuals; health and well-being services to individuals
aged 50 and older addressing their needs for preventive and acute health care services;
health plans and care programs to beneficiaries of acute and long-term care Medicaid plans;
and specialty benefits, such as dental, vision, life, and disability products,

CIGNA Corporation, a health services organization, through its subsidiaries, provides
insurance and related products and services in the United States and internationally, Its
Health Care segment offers insured and self-insured medical, dental, behavioral health,
vision, and prescription drug benefit plans; health advocacy programs; and other products
and services that may be integrated to provide health care benefit programs, as well as

operates retail pharmacies.

Aetna Inc. operates as a diversified health care benefits company in the United States. The
company operates in three segments: Health Care, Group Insurance, and Large Case

Pensions. The Health Care segment provides medical, pharmacy benefit management,
dental, behavioral health, and vision plans. This segment also provides Medicare and
Medicaid products and services; and specialty products, such as health information
exchange technology services, medical management and data analytics services, medical
stop loss insurance, and products that offer access in its provider networks select markets.

American Independence Corp., through its subsidiaries, engages in the health insurance
and reinsurance businesses primarily in the United States. American Independence Corp.
provides specialized health coverage and related services to commercial customers and
individuals. It offers medical excess or stop-loss insurance; medical insurance for
individuals and families; group medical insurance; short-term medical insurance; limited
medical insurance; pet insurance; and vision and dental insurance products.

Independence Holding Company, through its subsidiaries, engages in the life and health
insurance business in the United States, the District of Columbia, the Virgin Islands, Guam,
and Puerto Rico. Its products include medical stop-loss insurance that provides coverage to
public and private entities, which elect to self-insure their employees' medical coverage;
group major medical insurance, a fully insured medical coverage that is designed to work
with health reimbursement accounts and health savings accounts; short-term medical
products that are designed for people with transient needs for health coverage; dental plans
that include indemnity and preferred provider organization plans for employer groups of
two or more lives and for individuals within affinity groups; and vision plans that offer a flat
reimbursement amount for exams and materials.

Citizens, Inc., through its subsidiaries, provides life and health insurance policies in the
United States and internationally. It primarily offers whole life insurance, endowments,
credit insurance, final expense, and limited liability property policies. The company's Life
Insurance segment offers whole life insurance and endowment policies to high net worth
and high income residents in Latin America and the Pacific Rim,

Aflac Incorporated, through its subsidiary, American Family Life Assurance Company of
Columbus, provides supplemental health and life insurance. Aflac offers various voluntary
supplemental insurance products, including cancer plans, general medical indemnity plans,
medical/sickness riders, care plans, living benefit life plans, ordinary life insurance plans,
and annuities in Japan. It also provides loss-of-income products, such as life and short-term
disability plans; and products designed to protect individuals from depletion of assets,
which comprise hospital indemnity, fixed-benefit dental, vision care, accident, cancer,

critical illness/critical care, and hospital intensive care plans in the United States.

CNO Financial Group, Inc., through its subsidiaries, engages in the development,
marketing and administration of health insurance, annuity, individual life insurance, and
other insurance products for senior and middle-income markets in the United States. CNO's
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Bankers Life segment markets and distributes Medicare supplement insurance, interest-
sensitive and traditional life insurance, fixed annuities, and long-term care insurance
products; Medicare advantage plans through a distribution arangement with Humana Inc.;
and Medicare Part D prescription drug plans through a distribution and reinsurance
arrangement with Coventry Health Care.

. Unum Group, together with its subsidiaries, provides group and individual disability
insurance products primarily in the United States and the United Kingdom. It also provides a
portfolio of other insurance products, including employer-and employee-paid group
benefits, life insurance, and other related services. Unum Group's products comprise group
long-term and short-term disability, group life, accidental death and dismemberment,
individual disability, voluntary benefits, sickness, cancer and critical illness, and group and
individual long-term care insurance products.

. Symetra Financial Corporation, through its subsidiaries, provides group and individual
insurance products and retirement products in the United States and the District of
Columbia. Its Benefits division offers medical stop-loss insurance, limited benefit medical
insurance, group life insurance, accidental death and dismemberment insurance, and
disability income insurance products to employers, unions, and public agencies with 50 to
5,000 employees, as well as provides managing general underwriting services.

. Torchmark Corporation, an insurance holding company, provides individual life and
supplemental health insurance, and annuities, to middle income households in the United
States, Its life insurance products include traditional and interest sensitive whole-life
insurance, term life insurance, and other life insurance; and supplemental limited-benefit
health insurance products comprise cancer and accident plans, as well as Medicare
Supplements plans and Medicare Part D prescription drug insurance,

SEC filings for public companies contain a wealth of information, including historical financial
statements and descriptions of the business, assets, management, competition and financial condition.
Financial statements for public companies are prepared in accordance with generally accepted
accounting principles [GAAP), which result in a greater tendency for consistency among these financial
statements.

Exhibit 16 summarizes financial statements and financial ratios for the selected guideline companies. A
comparative analysis of the guideline companies and the adjusted subject Company financial results are
presented in Exhibit 9.

Valuation Ratios

Various valuation ratios may be derived from guideline companies in calculating the Fair Market Value
ofa closely held business. Valuation ratios can be broadly categorized into three types: total equity, total
capital fdebt and equity) and asset multiples.

Commonly used total equity ratios include the ratios of market value of total equity to earnings, Total
capital multiples include the ratios of market value of invested capital (MVIC) to revenue, earnings
before interest, taxes, depreciation and amortization (EBITDA) and earnings before interest and taxes
(EBIT). In this valuation, we also relied on market value to book value ratios.

Pricing data, financial information, and computed valuation ratios for the selected guideline companies
are presented in Exhibit 17.
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Adjustments to Valuation Ratios

Investors consider a Company's growth, size and unique risk factors. We have considered these factors

in our analysis.

Growth expectations have a significant impact on valuation ratios. AII else being equal, higher growth

companies exhibit higher valuation ratios. Based on an analysis of brokers' expected growth rates for

the guideline companies and their implied discount rates, we made adjustments to the valuation ratios.

Studies of large versus small companies within the stock market and the merger and acquisition market

indicate that small companies typically sell at significantly lower valuation ratios than large companies.

Using the results of size study data published in the Duff & Phelps, LLC Risk Premium Report, we made

adjustments to the valuation ratios based on the Company's net income, EBITDA, revenues, and gross

cash flow levels relative to the public companies.

Unique risks have a significant impact on valuation ratios. Valuation ratios for guideline companies with

similar size and growth potential can vary significantly due to unique risk factors. Based on an analysis

of the Company's risk factors relative to the guideline companies we made no further adjustment to the

valuation ratios to account for unique risk factors.

The individual adjustments and adjusted guideline company multiples are presented in Exhibit 17.

Summary - Public Company Analysis

Each adjusted valuation ratio is then applied to the Company's corresponding adjusted figures to

produce an indication of value, either equity value or total capital value, depending on the type of
valuation ratio employed.

The resulting values are then adjusted to equity values (as needed). For the MVIC multiples, the subiect

Company's interest-bearing debt, if any, is subtracted in order to arrive at estimates of equity value. The

values estimated from the total equity multiples need no further adjustment, The resulting equity values

for the various valuation ratios are then weighted based on the number of guideline companies, the

comparability of the companies (in terms of line of business, financial results, etc.) and the quality of the

data included in each valuation ratio.

Exhibit 18 summarizes the results of the public company analysis. The resulting weighted average

equity value represents a majority interest value. The fair market value of the non-core assets shown in

Exhibit 5 is then added to produce an indication of total surplus value for the Company.

MERGER AND ACQUISITION ANALYSIS
This analysis uses merger and acquisition transactions involving companies that are similar in nature to

the subject business. The following steps were applied in the analysis:

r Select guideline transactions

r Compute valuation ratios

. Adjust the market-derived valuation ratios

. Compute values and summarize
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Guideline Transactions

We investigated merger and acquisition data in order to identi8/ comparable companies, Transactions
involving health and medical insurance or managed healthcare companies within the past ten years
were selected as comparable to the subject Company.

We selected a total of seven guideline transactions, which are summarized in Exhibit 19. The companies
acquired in the selected transactions are judged to have a reasonable degree of comparability with the
Company, Although these acquired companies differ in important respects from the Company, they are
generally influenced by similar business and economic conditions and are considered to offer alternative
investment opportunities.

Sources of merger and acquisition data, which are listed in a previous section of this report, are briefly
described as follows:

. Capital IQ: Provides transaction data as reported in certain Securities and Exchange
Commission (SECJ documents and from other private sources. Publicly traded companies
must file Form 14D-1 if they make a tender offer for a company in the open market.
Individuals purchasing five percent or more of a company's stock must file Form 13D,

The different sources of merger and acquisition data vary greatly in the amount, type and quality of
information provided. These variations significantly impact the reliability of the valuation ratios derived
from each source. However, a large number of transactions may offset some of these reliability issues.

One potential problem with merger and acquisition data is the fact that the data cannot be
independently verified. While the data sources are generally considered to be reliable, it is not clear if
reported financial results conform to generally accepted accounting principles (GAAPJ. In addition, the
different data sources use varying definitions of "earnings" and "cash flow," so valuation ratios are often
not comparable across different sources. Another potential problem is that accounting conventions used
by the acquired companies are usually not disclosed, so earnings may not be reported in a consistent
fashion from company to company. Inventory valuation methods, for example, can differ between deals,
so reported earnings may not be strictly comparable with the subject Company's earnings. Separate
from these quality issues, financial data for acquired companies is usually very limited, precluding a
direct financial ratio comparison with the subject Company. All these problems reduce the reliability of
merger and acquisition data.

Valuation Ratios

Various valuation ratios may be derived from guideline companies in calculating the Fair Market Value
ofa closely held business. Valuation ratios can be broadly categorized into three types: total equity, total
capital (debt and equity) and asset multiples.

Commonly used total equity ratios include the ratios of market value of total equity to earnings. Total
capital multiples include the ratios of market value of invested capital (MVIC) to revenue; earnings
before interest, taxes, depreciation, and amortization (EBITDA); and earnings before interest and taxes
(EBITJ. In this valuation, we also relied on market value to book value ratios, as is often done when
valuing insurance companies.

Computed valuation ratios for the guideline companies are presented in Exhibit 19.
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Adjustments to Valuation Ratios

Valuation ratios derived from merger and acquisition transactions are considered to be majority interest
ratios because they usually involve the sale of entire companies or controlling interests in companies.

These valuation ratios may also reflect the effect of buyer synergies, company size and unique risk
factors. Adjustments to the market-derived valuation ratios were considered to account for differences

between the subject Company and the guideline companies.

Merger and acquisition transactions may not directly reflect Fair Market Value. Some transactions

represent "investment value," or value to strategic buyers including synergies, economies of scale and

other unique benefits. These factors have a tendency to increase the price that strategic buyers are

willing to pay relative to Fair Market Value for typical non-strategic buyers. Valuation ratios derived
from such transactions, therefore, must be adjusted downward in order to convert the ratios from
investment value to Fair Market Value [the "synergy adjustment").

Large transactions, or those involving publicly traded buyers, are considered to reflect investment value,

and so require a synergy adjustment. Small company transactions are not considered to reflect the
impact of synergies, and so no synergy adjustment is needed. Transactions involving medium-sized

companies may or may not reflect the impact of synergies and so may or may not require a synerS/
adjustment, depending on the circumstances.

Studies of large versus small companies within the stock market and the merger and acquisition market
indicate that small companies typically sell at significantly lower valuation ratios than large companies.

Based on an analysis of data published in the Duff & Phelps Risk Premium Report, we made adjustments

to the valuation ratios based on the Company's net income, EBITDA, and sales levels relative to the
comparable acquired companies.

The total equity adjustment calculated above reflects synergy, size, and unique risks that are

appropriate for equity investors. For debt investors, any perceived risk is already reflected in the
interest rate associated with the Company's interest-bearing debt. For the MVIC multiples, the total
equity adjustment is recalculated in order to reflect the Company's actual capital structure.

The individual adjustments and adjusted guideline transaction multiples are presented in Exhibit 19.

Summary - Merger and Acquisition Analysis

Each adjusted valuation ratio is then applied to the Company's corresponding adjusted figure to produce

an indication of value, either total equity value or total invested capital value, depending on the type of
valuation ratio employed. The resulting total equity values for the various valuation ratios are then
weighted based on number of transactions, comparability of the companies (in terms of line of business,

financial results, etc.), and quality of the data included in each valuation ratio. Weighting for the

multiples is shown in Exhibit 20.

Exhibit 20 summarizes the merger and acquisition analysis. The fair market value of the non-core assets

shown in Exhibit 5 is then added to produce an indication of total surplus value for the Company.
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IX. Asset- Based Approach
ASSET-BASED APPROACH
In the Asset-Based Approach, net asset value is estimated by restating the value of assets and liabilities
from historical cost to Fair Market Value. Assets and liabilities can be valued either individually or
collectively. Individual assets and liabilities of a business can be appraised using the Cost, Market and
Income Approaches to asset valuation.

Book value of equity is not an appropriate measure of value for most businesses because assets and
liabilities are generally stated at historical cost and not Fair Market Value. For an operating business,
book value of equity is generally not suitable because it generally does not include the value of
intangible assets,

The liquidation value of a business can be estimated using the Asset-Based Approach, and is computed
as the Fair Market Value of assets, net of liabilities, less estimated liquidation expenses, We did not
consider the liquidation value of the Company because liquidation is not considered to be imminent or
probable.

Exhibit 22 presents the Asset-Based Approach computations on a going concern basis. Multiple
adjustments were made to the reported book value of assets and liabilities to reflect fair market values.
The adjustments were made based on discussions with management, and other indications of value, as
listed in the Exhibit's footnotes. Goodwill was excluded from the analysis because it cannot be reliably
valued without reference to the Income and Market Approaches.

RESIDUAL INCOME APPROACH
ln addition to the Asset-Based Approach described above, we also performed a residual income
approach analysis. This analysis calculates the value of equity (or surplus) as the book value of equity
plus the present value of the Company's expected future residual income,

Residual income is a company's projected future earnings in excess of the rate of return required by a

hypothetical investor in the Company, discounted to present value. In this instance, the required rate of
return is the Company's expected cost of equity capital. The residual income approach has the benefit of
comparing the Company's expected return on equity to an investor's required return on equity. Further,
this approach is often applied in valuing insurance companies, as they are required by state regulators
to maintain significant levels of equity (or surplus). The residual income approach allows investors to
account for both the significant net asset value of the Company and its profitability.

In performing our valuation, the Company requested that we rely on a separate third party appraisal of
the present value of the Company's expected future residual income performed by |im Galasso, FSA
MAAA of Actuarial Services & Financial Modeling Inc. as of fune 30, 2012. Should the fair market value
of the Company's residual income differ from that indicated by the third party appraisal then our
valuation conclusion may change.

Residual Income Approach - Summary

Exhibit 2L summarizes the results of the residual income approach analysis. The Company's adjusted
book value of surplus is added to the present value of its expected future residual income, as calculated
by the third party appraiser Actuarial Services & Financial Modeling, Inc.
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X. Health-E-Web
As part of our valuation of Blue Cross Blue Shield of Montana, we have also performed a valuation of its

wholly owned subsidiary Health-E-Web ("HEW"). Founded in 'J.996, Health-E-Web ["HEW") is an

electronic claims clearinghouse and also offers a full suite of revenue rycle management solutions and

consulting services to healthcare providers and insurance carriers. HEW currently has connections with
over 2,000 health insurance carriers. In 20L0, HEW acquired Electronic Translations and Transmittals
Corporation for $1.5 million.

FINANCIAL ANALYSIS
Exhibits 25-26 present HEW's historical financial results for the five years ended December 3I,2011.
and the six months ended June 30, 201.2. A historical working capital analysis is presented in Exhibit 27.

Adjustments for non-recurring and non-operating income and expenses are presented in Exhibit 28.

Exhibit 29 presents HEW's adjusted income statement and cash flow. Adjusted financial analyses are

presented in Exhibit 30.

Industry comparison statistics are from Annual Statement Studies 2011/2012, published by The Risk

Management Association ("RMA"). The averages shown are for NAICS Code 524292, Third Party

Administration of Insurance and Pension Funds, with sales in the same size range as HEW.

lncome Statement

HEW's historical income statements are presented in Exhibit 25. Certain adjustments were made to its
historical financial statements for the purpose of reaching a valuation conclusion, These adjustments do

not reflect any opinion with respect to the accuracy of HEW's financial statements,

Adjustments to Historical Income Statements

As Exhibit 28 shows, we adjusted historical income and expense to exclude the effect of non-recurring
and non-core asset related income during the period under review. We applied income tax at state and

federal corporate rates. Exhibit 29 shows HEW's adjusted historical earnings and cash flow.

Growth

As can be seen from the graph, HEW's

revenue fsales) increased during the
period under review, growing at a

compound annual growth rate of 19.3

percent between 20A7 - 2011. HEW's

revenues increased from $2.2 million
in2007 to $4,4 million in 2011. During

the twelve month period ending fune
30,2072 sales were $4.4 million.

Total assets increased from $1,6
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million in 2007 to $3.5 million in 2011; which equates to a compound annual growth rate of 22.0

percent. This was predominantly a result of an increase in intangible assets, which grew from $14,000 to

$1.1 million, and current assets, which grew from $0.8 million to $1.7 million between 2007 - 2011.

HEW's total assets as of June 30, 201,2 were $3,9 million. The growth in intangible assets, current assets
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and sales during the period under review largely reflects HEW's acquisition of Electronic Translations
and Transmittals ("ETT") in 2010.

Profitability

Profitability ratios measure HEW's return on sales. The "Profitability (% of Sales)" section of Exhibit
30 provides HEW's historical profit ratios.

Adjusted operating profit increased over the
period under review from $132,000 in 2007
to $634,000 in 2011, increasing from 6.0
percent to 14.3 percent of sales. The increase

in adjusted operating margin was
predominantly due to HEW's declining
salaries and related expenses as a percentage
of total sales. HEW's five-year average
adjusted operating margin of 1.7.2 percent
was somewhat lower than the RMA industrv
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average of L2.3 percent. During the six months ended June 30, 2012 HEW's operating margin was 10.3
percent.

HEW's five-year average adjusted pretax profit margin of 12.0 percent was similar to the RMA industry
average pretax margin of 72.9 percenl During the six months ended June 30, 2012 HEW's pre-tax
margin was 10.7 percent.

Overall, HEW's profitability has improved during the period under review and is similar to industry
averages.

Balance Sheet

Exhibit 2 contains balance sheet information for the last five vears and six months.

Description of Interest Bearing Debt

At the valuation date, HEW had no interest bearing debt outstanding.

Ltquidity

The "Liquidity" section of Exhibit 30
provides an analysis of HEW's ability
to meet its current obligations as they
come due. As measured by HEW's

adjusted 201.1 current and quick
ratios of 1.7 times and 1.4 times,
respectively, liquidity was higher than
the RMA industry average of 0.9 times
and 0.6 times.

HEW's five-year average adjusted accounts receivable turnover ratio was 9.3 times, and higher than the
guideline public company average of 7,7 times. An RMA industry average was not available,

Overall, HEW's liquidity was above average during the period under review.
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Solvency

The "solvency" section of Exhibit 30 provides solvency ratios, which are used to measure HEW's ability
to meet interest and principal payments on long-term debt and other obligations as they become due.

These ratios analyze leverage, debt coverage and long-term profitability.

HEW utilized no interest-bearing debt during the period under review, compared to the RMA industry

average long term debt-to-total capital ratio of 47.3 percent.

Perhaps the best indicator of solvenry is a firm's ability to generate profits over a period of years. As

previously discussed, HEW's profitability improved and is similar to industry averages.

On balance, HEW's solvency was average during the period under review. While its profitability was

similar to industry averages, it also held no debt at the date of valuation.

Efficiency and Asset Uttlization

The "DuPont Analysis" section of Exhibit'30 provides efficiency ratios, which are used to assess

management's performance and to further analyze HEW's profitability. They measure how efficiently

HEW is ernploying its assets as well as the equity capital used to finance those assets.

HEW's adjusted 2011 pretax return on equity and debt-free return on assets were 43.7 percent and L8.5

percent, respectively, and higher than the industry average 13.0 percent pretax return on equity,

indicating above average efficiency. An RMA industry average debt-free return on assets was not
available. These two ratios are closely related to each other and can be broken down into several

components using the "DuPont model" to provide additional insight into HEW's efficiency, as follows:

Asset x Profit
Turnover Margin

x Financing =

EBIT

Debt-Free

ROA

Pretax

ROA

x Leverage = Pretax

ROE

Pretax

Equity

The formulas used to calculate each component of the "DuPont" analysis are shown below:

= EBIT x Pletax = Pretax x AssetsSales

Assets

x EBIT

Sales Assets Assets Equity

A comparison of HEW's "DuPont" analysis relative to the RMA industry averages follows:

H ealth- E- Web (Adjusted 2 0 1 7) :

7.3 x 74.6% s 78.5o/o x 7.04 = 78.5o/o x 2.37

RIL{A Industry Averages - 2077:

7.2x77.0%:73.2o/o

= 43.7o/o

x 0,98o/o = 73,0% x NMF = NMF

HEW's adjusted 2011 sales to assets ratio, which measures asset turnover, was 1.3 times and similar to
the industry average level of 1.2 times, indicating similarly efficient use of assets. HEW's adjusted 2011

EBIT profit margin was 14.6 percent and was higher than the industry average of 11.0 percenl

Combined with the sales to assets ratio, this produced HEW's higher than industry level debt-free return

on assets.
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HEW utilized no interest-bearing debt during 2011. Due to the lack of financial leverage, HEW's adjusted
pretax return on assets was equal to its debt-free return on assets, indicating less than optimal efficiency
from a potential investor's point of view.

Altogether, HEW exhibited above average efficiency during the period under review

Financial Analysis Summary

Overall, the financial condition of HEW can be characterized as improving and above average. Sales
increased at 19.3 percent per annum between 2007 and 2011, Iargely due to its acquisition of ETT.
Further, HEW's liquidity and efficiency were above average, while its profitability and solvency were
similar to industry averages.

VALUATION APPROACHES
In performing our valuation of HEW, we considered the Income Approach, Market Approach and Asset-
Based Approach. These approaches are described in earlier sections ofthis report. Analyses particular to
HEW are presented below.

Income Approach

Exhibits 31-33 present the Income Approach valuation for HEW. The Income Approach methodologies
used to value HEW are described in the Income Approach section of this report.

Exhibit 31 presents the forecasted free cash flows. Earnings projections through 2015 were provided by
management. The assumptions used in the analysis are shown in the exhibit and are summarized within
the footnotes of the exhibit

Discount Rate

Computation of the discount rate and residual capitalization rate is shown in Exhibit 32 and described in
Appendix B. The subject company risk premium is based on a consideration of HEW's operating and
financial risks. We analyzed the risk factors affecting the subject company relative to the RMA industry
average data, which is from companies closely aligned with the specific business of HEW. This analysis is
used in determining an appropriate subject company risk premium, and is outlined in the table below.
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Operating Factors:

History of
Company

Established Established

Management Experienced Experienced None

Labor Relations Good None

Products/Services Diversified Diversified

MarkeUlndustry
Condition

Industry faces
significant uncertainty
regarding the
implementation of the
Affordable Care Act

Similar None

Competition High High

Customers Diversified Most of HEW's sales Higher
are related to its parent
BCBSMT

Medium

Suppliers Diversified Diversified None

Economic Factors:

Economic
Condition

National economy is
recovering from
recession

Similar None

Financial Factors:

Profitabilitv RMAindustry?verages Similarto industry
used as benchmark benchmark

None

Efficiency and
Asset Utilization

RMA industry averages
used as benchmark

Higher than industry
benchmark

Lower Small

Liquidity RMA industry averages Higher than industry
used as benchmark benchmark

Lower Small

Solvency RMA industry averages Similar to industry
used as benchmark benchmark

None

Contingent
Liabilities

Not signiflcant None disclosed None

Based on our evaluation of the risk factors listed above, a subject company risk premium of 1.0 percent
was selected for HEW. The subject company risk premium is one component of the discount rate, as

further discussed in Appendix B.

The computation of the discount rate is presented in Exhibit 32. Based on this analysis, it is our opinion
that a discount rate of 15.6 percent is appropriate. Further, based on our analysis and a selected 3.0
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percent long term growth rate, it is our opinion that a residual capitalization rate of 12.6 percent is
appropriate.

Income Approach Summary

Exhibit 33 summarizes the results of the discounted cash flow analysis. The resulting equity value
represents a majority interest value,

Market Approach

In our valuation of HEW, we investigated both a public company analysis and a merger and acquisition
analysis. However, based on the lack of recent and closely comparable M&A transactions we relied solely
on the public company Market Approach. The public company Market Approach is presented in Exhibits
34 - 36.

Public Company Analysis

We investigated the stock market in order to identify companies in lines of business similar to the
Company which are influenced by comparable business and economic conditions and are considered to
offer alternative investment opportunities. Ultimately, we selected 11 publicly traded companies as
being reasonably similar to HEW, as presented in Exhibit 34.

Pricing data, financial information, and computed valuation ratios for the selected guideline companies
are presented in Exhibit 34. We made adjustments to the market multiples based on HEW's size and
expected growth relative to the public companies. The individual adjustments and adjusted guideline
company multiples are presented in Exhibit 35.

Summary - Prrblic Company Analysrs

Exhibit 35 summarizes the results of the public company analysis. The resulting weighted average
equity value represents a majority interest value.

Exhibit 20 summarizes the merger and acquisition analysis. The fair market value of the non-core assers
shown in Exhibit 5 is then added to produce an indication of total surplus value for the Company,

Asset-Based Approach

In the Asset-Based Approach, net asset value is estimated by restating the value of assets and liabilities
from historical cost to Fair Market Value, Assets and liabilities can be valued either individually or
collectively. Individual assets and liabilities of a business can be appraised using the Cost, Market and
Income Approaches to asset valuation,

Exhibit 37 presents the Asset-Based Approach computations on a going concern basis. Adjustments
were made to the reported book value of assets and liabilities, as appropriate.

CONCLUSION OF VALUE - HEW
The final step in the valuation process requires a review of each valuation approach and a reconciliation
of these approaches to reach a final value conclusion. In a specific appraisal situation, the weight given
to each approach depends on the valuation function and purpose, the value premise and definition, the
quantity and quality of available data, and the reliability of the analysis.
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We gave significant weight to the discounted cash flow Income Approach because it represents the

amount a prudent investor would pay for HEW's expected future cash flows based on market rates of
return and HEWs specific risks.

Significant weight was also given to the public company analysis because it reflects current stock market
pricing for reasonably comparable businesses that represent alternative investment opportunities.

In this instance, we gave no weight to the Asset Based Approach in deference to the Income and Market

Approaches which better captures HEW's future earnings ability.

A summary of the valuation analysis for HEW follows:
Indicated

Equity Value Weight

Income Approach

Market Approach - Public Company Analysis

Asset Based Approach

coNcLUDED EQUITYVATUE - HEW

$3,438,000 50.00/o

$4,323,000 50.00/o

$2,688,000 0.00/o

$3,881,000

-

Based upon our investigation, premises and analyses, it is our opinion that the Fair Market Value of
Health-E-Web's total equity on a majority interest, going concern basis is as follows:

THREE MILLION EIGHT HUNDRED AND EIGHTY-ONE THOUSAND DOLLARS

[$3,881,000)
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XI. Conclusion of Value
The final step in the valuation process requires a review ofeach valuation approach and a reconciliation
of these approaches to reach a final value conclusion. In a specific appraisal situation, the weight given
to each approach depends on the valuation function and purpose, the value premise and definition, the
quantity and quality of available data, and the reliability of the analysis.

We gave some weight to the discounted cash flow Income Approach because it represents the amount a
prudent investor would pay for the Company's expected future cash flows based on market rates of
return and the Company's specific risks.

In the Market Approach, the public company analysis was given significant weight because it reflects
current stock market pricing for reasonably comparable businesses that represent alternative
investment opportunities.

In the Market Approach, the merger and acquisition analysis was not given any weight because of
limitations in finding recent transactions for closely similar companies, and for the difficulties in using
M&A data previously discussed in the MarketApproach section of this report.

Significant weight was given to the residual Income Approach, which captures the value of the
Company's total surplus as well as its future earnings ability in excess of a potential investor's required
return on equity.

We gave no weight to the Asset Based Approach in this instance because there is significant overlap
between the Asset Based Approach and the Residual Income Approach, which better captures the
Company's future excess earnings ability in addition to its book value of surplus.

A summary of the valuation analysis follows:

Indicated
Surplus Value Weight

Income Approach

Market Approach - Public Company Analysis

Market Approach - Merger and Acquisition Analysis

Residual Income Approach

Asset Based Approach

CONCTUDED SURPLUS VATUE

$125,406,000

$175,651,000

$1,47,247,000

$164,168,000

$146,557,000

5.00/o

35.00/o

0.0o/o

60.00/o

0.0o/o

$166,200,000

-

Based upon our investigation, premises and analyses, it is our opinion that the Fair Market Value of the
company's total surplus on a maiority interes! going concern basis is as follows:

ONF HUNFRFN SIXTY-SIX MILUON T.wO HUNNRED THOUSANN DOLT ARS

($166,200,000)
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EXHIBIT 2, Pege I of2

BLUE CROSS BLUE SHIELD OF MONTANA, INC
HISTORICAL COMMON SIZE BALANCE SHEET, GAAP BASIS ($OOO) TOTAL ASSETS
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EXHIBIT 2, P.rc 2 of2

BLUE CROSS BLUE SHIf,LD OF MONTANA. TNC
HISTORICAL COI\ift,ION SIZE BALANCE SHEET, GAAP BAsIs ($OOO) LIABn.ITIES & SIJRPLUS
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EXHIBIT 3

BLUE CROSS BLUE SHIELD OF MONTANA, INC
msToRIcAL COMMqN qIzE INCO!/!I] STATEMENT, STATUToRY BASIS ($00o)

Fiscrl Yerr Etrdcd Decmbcr 3l
Strtuttry

2W7
Sart[aory

Perera 2ll0
Sararacy

2X},',
Strt[tory

2010
Saatutory Avsigc

F'V 07-11
-ffi

20ItPscdl 20ll Pcrcctrt

LTM
Mly,,ll2 Pcrccnl

Proilua Iaomc

Hosptal & Mcdrcal Bercfits
Other Profesronal Servrces

Emegenry Room & Out-of-Area
Pr*cnptron Drugs

Other Hsprtal & Medrcal Experoe'
lncentrve Pool

Clam Adlwtrnent Experoe"
Net Rernsuruce R6oren6

Total Undcnriting Deducli@

Undcryriaitrg Gross M.rgio

Operating Expenscs;

General & Admrnrstratrve

Deprrcrahon & Arcrtlatlon - PP&E
Total Operatrng Expeme

Nct UndeMrtrng Profit

Other Incomc (Expcrsc)l
Investment Incomeo

Reahzed Caprtal GarN / (Lcs)
Other lncome

Total Other lncore @xp )

Pretu Profit

Total Inmme Tues

Net Iocom

05% 3,423 o7%

7 9/o 36,459 7 ry. 35,335

55,688 L0.gto 47.M) 9.1y. 30,945

I 56/" 43,90045,696 9e/o 44,t26

6,794

t30.4 62,66t t2t%

ot% (24) (0f )

50E,999

29t,489
M,EZ8

7,543
66,1 1 3

2,6'12

525

40,447

24,252

r.o32

48% 16,360 o1yo (5,110) (oy/.)

o tv6 n55) (oov"\

92v.

(oe%)

20%
00%
o tv.
22V6

| )y6

(o u/o\

7.77.

1.9v"

1.97"
o,lvo

-o.1./.
1.9./.

3.9v"

o.a./.

lm.o% 5t6,240 lo[,.oy.

57 3Vo 3t3,437 607%
88% 46,206 90yo
| 5% 8,343 t6%

lu.oy. 529,30t

64 t% 335,'t55
95% 44,644
| {/o 9,207

n3y6 68,289

03% 2,558

ov/o 0

1 U/o 28,502

6,tu. 41,688

aT/o 42,578

100.0% 362,215

63 4% 361,293
84% 48,184
t7% 10,286

tzy/r 68,458

o s% 3,733

ou/. 0

5 4yo 3 1,309

o l% 3,691

(oT/o\ 555

100.0./. 5to,536 lm.f/.
643% 375,82t 64704
86Vo 50,810 88%
t8% 10,819 tg/o

122% 74,077 t29/o
o'l% 3,9t'1 07%
oe/.

5o3,n2

322,788
47,934

8,829

56,899

0 o ooy.

100.0%

62V/o
I v/o
t't%

t21%
0 5v.
o v/o

6 6Yo

(o3%)
9r.7%

8.3/.

a 3v.
ov/.

100.0%

56.0%
9.Ev.
3.3./"

14.4%

o.oy.

5 6yo 31,860 5 5%

.__(1os) (0t%) (t,303) (03%) (Eto) (02%) (t,343) (03%) (2,e87) (05%) (3,s62) (06%)
4sfJll Eg.lv. 469J01 9O,9'h 412'327 93.9v. 487,613 gLly. nO27S 92.5y. 543.741 93.67. 90.5v.

9.5U"

7 4yo 42,347 1 3yo

.1,!28 0 6% 3,733 0 7% 4,653 o E/. s,299 | e/o s,974 l to/6 6,2e7 | t%
48,894 96% 47,859 93% 48,554 96Vo 47,A77 9ce/o 47387 ttil" S8"6aa EqN

7.9.4 42,fit0 7.5./" 36,895 6.4y.

tv/o 41.4t4

(r2%) (5,38E) (rw/o) (1,74e) Qe )

12% 9,031 | 6% 8,M8 | 4%

I lYo (820) (oT/o) (l7,6oe) (3 5%) (6,lEe)

t3,736 2't% t7.407 3 4% 6,069 I T/, 6,178
2,477 o 5v. (627) (0 l%) (2s8) (0 t%) (le2) (0 v/") (449) (o l%) (2.2or) (o 4%)

.L,?12 9!:h 4oo 0r% tB oe/o 6rs oto/o 497 ot% 7e4 or%
17,458 34% 17,180 33y. 5,y23 lT/" 5,501 t!/. 9,078 tev, e,eto t tN

J T/o ( l r ,686) (2 3%) 4t2

9 6% (r,32't\ (03%\ 0.903) (o 4%\ (913)

2t,229 4y/o |t,687 (l 9/o) 1.325 03% 3.136 (o 9/"\ | 3Yo 3.Oo/.3 40 (9.783) o6v.

Expendrtures' 169 0v/. r2,4t7 24% 6,808 | 4% 2,293 04yo 5.489 | U/. NA NA I e/.

Notes

Frnmcral slaterents prcpded uder StaMory Accountrng Prrncrpals (SAi)
a Comtsts of stop loss clarms

b Clarc ad;utment expcnse tncludes cct contalment experoe
c Inv6tftnt In@rc omsts prrmutly of rnterest and drvrdends, and rs reoorded nct of related hvqtunt axocse
d Caprial expcndrture trctud* puchce of rcal 6tate, property, equtpment md softwe develgp6Enl 

"*6e SNLpeeranalystsasreprcenledbytheaveragc2olldatafortheompmrcshomrnExhrbrtll,perSNLFrnmcralLCdatabas
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Exhrbrls

EXSIaIT 
'

BLUE CROSS BLUE SEIELD OF MONTANA. INC
HISmRTCAL COMMON SIZE BAI"ANCE SHEET, ST4:I,(nORY BASTS 6gn) _sttbry st.tbry strtubry sonory@ Av..rF sil,
8i6l Yar E.dcd ll@!b.r 31 2U7 P@!t 2009 PcE.1 PcNll 0680/t2 P.mrr FYo?-ll 2otI'

C.rl & Iivdt.d Asb:
Cdh Equvaleft & SlDn-T.m INffi
Bords

E4ufyIiffi
Rcsl Esac
olhqldg-TcmIryffib

Tot.l C.* & l.v*d Aatt

Rcdrblc!
Prcm|m Duc and Unlsd
Hcalft CsE ard otIE Rcdablcs
INctun IncoE Drc &. Aenrcd
Amm Duc fmD Suh6dtr$ & AffluEs
Amm R€ov@blc iom RctEms
Amw Relamg to UMued Ph6
Total Raeiv.ble

Oth.r Am:
Fcdcral IEoru Ta R@vcnble
Nd Dcfcrcd Td Ast
Ebcbnc Dab PrcGsry Equp & Soiwe
Cash S@ndcr ValE of Ldc INn&a

Toral InHMs & Othd Ass

Total Assb

AggEg.r Ra*r6 fol Pollcy Cotfact:
CltrN UDpard

AggESatc Hcrllh PolEy R6d6
Ury6d Claft AdJffi E'.prNs
Rak Shanry PaymG Aemd

ToLl Rencr for Policy Co.mdr

Otlcr La.btlitLr:
PEnmR@vdnAdva@
A6ed G€Eml Er?ecc
Rcn0B & Itcm NoI Allocated
llahl|ty for Amffi Hcld Unds UNEd Plas
Ccd.d RdMc P|tmm Pay.blc
Amsb DG to Subndrd6 & AfriluEs
Otft€r LnbilrG

Tot lOtlc.Llrbilk

Tdd Urbliiis

SbhtotJ SrrDh!:

Toral l.|.brlr@s & Surpls

22'119 a6u. ll'312 41o/o 1'052 29% 19,955 13'a 11,075 4oy. 1,366 26./. ssyo 3.1%
79,111 29Ayo 11,073 293V. 68,863 ZE3% 6932a 252U. 74,164 26y/o 75,4t5 2681:/. 27 9o/. t9.9%
92'847 3sv/. 13,38 3o2y. a6,436 356% 98,roa 351y. to2/2o 31 tvo to6.392 31 g./o 341,y. 19.3.a4,52a 3 2V. ll,28l 46tA l0,$l 45.a 10,496 3 8./. 10,0?6 3 1yo s,176 1 5V" 4f/. Lr%

=ll'l?l =il3 ,lll?9 ,1'zJ-; ,lllll =9ll! =ll.lll =llll ,ll9?l "s51r ,1500, jrl. 5e/. L'%
216,U2 8r6y. ta2J54 15to/r r90,o12 182.A tb,W -7t0. ---M

l4,lal 53u. 2t,L2t a7./. 14,518 60V. r1,s32 64V" t1,092 62yo t1,352 62./. 65q.
?,flx) 2a/o 8,726 160/0 E,0t4 3 3./. ?.850 29Vo 9,211 3 4y. t2,356 44/o 3 2"/.
1,262 o1yo 1,021 o4o/o 941 04% 914 o37. E9r O3oh t95 O3yo o4yo
323 0t:h 268 oty. 2at ofa 315 ltvo l8l ory. 37t oty. ot/o
534 02V. l,tl' o7 332 nt% n4 \v/r 869 03y. O OOyo o3vt

-!-,1.1.s. .2\y?. \9,!!2 .41y: !9,!!) .1.!_!,! !0_,1,19 .1ly: t2.1e2 46% t2,45s 44% 40%
32,114 t2t/. a3,372 t19/o 34,759 r43/. n,@ -usw

&5.2

2.0.1

0-2%

5,012 | Wo 2,U3 | ly. 3,616 | 5./, 5,861 2 ty. 3,3t0 | 2./. 5,5E4 2(/. | 6y.
o o0v. 1,950 $p/o I,165 05% 3,762 t4y. 2,989 tt/o 2,989 tly. olyo

502 0 2Vn 386 02./c 21t 0 t% 203 0 tlo 788 o 3/. 625 02./o o20/.

!!.!1.7. l!^4 !.2,!!1, sg!: !1p]2- 2!!; !1,13.s. 5.o.T t4,6st 53% t5,221 s4% so%
16,711 63u. t7,096 7w. 18,t05 jsu6 23,66t t6W - 7s%

26s' 7 l o7. 24\623 rcOe/o 242,936 l0[0!./. 274J13 lNc|A 275,m4 n}(!/o 281,810 l0O0% t}noyo tM.o%

50,689 t9 t /.
5,178 | 9y.
|,&6 0 60/o

59,983 2t 7V.

t,9t7 0 7./6

t,729 0 6V.

ta.5%
IO-5.2

t.s%

66,535

t,375
t.729

0

55,453

4,008

t,129
0

J3,403

3,502

1,686

0

ll,0l0
n,991

3,210

0

0

355

1.79

4,151

3,6t6

0

0

t.025

22 00/.

| 40/o

0 1"/o

3 5y.
zt 7./.
| 5./o

ooy.
of/.
ot/.
o 1y.

49,549

2,978
1,531

0

20 4%

|2%
0 6v.
0 0u.

20 2./.

| 5v.
0 6v.

23 6V.
o 5y.
0 6yo

o v/.0

12,4t5 4 5./" t4,247
52,nt t9 00/o s6,t41
4,601 | 1U. 3,*2

o 0f/. I,105
365 0 ty. 164
J6l 02U. 336

20wo
| 40/.

0 6v"

o v/.
22 T/.

4 4U.

t9 4V. 2.4%
| 6Uo

0 to/o

o ty. o.et
o2u. L*
| 2v"w

24

11,780 4 40/.

43,549 t6 4y.
5,214 2 t/.

O O Ut/6

0 00%
u2 0 3uo

4 5U.

19 A'A

| 3./.
o oy.
ova
o t/.

5 2./.
20 3y.
| 1y.
o4%
0 3./o

02%
I a./.

17p69 6 t /o
74,204 2610A
3,16 tzU.

o ooyn
511 02V.
663 02./.

t20,680 45 4/.

1u,981 516y.

265,67 too V/.

124513 St4./. nn3a0 496ta 116,226 496Uo t45,t9t 5260/6 170,425 6O5Uo 4sT/. lr.vt

ll8,0l0 486% t22,556 504yo 138,428 504yo t30,116 41 4./. Ill,385 395% 503./. s4.3.t

242,623 tOO0V. 242.936 too0./. 274,7t3 t00oyo 215.914 t@OV. 281.810 l00F/. 100 0% IN.o%
Not6
Fmub peffid urdlr S@bry A@@Dg Pnmp€lr (SAp), dclu&Dg mHdmcd asE
a SNLFaelys'crcprEsdbytbflmge20lldahforth.@nfmesshow'E\hb{ll,p€rSNLFt@ulLCdet*e
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Exhrbrts

EXHIBIT 5

BLUE CROSS BLUE SHIELD OF MONTANA.INC
NON.CORE ASSETS, GAAP BASIS ($OOO)

Fair Market
Value

06t30n2

2,000
22,117

196

2,875
51,092

96r
350

267
197

80,055
@

Notes:

a. Non-core assets are those which could be liquidated without impairing the central
operating business ofthe Company, and are added to the value ofits core business in the

Income and Market Approaches.

b. See Exhibit 22,Page I Of 2 for further discussion of the non-core assets and their FMV
estimates.

Great Falls - Land, Building & Improvements
Common Stock - TriWest
Investment in Subsidiaries - WPMI
Investment in Subsidiaries - Other CBMI
Investment in Subsidiaries - WSIA
Investment in Subsidiaries - ICMI (Peak 1)

Investment in Subsidiaries - ICMI (Other)

Other Investments - ID Residence

Other Investments - WA Residence

TOTAL

Net Book
Value

06t30n2

425

1,132
1,189

2,875
40, I 53

961
350

358

261
47,703

46



EXHIBIT 6

BLUE CROSS BLUE SHIELD OF MONTANA. INC
HISTORTCAL WOOT*O 

"O" LTM Averrge Wtd Avg Selected
Fiscef Yeer Ended December 31 2fi)7 2t[E 200!1 2010 20ll 06130112 Fy 07-ll Fy 07-lr 7o satesd

WorkrngCaprral (WC)
Add Current Interest-Beanng Debt
Less Assets Reclassrfied as Non-Currentu

Add Lrabilrtres Reclassified as Non-Cunentb
Adlusted Requrred Annual Workrng Capital (AWC)

Working Crpitrl Retios:"
Sales/Workrng Caprtal
Workrng Caprtal/Sales

SaleYAdjusted WC
Adlusted WC/Sales

Account Antlysis:'

(40.92e) (3s,377) (4?,4e2) (44,ee7) (47,076) (46,240)
000000

(r00) Q8) (14) 0 0 (8,681)

3,321 1,7?6 7J49 7,718 8,388 1s,968

i;

NA
NA
NA

NA

-'

NA
NA
NA

NA
NA

NA
NA
NA

NA

---'

(r5 8) (te 4)
(6 3%) (s r%)

(17 l) Q0 4)
(s 8%) (4.e%)

(14 8)

(6 7v")

(t7 7)

G6n

(t67) (17 3) (18 8)
(6 0%) (s 8%) (s 3%)

(16.8) (16 8) NA
(6 0o/,) (6.0%) NA

(20 l) (21 l)
(s 0%) (4 7y")

(22 3)
(4 sv")

(le 3)
(5 2o/o)

(re.8)
(s.t%)

(21 l)
(4 7y,)

4

50%
0 svo

o4%
04%
0.3yo

23%
62%
0 4Yo

02%
0 8o/o

0 4o/o

s0%
0 3o/o

03%
06%
0 4o/o

2.7%

st%
o4%
05%
06%
0.3yo

52%
0A%
08%
05%
0.4%

0.E%

s2%
0 4Yo

l0%
o4%

2.5o/o

5 3o/o

04%
0.4o/o

0.6vo

04%

5 2yo

0.4%

05%
O 60/o

0 4Yo

l8%
5.2o/o

0.4%

0 8o/o

0 
'yo04%

% Health Care & Other RecervableVsales
o/o Due from Subsrdranes/Sales
o4 Income Tax Rec, Defened Taxes/Sales

% Prepard ExpenseYsales
7o Other Current Assetvsales (0

Claims/Sales
% Rate Stablhzauon, Case & Clarm Reserves
% Accounts Payable/Sales
o/o Premrums Recerved rn Advance/Sales
% Health Care & Other ClaimVsales
oZ Accrued General ExpenseVsales
% Other Cunent Lrabrlrtres/Sales

0.8vo

l8%
2 5o/o

0 1Yo

l4%
l5%

80%
05%

7o/o

60/o

lYo

0 3o/o

| 4o/o

l8%
t0%
0 9o/o

| 3o/o

7 60/o

05%
| 2o/o

24%
O \Yo

t1%
|.0o/o

02%
lt%
20%
l2%
O 9o/o

07%

67%
02%
0.4o/o

22%
t9%
0 2o/o

00%

77%
05%
| 4o/o

2l%
| OYo

| 0o/o

t2%

7.6yo

o4%
l3%
2 0o/o

| oyo

t0%
| 0o/o

7 60/o

0.2%

I lo/o

2 00/o

l2%
09%
0.70/o

O 8o/o

| 3o/o

+{

% Adjusted Working Capitet

Notes'

(s 8%) (4.e%) (s 6%) (s 0%) (4 7o/o) (4 s%) (s 2%) (s t%) (4 7%)

NA rndrcates not avallable or not apphcable
a Defened tax asset and notes recelvable reclasslfied as non-currenr assets
bLegalsettlementsreserve'non.curTentfederallncometaxespayableandlmparnnentIeserveforbondsandSIVsreclassieda

account whlch ls recorded to offset seasonal dlfferences but does not represent a tue habrlrtyc Annualized where applicable
d Based on20l I histoncalworkrng capltal levels.

m
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EXHIBIT 7

BLUE CROSS BLUE SHIELD OF MONTAI\A.INC
EARNINGS ANALYSIS AND ADruSTMENTS

Fiscal Year Ended December 3l 2007 2009 2010 20tr
LTM

06t30n2

Revenue
Claims Incurred

Operatine Expense Adiustments
Operating Expenses

Less: Depreciation Expense"
Less: Non-Recurringltemsb
Adjusted Operating Expenses

Other Income (Expense) Adiustments
Other Income (Expense)

Less: Income @xpense) from Non-Core Assetsc
Adjusted Other Income (Expense)

Deoreciation Exnense Summarv
Depreciation in Cost of Sales

Depreciation in Operating Exp.
Total Depreciation Expense

Notes:

315 t,852

645,806

554,492

83,631

(3, l e8)

687,710
609,090

78,479

(3,733)

704,559
640,095

79,098
(4,487)

0

750,1E5

682,899

71,928
(5,140)

6,276

E 14,876

744,091

71,367
(3,230)

0

867,242

799,250

74,918
(5,lel)

0
80,748 76,597

r7,146 6,004
(9,515) (3,314)

74,611

7,lg3
(4,106)

73,065

10,209
(4,850)

68,137

8,160

(3.806)

69,727

5,847
(3.409)

7,631 2,690 3,077 5,360 4,354

00000
3,198 3,733 4,487 5.140 3-230

2,438

0

5.191
5,140 3,230 5,191

Figures are as reported in financial statem€nts unless noted.
NA indicates not available or not applicable.
a. Reclassified
b. Expense reimbursements from discontinued Medicare administrative contracts are deemed non-recurring.
c. Non-core asset operating income and expenses are removed, as the non-core assets are added back to the income approach value, per Exhibit 15, the

bulk of which is shown in the line item'investment income - subsidiaries.' See Exhibit 5 for a list of the non-core assets.

3,1 98 3,733 4,487

+o m

lo
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EXIIIBIT 8

BLUE CROSS BLUE SHTELD OFMONTANA, INC

Average Wtd Avg
FY07-ll FY07-ll

Sales'

Cost ofSales"
Gross Profit
Operahng E4renses

Operatrng Expenses"

Deprecratron Expenseu

Op€ratlng Income

Other Income (Expense)

Other Income @xpense)o

Amortrzafion Expense'
Eamrngs Before Interest & Taxes (EBIT)

Interest Expenseu

Pretax Income

lnco me T 
^x 

(E/J e c I t v e Ra t e )n
Net Income
Add Depreclahon & AmortEafion
Gross Cash Flow

Debt-Free D.te:
Eamrngs Before Interest, Taxes,

Depreciatron & AmortEahon (EBITDA)
Less Depreciatron & Amortizatlon
Eamlngs Before Interest & Taxes (EBIT)

Income Taxes on EBIT (Eflectne Rate)b
Net Income (Debt Free)
Depreciatlon & Amortlzation
Cash Flow (D€bt Fr€e)

Capltal Expendltues

N)tes:
NA mdlcates not avalable or not apphcable,
a Adlusted as shown rn Exhrbrt 7
b At state and fedenl corporate lncome til rates, based on a hypothetlcal buyeils expected tax rate.

645'806 l000o/o 687,710 lW0o/o 704,558 100.0% 750,185 l00O% 814,876 lOO}Yo 867,242 tll.yyo
s21.,!2.4. 8.1.2Y1 699,0,80 88 4o/o 640,08s m so/o 682,899 9t oo/o 144,0sr sr.3o/o 199,2s0 gz zyo
91,314 14 lo/o 19,630 11 6% 64,473 92% 61286 90"/" 70385 e',t"/, 67.993 7 8%

80'748 12 5o/o 76,597 1l lyo 74,611 l0 60/o 73,065 9 7o/o 68,137 8 4o/o 69,727 t}o/o

2,!29^ 9 lYo. 3,,733 0.5% 4,487 0.6% s,r4o o 7% 3,230 o.4o/o s,rer 0 6%
7,369 t ryo (701) (0 to/o) (14,625) (2 t/") (l1,9l

7,631 | 20/o 2,690 o 4yo 3,077 0 40 5,360 oTyo 4,354 0 syo 2,438 03%o

0 00% 0 0.0% 0 00% o :qo% o 0o% o o.0o/o

_s 0.0% 0 0o% o 00yo o oo% o o.oyo o \oyo

,5,?0_-9 38.7ro 76s 38:5.ry O 0.0% o 0.096 t,4st 38.5% O 0.0%
9,191 l4yo 1,224 02% (t1,548) (1 6%)

.2J2^9 I|Y-? 1,!3-3_ g syo 4.4s7 0 6vo s.t4o o.7o/o 3.230 O 4o/o s,rst o 6vo
t2,389 t 9o/o 4,958 0 70/o (7,061) (l 0o

18,197 28o/" s,723 }syo (7,061) (t}o/o\ (419) (otv,) 7,002 og% ?M olyo
.1,!2^9 91Yl 3.733 9 lYo a,a87 0.6% 5.140 0.7% 3.230 o 4o/o s.rer 0 60/o
14,999 2.3o/o 1,990 03% (ll,54s) (16,/

2.80-^9. 38;7y.o, ,7qs 38 s% 0 0.0% o 0.0% t.45r js.5% o 0.0%
9,191 t 4o/o 1,224 02o/o (tt,548') (l
.2,!29 I 2o/-9. 1.73.3- 0- 2y1 ,4,487 0 6o/0 s,t4o o.7o/o 3,230 o 4% s,rsr 0.60/012,389 t 9% 4.958 0 7./. (7 d6

3,904 0 60/o 10,306 | 50/o 6,735 | 00/o 2,487 0 3yo 5,461 0 7% NA NA

l0o0o/o IOOOYI

89 5o/o

lO 5o/o

lO 5o/o

06%

90 40/o

9.6o/o

9 8o/o

0.syo
(0 s%)

0.70h

O 0o/o

O.1Yo

00%
0 1o/o

23 I%
Qrn

0.6%
O 5o/o

(0 87")

O 6Yo

0 Oo/o

(0 2o/o)

O Oo/o

(O 2o/o)

20 5%

@
0.5%
0.2%

o.70/o

0 60/o

0l%
23.1%
(0 lo/o)

o.6vo

o5%

08%

0.4%
05%

(02%)

20.5%
(o.3Y")

O 5Yo

Oz%oE

O 7o/o

s
\0 mx

=
=



Exhrbrts

Avarria
Year 3919_

6 5v.

NMF

73%

MaIn

Growdl NA 650/0

NA (8670/0)

NA (680/.)

2 4v.

NMF

0 0v"

86%

NMT

5 3./"

NA 60v.'
NA (2e2%)"

NA | 30/o "

NA

NA

NA

t.9% ' 4-3%'
NA NA

3.9% ' 2.6%'
Inome Grorrth

Asser Growth

Profit
bng Profit
Proit

t4 t%
tl%
23%

tl 504

(ot%)
o 30/c

920/o 9U/o 81./o 78yo
(2 tv,) (t 5%) (0 rvl (0 8%)

(r 6%\ (o v/o) o 5o/o (o 5%)

t0 svo

(0 5%)

0 to6

NA
3.3%

3.2%

29.6% 27.2%

t0.tot t.3%
9.201 7.7%

to Asb
EBIT Mrgil'
D€bt-Fre. ReM on Assds'

Prctu to EBIT'
Prctax ReM on Assts

Asscts !o Equty'
Plctd Rrtm on Equty

3.4 0.6

t.t% t0.I%

6.t% 4.t%

0.t5 0.t7

=a225 4.73

-IIT 
I

28 32 33 32 33 13 32

23% (t 6%') (07/o) (05%') oty.
65Vo 0f/6 (5 4%) (24%) | syo (t 7o/o\ 02yo

IOO IOO NMF NMF IOO NMF IOOrc-iMffiffi.-----Ercre
273 302 29t 289 291

t7 7D/o 280/. NMF NMF 4 6V" NMF a 4v6

0,3

8.3%

3,5%

0.90a
4.31

@

b Nct Flxed Assets

to Worhng Caprul
to Adjusled worlong Cryrt8l

(15 8)

(17 l)
201

282
(le 4)

(20 4',t

264
(14 8)

(r7 7\

202

356
(t57)
(20 l)
l9 5

353
(17 3)

(2r l)
t94

390
(r8 8)

(22 1\
t92

323
(16 8)

(le 3)

19 I

70.3

17.1

12.2

22.5

39.1 4r.3
6.6 6.E

r|.e Q3.0)
17.6 14.6Reccrnble Tmover

rt Rrno
Rato

06
o2

07
0l

05
0l

06
o2

06
0l

06
0l

06
02

1.4
t.3

2.4

t.2
1.3

0.6

Woflh 47 4yo

1 to/o

45 30/o

0 0v.

46 4yo

0 00/o

45 g%o

0 0./o

44 0y.

o v/o

4t 4vo 458V.

00vo | 4vo

39.1%

25.t%

28.0%

24,4%

22.7%

25.1%Iem Dcbt to Totrl Caprbl

Notes

Ratros are mudzed uhq. apphcable, md b6ed on GAAP reponmg

NA rndrcats rot svulable or not spphqble
NMF rndl@tcs not Bcurgftl, EBIT equals eMmgs b.fo.e mterFt dd fr6
* NNCS 524114 - Drrect Health ed Medrcal lNuscc CmeB 8d sals of >$25M

a Esfimdcd RMA ratros

b Compoud mual grc$dr rats
c Frvc-ycd @nrpoEd mual gowh rate
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Exhrbrts

BCBS of SNLPeer
Montana, Group -

Inc." Averaqeb

204,647 185,407

$ 275,974 $ 293,708

$ 145,198 g 134,260
s 130,776 $ 159,448

s 562,275 $ 556,927

s 520,27s $ 504,035

$ 47,387 $ 42,970

$ (5,388) $ 10,696

$ 9,03r $ 10,591

$ (44e) $ 665

$ 4,140 $ 20,794
$ 3,137 $ 16,740

92.5o/o

8.4o/o

l.6Yo

0.7o/o

0.60/o

4.2%

l.lo/o
2.2o/"

tOr.0%

7.3%
7.V/o

585.1o/o

2.4o/o

2.2%

90.5o/o

7.7o/o

1.9%

3.7Yo

3.0%
3.9Yo

5.8Yo

10.7o/o

97.3o/o

6.60/o

6.70/o

17.60/o

r0.0%
7.8o/o

EXHIBIT 10

BLUE CROSS BLUE SHIELD OF MONTANA, INC
HISTORICAL FINANCIAL RATIOS - STATUTORY BASIS (9000's)

Selected Financial Dete:
Total Health Enrollment (Members)

Total Assets

Total Liabilities
Capital & Surplus

Net Premiums Earned

Net Claims & Claims Adjustment Expense

G&A Expenses

Net Underwriting Gains

Net lnvestment Income
Net Realized Capital Gain / (Loss)
Pre-Tax Operating Income
Net Income

Prolitability Memures:
Claims / Premiums Eamed
G&A Expenses / Premiums Eamed
Invesfinent Income / Premiums Earned
Pre-Tax Operating Income / Premiums Earned
Net Income / Premiums Eamed

Net Yield on Invested Assets

Efliciency:
Retum on Average Assets

Retum on Average Equity

Combined Ratio:

Growth Rates:
Direct Premiums Written Growth
Net Premiums Written Growth
Pre-Tax Operating Income Growth
Cash & Invested Assets Five-year CAGR
Capital & Surplus Five-year CAGR

Notes:

a. Based on the Company's 201I Statutory results, per SNL Financial LC. The
figures reflect the Company's and Peer Group's fully insured line of business.

b. Per SNL Financial LC, as of December 31, 201 l. See Exhibit I I for selected peer
group companies.
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Exhrbrts

EXHIBIT II

BLUE CROSS BLUE SI{IELD OF MONTAI\IA. INC
SELECTED PEER GROIJP. STATUTORY REPORTING BASIS

Company Name Business Focus
Geographic

Focus
Year

EstablishedState

Allegiance L&H Insurance Co.

Blue Cross & Blue Shield ofNE
Blue Cross Blue Shield of WI
Blue Cross Blue Shield of WY
Coventry Health Care of IA Inc
Coventry Health Care ofNE Inc
HCSC Insurance Services Co.

New West Health Services

PacificSource Health Plans

Regence BCBS of OR
Regence BlueShield of ID Inc.

Wellmark Health Plan of IA Inc
Wellmark of South Dakota Inc.

Comprehensive Health

Comprehensive Health

Comprehensive Health

Comprehensive Health

Comprehensive Health

Comprehensive Health
Health - Other Focus

Comprehensive Health

Comprehensive Health
Comprehensive Health

Comprehensive Health

Comprehensive Health
Comprehensive Health

West

Midwest
Midwest
West

Midwest
Midwest
Midwest
West

West
West

West

Midwest
Midwest

2006
r939
1939

1976

1986

1987

1958

1998

t939
t942
1946
r997
r996

MT
NE
WI
WY
IA
NE
IL

MT
OR
OR
ID
IA
SD

Notes:

a. Per SNL Financial LC, as of December 31, 201l.
b. The companies included in the Peer Group analysis were selected based on their Business Focus and Geographic

Region. The companies may differ from BCBSMT in certain ways but are considered reasonably similar, and

representative ofthe health services and insurance industry.
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EXHIBIT 12

BLUE CROSS BLUE SHIELD OFMONTANA, INC
INCOME APPROACH. DISCOUNTED CASH FLOW ANALYSIS - ($OOO)

Adjustcd' LTM Projccted* projcctedr projcctcd. projected* projectcd
Forccast Ycar

Sales

Cost ofsales - Excludmg Dep
Gross Profit
Operagng Expenses:

Operating Exp - Excluding Dep
Depreclatton Expense

Opsafing Income
Other Income (Expense)'

Other Income (Exp ) - Excludrng

Interest & Amortrzanon Exp "
Amoriutron Expense

Eammgs Before Interest & Taxes

Income Taxes on EBIT"
Net Income (Debt Free)
Deprecra[on & Amortlzatron

Cash Flow (Debt Free)

Adl Workrng Caprtal Changesd

Caprtal Expendrtures'
Frtr Cash Flow (Debt Free)

814,876 867,242
7U,09t 799,250
70,785 67,993

941,243 880.071 949.482

Residual

1,088,064 r,120,706

2012 t4 2015

7
87, l9l 93,461

73,3 l I 78,420 81,323 94,023 98,724 101.685

4.941

3,230 s,t91 s,634 5,600 6,421 7.449 8,3 t4 9,102

68,137

3-230
69,727
5 t9l 2,q2!-. s.,600 6,42t 1,ue s,3r4 sJo2

(3,610) 3,t71 (277) 7,764 7,660 73n(582)

4,354
0

(6,92s)

2,438
0

3,772 (4,487)

t,451 0
2,321 (4,487)

5,065 5,165 s,665 5,949 6,127
000000

4q? ?,1q1 1,880 5,18e 5,260 5,20e
782 5,069 3,008 8,240 8.349 8169

5,551

NA

NA

704

NA

NA

6,416

6,000

10,669

Q,90,4)

9,429 15,689 16.663 l7,371

3,295 4.t20 2,460 1,550

NA NA

-

Caprtalo 47o/o 4 syo -47% -4.7% 47o/o 47o/o -4.7yo -4
-$ 1,783) (45,079\ (49.198) (51

Crowth 8 60/o

91.3yo

8 7o/o

I 4o/o

o 50/o

0 9o/o

0.4o/o

NA
92.2o/o

7.8Yo

I 0Yo

0 3o/o

0 tv.
0.6%

-0.s%o

l5 5%

920v"
E.0v"
180
0.5Yo

0.7%

06%

-6 5%
90 to/o

9.90/o

8 90/o

0 60/0

t6%
06%
09Vo

7 9o/o

X) 2'/o

9 8y;o

9 2o/o

0 5o/o

| 2o/o

0 7o/o

0 5o/o

9 lo/o

89 5yo

l0 5010

9 lo/o

0 5Yo

20%
0 1Yo

50%
89.s%
l0 s%
9 loa
0 5o/o

20%
0 804

13%

t

89

l0
9
0

2
0

ofSaleVSales
Margtn

Expense/Sales

Income and Expense/Sales

Margin

0

Tax Rate 38.sy, NA 38 50/o 38. 387%

Notes

NA rndicates not avallable or not apphcabl€

' Based on management's proJec0ons though 2015
a AdjustedperExlubit8
b holected other income excludes non-core asset related income. See Exhlbrt 5
c At state and federal corporate rncome tax rates, based on a hypothetlcal buye/s expected til Iate
d Requred working capital level per Exlubrr 6
e Projected recumng capltal expendltures, excludrng addlbonal non-reqnnng upgrades per Exhrbit 13
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Exhrbrls

EXHIBIT T4

BLUE CROSS BLUE SHIELD OF MONTANA, INC
DISCOI.JNT RATE AND CAPITALIZATION RATE ANALYSIS

Wciqbtcd Avcresc Cost of Ceoitel (WACC)

wAcc=( D/ x IQ x (l-T) )+( vV x K )
llJggg=( 25 lo/o x 51o/o x 61 4yo \+( 74.9% x 19 lVo \= 15 1%

where'

WACC = werghted average cost of caprtal

D/V = ratro ofrnterest beanng debt caprtal to total rnvested caprtal
E/V = ratro ofequrty capital to total mvested caprtal (= I - DA/ )
Iq = cost of interest bearrng debt caprtal

K = levered cost ofequity caprtal (see CAPM equation)

T: margmal tax rate

Crnitel Assct Pricinq Modcl (CAPM)

K"= & +( Br

K.= 2.4% +( I 15

Notes

a

a

b

x&)+&
x 5 0Yo )+ 6.0%

25 1%
'74.9%

st%
t9 t%
386%

+Il"
+ 5 0o/o t9 t%

and

Br= Bo x(
Br= 095 x(

100 +( (1 -T) x DIE ))
100 +( 614% x t35% ))= I 15

where:

IQ = Ievered cost ofequrty caprtal

Br = Ievered "beta"

Pe = rlsk fiee rate

Bu = unlevered "beta"

R. = equty nsk premium

& = smat stock r$k premlurn (Srze Premrum)

R" = sub;ect company nsk premrum

D/E = ratro of lnterest bearing debt capital to equty caprtal

Cenitrliz:tion Rrtc

c:(wAcc - c )
c=( rst% - 30% )= r2t%

where'

C: capitaluation rate

WACC = werghted average cost of caprtal

G = growth rate lnto perpetulty

Notes:

2 4o/o

095
50%
60%
5.00/o

33 5o/o

d

e

I

h

a Industy caprtal structure based on the medran debt to MVIC level ofthe publicly traded gurdehne companres, per Exhibrt
I 6 Thts reflects the rndustry average capltal stucture, not the Company's hrstorrcal capltal structure, as a potentral
rnvestor ln the Company may alter rts hrstorical caprtal structure gorng forward

b Based on Moody's Baa rate, as ofthe date ofvaluatron
c. At state and federal corporate lncome tax rates, based on a hypothetical buye/s expected tax rate
d U S. Treasury Constant Matuntres (20-year) as ofthe date ofvalue
e. Based on the medtan unlevered beta fiom the pubhcly traded gurdehne companles, per Exhrbrt 16

f Ths represents the premtum demanded by lnvestors m equty secuntles over and above the rrsk free rate
g Thts represents the premtum for stze demanded by mvestors ln small caprtalEatron stocks over and above the

premrum demanded by equlty lnvestors, as determrned by the Duff& Phelps 201 I regresslon
h. Estrmated addihonal nsk premrum that would be demanded by rnvestors rn the sublect Company
r. Estrmated growth rate of free cash flows mto perpeturty for the sub;ect Company

15 l% See above
30%
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Exhrbrts

EXHIBIT 15

BLUE CROSS BLUE SHIELD OF MONTANA, INC
INCOME APPROACH - DISCOUNTED CASH FLOW ANALYSIS - ($OOO)

Projccted Projected Projccted Projcctcd Projccted
Forecrst Year Endins Decembcr 31 2012 2013 2014 2015 2016 Residuat

Free Cash Flow (Debt Free)

Less Srx Months Eamed

Resrdual Captahzatron Rate

Future Value ofFree Cash Flows

Number of Perrods Defened
Present Value Factor

Present Value ofFree Cash Flows

4,77t 6t'7 5,013 11,393 10,286 9.819
(2,386)

2,386

t2 l%

2,386 617 5,0t3 11,393 10,286 81.148

025 100 20 30 40 40
097 087 075 066 057 057

2303 s36 3J84 7,n1 s,861

Present Value ofFY 2012-2016 Free Cash Flows 19,955
Present Value ofResrdual 46,238

Less. PV ofAddrtronal Caprtal Expendfures" (20,542)
Indrcated Total Enterprise Value 45,351

Less. lnterestBeanngDebt 0

Indrcated Equrty Value 45,351
Add FMV of Non-Core Assetso 80,055
Concfuded Surplus Valuc - Incomc Approach _125,40!_

Notes.

a Present value of addrtronal non-recwrlng caprtal expendrtures and related tax savmgs from depreclatlon. See Exhrbrt I 3

b Per Exhrbrt 5
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EXHIBIT T6

BLUE CROSS BLUE SHIELD OF MONTANA. INC
COMPAMBLE PUBLIC CO"'O* O

Date of Value 6lml20l2

Trodine Datd:

Lrst Sdc '/. ol 52 o/. oI 52 Eff. Ter B.t. Adj Ud€vcr.d
S&P LT
C..dit

Wcck Yr Vol 3 Mrtl Vol 5 Yr BGtr BcL
Cr.dii
tiri D.tI cvH

2 WLP
3 I.'NH
4 AET
5Ct
6 AMIC
T IHC
E CIA
9 AFL

l0 cNo
II TJNM

12 SYA

WellPomt Inc
UnfedHe.hh G.oup Incorponied
AetrE Inc
Crgm Corp
Amen@ Independen@ Corp
Independence Holdrng Co
Cltlzens lno
AFLAC Inc
CNO FrMcul crcup, Inc
Unum Grcup
SymdB FrMctal Co{pdon

Medrm
M@
lsl Quarltle
3rd Qudle

r.lYsE t63 79 79% \3yo 402% 320./0 23 5% 0 94 027 33y" 097 013 NA
0

NYSE $5t 50 96v. l42o/" 46 2% 29 4% 20 4vo 0 90 o 26 3sv. 0 94 0 t3 NA
t'IYsE $38?7 160/. 116% 43f/. 346o/. 2s3o/. t2t 040 36% l 14 095 NA

610% 379%

t9 t5 gto/. t59% 61 90/" 47 oo/o 4t 3./. I 49 o 25 t3% t32 Iil NA
S9 ?5 t56/. 164% 47 8% 42 ('o/" 4a 6Vo o 67 0 09 23n/o O i9 o 79 NA

NA
NA
NANYSE $4400 t3% tt3% 52s% 2sty. rs9./. I 31 041 t4vo | 25 0 9t BBB 3^tD0[9

NodaqGM $5 00 slvo l47o/o 6t 6% 40 t% 7o tv" 0 56 0 05 2v/o 0 i3 o 73 NA
NYSE
NYSE

NA
NA
NANYSE 14259 t1o/o 136'/. 5r4o/a 4l9o/o 32so/" t t2 055 34"/o I 53 I 35 A- tz3nols

$? t0 9s6/o l6sy. to5 4% 42 6% 3S O% 2 52 0 3 | t% t97 076 NANYSE $1913 72% t04% 452% zsg./o 235% t64 059 6% I 41 094 BBB- 7^7n00t
z8% I 14 096 BBB ltllt/2oorNYSE {t262 92"/o t67% NA 395./. 309y. t2l 044

1054% 470% 70t/o 252 060 37y. |97 I35
40 2% 24 3% l8 0% 0 56 0 05 to/. 073 073
496% 379% 293% l3r 040 33./o t2s 095
5570/. 163% 127% I 36 037 2Eo/. t24 0s7
45 0% 29 9./" 23 50/o 0 94 o 26 280/. 097 o7s
61 20/. 4t 9% 3t |yn | 64 0 54 340/" I 4l t I I

SiE Doto:

Ma\
Mm

2 WLP
3 I,JNH

4 AET
5Ct
6 AMIC
T IHC
r ctA
9 AFL

l0 cNo
II IJNM
12 SYA

Covcnry
WcllPotnt Inc
UnrtcdHe.lth Grcup lncorpoated
Aetna lnc
Crgna Cory
Amencil hdependence Corp
Independence Holdtng Co
Clnan! Inc
AFI,AC lnc
CNO FInacral Greup, Im
Unum Grcup
SlmeiB Ft@cEl Corpodlon

Md
Mm
Medra
Mem
I st Qudle
3rd Qumle

l2aln0tl 3Btn0t2 $4t 4 J4l 4 Stt 6
tu3tn0tt 3Blt20l2 tt77 2 tX25 9 $415 E

NA 1950 Sl40t 143 s55

Nea hcore

l2l3lDotl 3Btl20l2 s60.6907 $73,5447 $103,7120 $lo9,s9t3 $2s.s560 972,6900 tr,l260 J9,3330 39.6196 $4,2458 $5,1S40lzall2ott 3Bll20l2 313.4687 $17,59?0 $34,30?r t35.541 I f10,29e0 S39,3361 S3,ls03 t3,7964 93,26lr $l,64rt Sl,9l07t2t3ll20tt 3Bln0l2 gl2.6t6l $17,915t $23,3750 $2r.46tt $t,56t0 $52,7t50 Sl,t672 52,4070 t2,sr74 $1.0762 $1.2s50

NA
NA
NA
NA
NA
NA
NA
NA
NA
NA
NA
NA

NA $l 9 527
NA t03 $ll7tusvzvtt 

'ruzutt tttl2 t7259 $415E NA $2803 31,3644 $2t $291
t2r3t/20n 3Btn0t2 $4t17 N4t72 t1959 $2013 t2512 $l.106t fl67 st4!l t25l 2 $1.106 I $167 $t49w6tt r46tz rl96y sz0ll 12512 $l.l06t $167 $t49 NA St4 $t3tu3tn0tt 3Btl20l2 $19.9163 124,0763 !23,2t50 52s,2593 $13,6430 $il5,5520 $2,1094 $3,?915 S5,95t0 $1.7366 J2,3600ta3lnott 30ll20l2 $1.8661 $4.8702 14,1993 t4,2002 $4,6330 $33,0462 J7563 5s652 $7493 ($1129) 53962.l2l3taoll 38ln0r2 s5,46t3 $t.4245 $10,3262 $10,4463 gt,r799 S59,571r Sl,l?s7 t4630 $l,t27o $6413 52257t2Btaott 3RtD0t2 st,7422 32.191 4 t2,050 9 $2,059 r S3,154 7 t2t.5441 t247 6 t35t t

13 TMK Torchmark Com l)tlrDitr ltathnti (r oz o
NA St43 6 $22t s

s60,6907 t73,5,f47 1103,?120 $109,89t3 $28,t560 $115,5520 $8,1260 $9,3330 $9,6196 $4,24is t5,lr40s4l4 $414 Stt6 f2013 $950 Sl40E $2r $55 t7493 (fll29) t27
14,9169 $6,1263 ft0,3262 St4,t534 S4-7027 t33,0462 $r501 $9493 52,9174 $4S39 $5364

$11,3205 $14,8392 $21,4934 $25,8313 $3,466S $37-1066 $1,92t6 $2.1519 S3,3952 $t,0420 $l,l7rtst,7422 $2.1914 12,0509 $3.1574 $3,1547 t9,0l7r 12476 t35rr $t512 slt4 $2215fl3,45t7 $17,9151 123,3750 $32,0046 $10,2990 S52,7S50 $2,t094 $3,7915 $4.5734 $l.64rr $1.910?

gr{

Notes

Soure Caprtal lQ' In Epoftd mrlhons. e\ept per shre dda FrMcEl statement dah rs per fiLngs 6 ofthe date ofvalue
Unlevercd Beb = levercd Beb/ ( | + ((D/E) * (t - T)) + pcflE)
lvfvlc = Ma*d Caplhhaton + Tobl Debt + Tobl prcf€red Equty + Mhonty InGre$
CY = Calendd Year m

f
9-



EXHIBIT I7

BLUE CROSS BLUE SHIELD OF MONTANA, TNC
COMPAR/\ LE PUBLIC COMPANY ANALYSIS. GAAP BASIS - (SMM)

Date ofValue 613012012

Tndiae Muhipl6:

Tickcr N.m. LTM cY2012 cY2ot3 LTM LTM LTM LTM LTM cy20l2 cy2ol3 LTM cy2ot2 cy20l3 LTM

2 WLP WcllPoht lnc
3 UNH
4 AE-T

5Ct
6 AMIC
T IHC
r crA
9 AFL

l0 cNo
lt trNM
12 SYA

NA NA E5r 123\ 04\ 06\ 051
l23x NA NA 77x 98x 07x 09x 05tr
723\ 637\ 629x 452x 502x l9r 2l\ 25x 24\ 23\ 32tx

9l\ Et\ 85\ 57r 77r 061 06x ll\ ll\ lOx 6l\ NA 65x
15* ltx l7x l7x 70x 72\ ?lx 7l\

Pric. to Err.irts

Prrca to
Mrrkct Crp Mirk t C.p Trrgiblc

/EBT /G.osCF Pn..toBV BV MVIC / Totel Recrre MVIC/EBITDA MVIC/ EBIT

93\ t2x 75x 54r 66\ 09\ llt\ 05x 05x 05x 63x 6tr 66x 72x
126\ ll7\ l05x 76\ l0ox 2k NM 07r 07x 061 79! ?61 7lx t6x
74\ 77x 69\ 43\ 59r 13\ 42x 05i 05r 05\ 46\ 54x 52x 53\
99x 8lx 73x 64x 83x l5x 62\ Otx 06x 06{ ?4\ 6l\ 57x tlx

13 9r

UmtedHe.lth Grcup Incorporated
Aeha Inc
Crgna Corp
Amench Independen@ Corp
lndcpodene Holdmg Co
CltEns lnc
AFLAC Inc
CNO Frmoal Greup, Inc
Unum Greup
Syfreh FlMcEl Corpo6uon

NA t5x
NA 90x
NA 452\

t9x 65i 621 55x 76i 15\ l5x t0\ lO\ 09\ 641 40x Jr\ 65x
93\ ll5\ 99\ 46i 22\ 04\ 04\ l2x 12\ l2x 50r 65x 62x 94\

3t0x 62x 56\ 22ax lE4x 07x O?\ 0t\ Oti Otx l82i 46x 45r 22lx

NA
NA

NA
NA
NA

NA 75x
NA ?tx

Cout
Mar
Mh
Medld
Mem
lst Qumrle
3rd Quartrle

ll

52x
ttx

t3 9\

ll5\

lt
52 9\
56x
t5\

9t\

l3
50 2r

t3\
l2 0x

l0 0x

t2
ll8r
04\
l5x
28\
07\
3Oa

Price to
Tngiblc

74x
99\

t7 2\
92r

12 6r

l3
45 2\
43\

l0 5\

l3
2t\
04\
lOr
ll\
07r
t)\

05x
0tx
09\
05\
I lr

ll
24r
04x
08\
l0Y
06\
I t\

l3
32 8x
45x
70\
95x
63x
7tx

9

40\
65x
62\
54x

t2

45 2x

8lx
ll6\
7lr
90\

NA
NA
NA
NA
NA
NA
NA

NA
NA
NA
NA
NA
NA
NA

M.rkci Crp Mrrket Cip
PricctoErrrrr3s /EBT /GrosCF Pric.toBv BV MVIC/Tot.lRecrcc MVIC/EBITDA MV|C/EBIITi'k'r Nem LTM cY2ol2 cY20l3 LTM LTM LTM LTM LTM cyzolt cy2ol3 LTM cym]r- cy20l3 LTMii

2 wLP wellPorntlnc l9o/. tg% t9% rgo/o rgya rgo/" lg% lg./. rg% rg% rg% rg% rg% tsvo3 UNH umtedHealth Grcup lncorporated 34yo 34yo 34% 34"/o 34% 34Vo 34% 34o/o 34o/" 34yr 34vo 34"/" 34% 34V"4 AE'r Aebalnc l7y. lly" l7% t7% l7o/o r7o/o 17% llya rly" l7o/. rTyo 17"/. 17% l7%5 cl crgna cory 2lo/. 2to/" 2r'/. zlo/. 2ro/o 2l% 2ro/" 2ro/" zr% zr% ztyo zr% 2r% zrvo6 AMlc Ame.rcd Independen@ corp -9y" -9% -y/" -9yo -g% -9./o -9o/o -g% -9./. -g% -gv. -9% -go/" -9"/o7 IHc Indepmdence Holdrng co 17"/. 176/o t|yo rTvo r7o/o r7% r7o/. 17% r|v" 17% rluo r7"/. r7o/" r7%t ctA cir'ns lnc l5v' l5o/o lsy6 tsy6 rso/. rs% rs% rsyo r5"/" r5o/" rsv6 rsyo rsy" 15%9 AFL AFLAC Inc 38% 38o/" 3E% 3ao/. 3t"/. 3Ev" 3s% 3to/o 3sy" 3t% 3t% 3ayo 3ty" 3avol0 cNo cNo Fmechl Group, Inc 06/o oy. o% oyo 07o oyo o% o% oo/. o./. oy6 o% oo/. 0"/oll UNM unumc'oup 22o/" 22'/. 22% 22v. 22"/" 22"/. 22% 22o/, zzo/, 22% 22yn 22% 22% zzyo
12 sYA Symem Fhilcral Corpordron |vo 2Yo 2% 2% 20/. z% z% 2vo 2"/" z% 2"/" 2% 20/o 2"/.

trlo mx
J
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EXHIBIT I7

BLUE CROSS BLUE SHIELD OF MONTANA, INC
IqI4PAMBLE pUBL|C COMpA!.ry ANALYSTS. cAAp BASIS - ($MMl

Adia d.d Tradin e Ltt Aipls :

M..l|t C.p M.rLa C.p
/EET /cr6CF

Trrgrblc
BV MVIC / Totel Rcvorc MVIC / EBITDA MVIC / EBIT

cYmr3

83x 77x 69K 50r 66r 14\ NA 05r 04x 04x 52x 50x 47x 57x62\ 64\ 5tx 36x 49r ll{ 35x 04x 04\ 04r 3E\ 45x 43\ 44x7ti 64x 5t\ 5lx 65x I2x 49! 05x 05x o5x 59x 49\ 45x 54r

BV
LTM

I CVH
2 WLP
3 IJNH
4 AET
5Cl
6 AMIC
T IHC
t CIA
9 AFL

l0 cNo
II UNM
12 SYA

WcllPornt Inc
UnrtedHealth Grcup In@rporated
Acha lnc
Crgna Corp
Amencm lndependene Corp
Independence Holdrng Co
Crtrzens Inc
AFLAC Inc
CNO Frnmcral Group, lnc
Unum Crcup
SlmetE Frmc6l CoDonbon

15 2x
l0 2x

NA 93x 134\ 05x 061 05x NA
NA

NA 82x
NA 65x

NA 93x
NA ?5X
NA 3t 4x

NA
NA
NA

l02x NA NA 64x 8tx 06x O7x 05\
6l4x 542x 535x 3851 4lix 16r ltx 2lr
55x 4{}t 3ti 34x 47x 09r 09x 06x 06\ 06x 39x 25x 24\ 40x93a ll5t 99\ 46x 22x 04x 04x l2x 12\ t}x 5Ox 65x 62\ 94x2951 4tx 44r l7t\ l44x O5i Oix 06x Odx 06x t4],x 36r i5x 173\

16\ ltx 2lr 2lx 20\ 279r'

tqr t6x t4x 56x 75x 05x O5x t0\ lOx lox 60r NA 63xI3TMK Torchmdkcom l2lx lo?x 9t\ ?0x 104\ l5x l6x 2or l9x 19\ 7t\ E0\ 7 .gx

13 fl ll t3 13 13 t2 t3 tt6l4x 542x 535\ 385x 4Z7x l6x 96x 2lx 2ly5Jx 4Ox 3tr 34x 22x 04\ 04x 04x 04x93x 77x 691 56x 75x 09r 13( 061 05r149\ l23x llsx 90x l05x 09x Z4x otx 09\7tr 64x 58x 46r i3r 05x 06x 05x 05\I2lx lllr 9tx 70r l04x l2r 33! l0{ llx

Counl
Ma\
Mh
Medle
Meil
I $ Quartde
3rd Quarlle

u139913
20r 279x 93x ttx 3t4a
04x 3tx 25r 24r 4Or
06x 60x 50x 41x 75r
09x 83x 55r 53r l0l\
04x 5lx 45x 43x 59x
I lx 79x 65x 62\ 93r

(tl
\o m

J
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Exhtbrts

EXHIBIT lt

BLT]E CROSS BLUE SHIELD OF MONTANA,INC
COMPARABLE PUBLIC COMPANY ANALYSIS SLJMMARY. GAAP BASIS - ($000's)

Adjusted Subjecl
Mcdian Numbcr Compeny Indicatcd

Valuation of Finencial Indicated Equity
valuation Ratios Retio Ratios Basis' value value Weisht

Total Surplus (Equity) Multiples
Price to BV 0.90x 13 75,349 67,814 67,814 O 0%

Price to Tangrble BV 1.26x 12 75,349 94,939 94,939 S0.O%

Price to 3 YR Avg BVb l.lox 13 75,349 82,983 82,983 0.0o/o

Price to 3 YR Avg Tangible BVb 1.28x t2 75,349 96,253 96,253 50 0o/o

Indicsted Surplus Value 95,596
Add: FMV of Non-Core Assets" 80,055
Conctuded Value - Public Company Anelysis 

-ifie]i-:

Notes:

a. For prlce-to-book multiples, the Company's book value of equity is adjusted to exclude its non-core assets, as well as

its $7.7m claim and case reserves liability which rs adjusted to $0 The adjusted bv of $87.6m = Sl27 .6m - 547 7m +
$7.7m

b. Cafculated using book values as of 6/30i2012, 12/31/2011 md 12/31/2010
c. Per Exhibit 5
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EXHIBIT 19, Page I of 2

BLUE CROSS BLUE SHIELD OF MONTANA, INC
MERGER& ANALYSIS - GAAP BASIS

I
2

J

4

)
6

AFLAC Inc. (NYSE:AFL)
Humanalnc. (NYSE:HUM)
National Financial Partners Corp. (NySE:Mp)
Great American Financial Resources, Inc.
AMERIGROUP Corporaion (NYSE:AGp)
Pacificare Health Systems Inc.
PacificSource Health Plans

Continental American Insurance Company, Inc.
KMG America Corporation
Balser Financial Corporation
Ceres Group, Inc.
AMERIGROLIP New York, LLC
American Medical Security Group, Inc.
Clear One Health Plans. Inc.

Industry Classilications

Health and Medical Insurance
Health and Medical Insurance

Health and Medical Insurance
Health and Medical Insurance
Health and Medical Insurance
Health and Medical Inswance
Managed Healthcare

r0/l/09
lt/30/07
2/22/07

8/7/06
v3/05

t2/t3/04
5t2t/t0

Caoital IO M&A Database

Notes:

a. Data provided by CapitallQ.

o\ m

J
=



EXHIBIT 19, Prgc 2 of 2

BLUE CROSS BLUE SHIELD OF MONTANA. INC

7900 700
20299 (414)

l3 20
478 9r t574

NA - 100 00 100 00
NA 7 04 t37 74 161 03
NA - 52t0 52t0
NA 262t 203 ls tts 71
NA - t26 00 147 00
NA 6492 44t 13 458 5t
NA 3 16 443E 5094

Tot.l Eqr*y
Eq.ig to Vdrc to

Nct Book TEV toTEV to
Roolc

TEV to
EBITI'A

740 3t
220 90

33 90
(0 2e)

l3x
08r
40r
04x
05i
06\
02x

22 9\

7lr

?l;
16 lx

69 t;

?8t

ti 3\
28 2x

NA
NA
NA

l0 9x
NA

l0 0x
NA

NA
0tx
NA
0tr
NA
t4\
09x

NA
0tx
NA

NA
05x
02x

NA
22Ox

NA
59x
NA
54\

t6 7\

NA
66 5x

NA
66x
NA
63\

29 2x

NA t000/"

4"/" 100y"
NA t00%
t6% t00./"
NA 1000/"

24% 100%
-4% 1006/.

0 ?91

0 99r

| 9l;
0 92\

Mar
Mh
Medrm
Mee

3

14 3r
12 9x

13 5x

l9r
08x
l0x

40\
02x
06x
llt

4
22 9x

ll6x
t3 3\

69h
78\

18 2\
2t 4\

Md\
Mm

Medrd
Meil

2

l0 9x
l0 0x

t0 5x
l0 5\

4
I 45x
0 76\
0 t9x
I 00\

4
0Ex
02\
04\
04x

4

22 0\
54x

lt 3\
12 5i

4
66 5x

17 9(

m

J
=

Adjrstcd Rrrior
Totr| Eqrrty

Eqity to Vrhe ao

Net B@k TEV to TEV to TEV to

Croibl lO M&A Drrrbc

o\
N



EXHIBIT 20

BLUE CROSS BLUE SHIELD OF MONTANA,INC
MARKET APPROACH - M&A COMPARISON, GAAP BASIS - ($OOO)

Subject

Sclected Company

Valuation Number of Financial Indicated Subtract Indiceted
Valuation Rrtios Ratio Retios Basis. Value Debtb Equitv Value Weisht

Total Surplus (Equity) Multiptes (Latest 12 Months):
Price to Book (LTM)

Indicated Surplus (Equity) Value
Add: FMV of Non-Core Assets"

0.89x 4 75,349 67,192 NA 67.192 100.0%

Concluded Surplus Value - Merger & Acquisition Analysis

Notes:

$67,r92
80.055

147,247

* Data provided by CapitallQ, on a GAAp reporting basis.
a. For price-to-book multiples, the Company's book value of equity is adjusted to exclude its non-core assets, as well as its $7.7m claim and case

reserves liability which is adjusted to $0. The adjusted bv of $87.6m : $127 .6m - $47 .7m + $7.7m
b. For Total Equity Multiples: not applicable (NA), for MVIC Multiples: subtract interest bearing debt.
c. Per Exhibit 5.

o\
(l, m
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Exhrbils

EXIIIBIT 21

BLUE CROSS BLUE SHIELD OF MONTAIIA, INC
RESIDUAL INCOME APPROACH, GAAP BASIS - ($000's)

Notes

Adjusted Book Value of Surplus (Equity)
Plus: PV of Residual Income
Concluded Surplus Value - Residual Income Approach

Notes:
* The residual income approach relies on the book value ofequity plus the present value of

future residual income, where residual income is eamings in excess of the required return on
equity.

a. See Exhibit 22,Page2Of 2forthe adjusted book value of surplus.
b. See third party analysis performed by Actuarial Services & Financial Modeling, Inc. as of June

30.2012.

t46,557 a
+ 11611 h
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Exhrbrts

EXf,lElT 22, P.g. I of 2

BLI]E CROSS BLUE SEIELD OT MONTANA, INC
ASSET.BASED APPROACH ANALYSIS. GAAP BASIS (IOOO) TOTI SSM

EmkVrhc'
05B0ltz

136
4295

39,260

t,026
3,770

15,4t5
51a

8,442.

21,5n3
I,132
03J
t31

1,33E

1,169

2,875
0,153

961
3J0

2,6E8

8

25

358

261
2,546

t2,482
t5,221

308.23n

Adj$d
Adirffit 8mL V.lr. NoE

GcrdlAek
Carh
llcalth Rcewebles - Prcmm P&lscd
H.allh C@ R@8bLs . Olh.r Hc.lth
Mcdre fuskRr|tlsl|raE RcMblc
RFeabl6 aoa Am[.6
Otid !6sc[rDs Rar&ls
DNdcills & l&d Rccveblc
Dafcrd Tes
NoEs Rccepable
Prcp3d Er?cet

Pnpc6t, Plilt & EqrbDrt (Nd):
Cral Fals - Lar4 B!il&trg & Iqrcvcmtu
Fulcr - Lan4 Buldug & lrqm@
Psk Avc - Lul, BuddDg & ltrptoEEe
Dorcvm - ldl, BulduE & Invovm
lralcftold Inprcvcmds
Buldrng Inpwcftnb
Fucd Ag OsrU
lrd - HdcE

Sofhe (Nd):
htrchdd Softw
OFEtrDg Sytu Sonse

FrninE eqrip@t & Arhmbilc. (Nd):
OtrrccFwm
OffEc F4upM
TekplbE E4upM
AsmbrLr
Coap|xcr Eq!ry|M

Pmid l. Profw
INeded Ar*lr:

Boilk A@om . Wclls Fdgo
Fdchy Futrd. - Top Hat PLtr
Co|@tr Sloc} AmM - WaIs Fago Sp€mlty
Co|@n Slod A@M - WalJ Fargo PE|IH
Co|@n SlsL -TnWd
Colmn Slock - BCSI
OthcrPls Lr.h|rty l|s||tse
Comn Slocl - Allowc for PMV othe
IrysffiuSubsdan6-WPM!
lwffit m SubsdBn6 " Orhcr CBMI
IN6MnS{b$dtan6-WSIA
lNcfunl D $5idbn6 - lcTr{t (Pcat l)
IN$|IM h Subsdm6 - ICMI (o|i.r)
IffeltM u S0bsdqn6 - Holth{-W€b
Iw6tunt m Regonal Advsbgc
Chdhrm Fesibrhy Plan
Otha lNctus - lD Rc6ldc@, Net
O0B INctuS - WA R6dcm, Net
Olls Incfuft - Pne Tbardpous
Bdaf{ Rdobbtr A@!ty
Cssb SumdcrvdE of Ufc IIW
Ncw Wd Aisb (Na)

TOTALASSETS

Noles

499

895

8,659
22

3,512

425
1,841

1,a51
2,1r4

0
t79

2

0

6.511

0

678

(12,247'

0
0

1,515

I,159
(557)

1,1E2

0
0

0

3. I66

4,295
39,zffi

1,026
3,710

499

895

(3,58?)

22

3,512

2,m
3,000
3 300
4,100

0

t79
2

3,166

El,246
578

a,u2
27,503
22,1t1

0

131

1,338

196

2,875
51,092

961

350

3,881

8

25

261

197

2,919
t2,482
t5,221
23,003

33t,t78

d
c
d

(6,5n) o

0

618
3t

1,504

62
l.116 E

I
136 h

38

1,504

62

696
I

t,749

t

I

m

tr

o

p
q

f

t

420
0

(3,613)

5.830
0
0

0
20.9t6

0

0

0
(ezl

0
10,939

0

0
I,193

0
0

(91)
(64)

373

0
0

-------!-229{8

a Ps ermlfmEL pEpedotra GAAP b6F,s of Jw 30, 2012

b Ba$d o! u aely$6 of rtcfsEd es pFparcd by Erde Bailly
Th. CorDafy's G@t FaIs prcFfry ts c@ntly tsl for salc at 12 5q FMV d@rc bs€d on 80ol. of hsd pncc
PrcbmMy csmc of FMV, pcrdmg ompldon of @l prcpcrly vslubtr prcedG
Purhse pne for ral prepcrry m HelcE, MT
Pwhascd sfiwarc E eFfasfcBblg ald e hypothdssl buts wdd br ery6Ld to rcly on $ om ddDS oftwe
Bsed ondrcwbN sth@Egcrcnt, FMVof @n|puE cqurpmds ffir.d d30% of gmsd

h PDJ4 m pmgrus @N of a dsb warclbw uiabr @smon ard ,qmrc b etd$frwE, bscd oo ffi EUrrcd b dsE
I B@tvafudpEdddofFMVrllowffi Adjucdvalu6bedotr\lcllsFargoacmffiffiffisoljw30,2012
J TbCotrprrymddhTnwcsnl99l,wlwhsa@dractorprcudDghmlthcarctof.dcrrlerployqaldmlbrypd$trel

The rNffi rs M€d at @il udar GAAP, erd tb. FMV ffi 6 bed on dlsloN sth |lMgcmil
k The Conpany ore a l% dffi D WcUlDd h€rer Mo|m tdato, a lird lbty rdMffior opcntng n CIuE Tha FMV

tu& E bscd on l% of WPMII b@k whE of cquq d rw 30, 2012
I BedonpEhmErycmeof dqEcbdsrlcpneforWSIAof t65oDmMFEb.sdcal,pluSl Sjmof EtffiEt

hnCcdd,lc$S25mof|rcodd@ilrSdlubltuB Nodmof.!ypomdalEbftgfrontia3alcwsddlsh
n497..rodwturMdmP.ak I AdmNffios,amItturdpafiy.dfitMbr TIEothsSl%sh.ldbyBlucCNof ld.ho
a Bed o!pEhoeryfficof FMV forHcalth€-Wcb pcrMo$ Ad@ appEsal, as of Jw 30. 2012
o R.gbEl AdvebgE ScM6, LLC ("RAS') add!|fu dE BCBS Nonhcm plaB Alhre M€dcarc Adsbgc ard Mcdrft pd D

pbSle$ RAS 6 fornd D 2006 by dE Coq6oy, orDcr Bl@ pl8 dd Wcllrurt Ie
p Thc Cotrprrys mdcrMl hoe u Lrw4 ID @trtty $ld for t290,0m
q Thc Corpdyl resdsud hoE b Clad(sq WA 6 tstd for elc d 12 li,ooo Th. FMV tutr $ 80% of th! lNbd pne
. Tha Crnpmy pucha$d a I 92% m&sr n Ptm TlEnFuus, LLC, s phatMaftal rlurd patry adorlffib,
s TIE Ba@fit Rsnton Aruty I btended, but rct lcgally bablc, to swe thc Compan/s uftidc4 mn{urtfEd bee6t

Eonuoo plan ("BRP") for glclcd @rpontc offcc$
t Th. bfc r|$@ lDltcK oa c@d strd fo@ kcy ffiulv6 rc ncrdcd, but rcl lcgally Inbk, to $dle thr ConFtdy,s BRp

Accodug to Mgct@ t'i Conpary $ tL b*6cEy on all poltc$
u lilangblcN*@Nlofvalwprcm@bbc@[c1cdd!fiE6-]rsNillvdHos?$lSysrcmanplo}lchealthlt|6|j|r@

@rhcl, am@d orcr tha bfc of dE 6trft1, lneuiblc Inbilrts @M of dE pmha* prcc psd for cotrhcl wth mtcrci
@rung Mr thc ldc of th! @ffit
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Fxhrbrls

EXHIBIT 22, Prge2 oI2

BLUE CROSS BLUE SHIELD OF MONTANA,INC
ASSET.BASED APPROACHANALYSIS, GAAP BASIS ($OOO) LIABILITIES & SURPLUS

Book Vrtue"
06a,0n2

Adjusted
Book Vrlue

s8,028

r,37s
0

16,146

727
2,978
1,568

(2, r 8s)

18,755

8,584

26,100

223

26,t97
660
l5

548

20,033

4,870
r84$20

Adjustment

0

0

(7,700)

0

0

0

0

0

0

3,000

6,078

0

2,610
0

0

0

0

3,98E

Notes

General Lisbilities:
Pending & Unreported Clarms
Rate Stabilization Reserves

Claim & Case Reserves

Health Care & Other Clam Liabilitres
Trade Accounts Payable
Compensation Related Liabilitres
Other Accrued Liabilities
Federal Income Taxes Payable (Non-Cunent)
Deferred Subscnption Revenue

Other Miscellaneous Llabrlrties

Pension & Related Obligations:
Defined Benefit Pension Liabilty
Defined Contrrbution Plan Liabtlity (ARC)
BRP Retirement Liabil ity
Accounts Payable - Defened Compensatron
Post Retirement Life
Post Retirement Medical

Intangible Liabilify (Net):
Contingcnt Liebilities:
TOTAL LIABILITIES

SURPLUS

Asset-Based Aonroacb Summarv:
Concluded Surplus Value - Asset Based Approacb

127,598 18,959 t46,557
: r!!-:t-

58,028

1,375

7,700
16,146

727
2,978
1,568

(2,1 8s)
I 8,75s

5,583

20,022

223

23,587

660
l5

548

20,033
4,870

180,632

u

v

1465.57:

Notes'

u. Intangible assets consist of value premtums to be collected during 6-year New West Hospital System employee health msurance
conuact amortized over the life ofthe contract; Intangible liabrlities consist ofthe purchase prrce paid for contrac! wrth interest
accruing over the life ofthe contract.

v. The Company's interim intemal financials record a liability reserve to offset fuhre expect increases in seasonal claims at year end, but
the account has no related asset or revenue, and does not represent a true hability

w. Per plan adjustnents and analysis prepared by AonHewitt.
x. Per plan ad.;ustments, provrded by management.
y. The Company's esfimate of ts legal settlement exposure to various class action lawsuits, based on correspondence and opinions from

the Company's outside legal representatives.
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Exhrbils

EXHIBIT 23

BLUE CROSS BLUE SIIIELD OFMONTANA,INC
VALUATION SUMMARY

Concluded Income Approach Value
Concluded Market Approach Value - Public Companies

Concluded Market Approach Value - M&A Transactions

Concluded Residual Income Approach Value
Concluded Asset Approach Value

Concludcd Fair Market Value of Surplus

Notes:

a. See Exhibit 15.

b. See Exhibit 18.

c. M&A data provided by CapitaIIQ, see Exhibit 20.
d. See Exhibit 21.

e. See Exhibit22,Page2Of 2.

Indicated
Value Weight Notes

$125,406,000 5.0% a

$t75,651,000 35.00/" b

$147,247,000 0.0yo c
$164,168,000 60.00/" d

$146,557,000 0.00/o e

$166,200,000:
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Exhrbrts

DYHIBIT 24, Pagc I of2

BLUE CROSS BLUE SHIELD OF MONTANA, INC
BREAKOTJT OF ADruSTED BALANCE SHEET w/ LIVES. GAAP BASIS ($OOO) TOTAL ASSETS

Adjustcd

Book Vrlue'

Destiortion D€ltiosliotr

NwCo OldCo

Geoenl Alsets:
Cash

Cash Accounts to Oldco
Coh Accounts / Clams to Nssrco

Halth Rervables - Premum Related
Health Care Recervables - Other Health
Medrwe Rrsk Rernsuracc Reervable
Rsrvables from Affilntc

Hcalth-E-Web Recervables

ICMI. CBMI Rcervables
0thq Mrsellaeous Rervables
Drudmds & lnterest Recervable
Defqred Tues
Notes Recelvable
Prepad Expenses

Property, Pbot & Equipmert (Nct):
Gret Falls - Lud, Burldrng & Improvments
Fullq - Lad, BurldrDg & Improvments
Pak Ave - Lmd, Burldrng & lmprovmots
Donova - lad, Burldrng & Improvments
L€ehold Improvm@ts
Bulldlng Improvmsts
Frxed Ass€t Cleilng
Lad - Helma

Softwrrc (Net)l
Pwcha*d Softwe
Operatrng Sysrem Softwe

Frrniturc, Eqripmcnt & Autorobila (Net):
Ofiice Furuture
Offie Equrpment
Telephone Equlpment
Automoblls
Computer Equtpment
Artwrk

Projctr in Prograr:
hvGted A$etsi

Bonds Accout - Wells Ftrgo
Bonds to Neu€ob
Bonds to OldCo

Frdelrty Funds - Top Hat Plil
Comon Stock Accout - Wclls F{go Sp$ralty
Comon Stock A@ount - Wclls Faco Premrer

Comon Stock - TrrWest
Comon Stock - BCSI
Othq Plas Lrabrhty lEura€
Comon Stock - Allowace for FMV Other
Investment rn Subgdrures - WPMI
Inv€strnmt In Sub$drsre - Othcr CBMI
Investment rn Subsrdrsres - WSIA
Investmmt In Subsdrarcs - lCMl (Peak l)
Invcstmflt In Sub$drmes - ICMI (Other)

Invcatmot m Subsldrmes - Health-eWeb
Investmmt In Reglonal Advatage
Chathm F$rbrhty Plo
Oth€r lnvestmmts - ID Rcsldence. Net
Olhs Investments - WA Resrdene. Na
Other lrvestrnents - Pnme Therapeutlcs
Bmcfi t Restontton Anautty
Coh Surmder Value of Lrfe lnsume
Nw West Asts (Net)

Va.lue of Busrness

TOTALASSETS

Noles.

7,366

4,295

39,260

t,026
3,770

499
895

(3,587)

22

3,512

2,000
3,000

3,300
4,100

0
r79

)
3,t66

0

0

678

38

I,504

l,l l6
I

136

8t,246

578
8,442

2't,503
22,|7

035
t31

1,338

196

2,8't5
5t,092

961

350

3,881

8

25

r9'l
2,9t9

12,482
r5,22r
23,003
r'1,6t1

34W89

3,881

8

t9'l
2,9t9

t2,482
t5,221

23,003
17,61 I

197,473 168,921

30,219
(s,302)
4 ?g{

39,260
t,025

250

499

3,512

3,520

895

(3,587)

22

2,000
3,000

3,300
4,100

0

t79
2

3,166

0

0

678
38

1,504

I,l l6
I

48,886

578

22,rt7

t96

136

32,360

8,442

27,503

035
137

1,338

2,875
51,092

961

350

25

a Se Exhrbrt 2l for ad;ustments to book valw
b Bonds to Neu€o rs adJwted so that Newco's uets less habrllhes cquals rero
c'Ex@ssssetvalue'rstheexcessoftheconcludedsurplusvalueperExhrbtt23abovethatshomrn

ErJtrbtt22,Page2 Of2
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Exhrbi{s

EXHIBIT 24,Page2 oI2

BLUE CROSS BLUE SHTELD OF MONTAIIA,INC
BREAKOUT OF ADruSTED BALANCE S}IEET, GAAP BASIS ($OOO) LIABILITIES AND SURPLUS

General Liabilities:
Pending & Unreported Claims
Rate Stabilization Reserves

Claim & Case Reserves

Health Care & Other Claim Liabilities
Trade Accounts Payable

Compensation Related Liabilities
Other Accrued Liabilities

Other Accrued Liabilities
A/P Commissions

Federal Income Taxes Payable (Non-Current)

Deferred Subscription Revenue

Other Miscellaneous Liabilities
Other Miscellaneous Liabilities
Secutities Lending Liability

Pension & Related Obligations:
Defined Benefit Pension Liabilitv

NewCo Liability
OldCo Liability

Defined Contribution Plan Liability (ARC)
BRP Retirement Liability
Accounts Payable - Deferred Compensation

Post Retirement Life
Post Retirement Medical

New West Liability (NeQ

Contin gent Liabilities :

TOTAL LIABILITIES

ADJUSTED ASSETS LESS LIABILITIES

Notes:

Adjusted Destination Destination

Book Value" NewCo OtdCo

58,028 59,029

1,375 1,375

00
16,146 16,146

727 727

2,978 2,979
I,568

177

(2, l 8s)(2,1 85)

18,75 5

8,584

l,3gl

18,755

7,069

26,100
25,717

223 223

26,197 26,197

660 660
15 15

548 s48

20,033 20,033
4,970

1E4,620 179,g6l

1,514

4,870
4,759

383

164,168 t7,6ll t64,l6g

--:-:

a. See Exhibit 2l for adjustrnents to book value.

b. Includes'excess asset value' identified in Exhibit 23. See also footnote c in Exhibit 24,Page I Ot2.
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EXHIBIT 25

HEALTH-E-WEB
HISTORICAL COMMON SIZE INCOME STATEMENT ($OOO)

Audit Audit Audit Audit Audit LTM Average nMA*
FiscslYearEnded Decembcr3l 2m1 Percent 2m8 Percent 2m9 Percent 2010' Percent zLll Percent 06/30/12 Percent FY07-11 II/12

Revenue

Opereting f,xpenses:
Depreclatlon & Amortlztlon
Salarres & Related Expenses

Lease & Occupancy Expense

Professronal Fees

Lodgmg & Transportatton

Management Sewrce Fee

Insurance

Pnntrng & Supphes

Postage & Shrpprng

Meals

Contracted Servlces

Other Operatlng Expenses

Total Operating Expense

Operatrng Income./(Loss)

Other Income (Expense):
InGrest & Drvrdend Income

Other Income

Total Other Income (Exp )

Pretax Profit

Total Income Taxes

Net Income

2,185 100 0yo

186 8 5o/o

1,361 623Yo

14 O 60/o

22 | 0o/o

ll 05o/o

53 24%
2 0 lo/o

9 0.40/o

53 24%
3 0lvo

267 t22%
72 3.3o/s

2,533 100 0%

247 97yo

1,545 610%
43 17%
46 l8%
8 03%

53 21%
3 0 lo/o

l2 0 5o/o

48 t9%
2 0 lo/o

ll8 470/o

123 4,9%

7,676 t00.0yo

313 lt 7y,
1,535 57 4%

46 | 7o/o

6t 23%
16 0.60/o

53 200/o

3 0 lo/o

9 03Vo

43 |60
6 0.2%

50 l9%
202 7 50/o

3,857 I00 0%

315 82o/o

2,171 56 3o/o

182 47%
206 5 3o/o

23 0 60/o

53 | 4o/o

4 O lo/o

19 0 5o/o

52 | 3o/o

5 O lo/o

50 13%
328 8 5o/o

4,429 1000%

275 62Yo

2,4t0 54 40/o

240 5 4o/o

322 7 3o/o

25 06%
32 0 7o/o

3 0t%
19 04%
45 l0Y.
7 O2o/o

50 t.l%
367 830/o

4Arr 100 0%

223 5 t%
2,614 59 30/o

241 5 syo

276 630/o

25 0 60/o

32 07o/o

(2) (o o%)

18 04Yo

38 09yo

8 02o/o

75 | 7o/o

407 9.2Yo

100 0%

89Yo

58.3%

28%
35%
05%
| 7o/o

0 lo/o

O 4Yo

t7%
0t%
42%
6 5o/o

100 0%

NA

2,053 94 oyo

132 60yo

2 0o/o

O 0o/o

2,249 88 8%

284 ll2%

12 0 5o/o

9 0 4o/o

2,338 87.4%

338 12 60/o

6 02%
ll 04o/o

3,407 883%

450 ll 7o/o

4 01yo

ll 03%

3,795 85.70/o

634 14 3o/o

4 OlYo

I I 02o/o

3,956 89 1Yo

455 t03vo

4 Ol%o

13 03%

87.7%

12.3%

0.601

12.9%

NA

44

0

88 8%

tt2%

0 6Vo

o3%

l9l

649

267

465

182

J)f

136

304

114

44

176

68

2OYo

I lo/o

31%

13 3yo

5t%

08%

120%

4 1Yo

2l 0 8o/o

t20%

4 5Vo

t7 06% 15 0 4o/o

t2 t%

4 7Vo

15 0 3o/o

14 60/o

6 0o/o

18 0 4o/o

472 l0 7%

4 3Yo

38273%283108 4 9o/o 190 7 5o/o 218 8.20h 8 60/o 281 6 4o/o 7 3o/o NA

vldendYDtstnbufi onsD (-) 0 O.0o/o 0 0 0o/o 0 0 0% 0 0 0o/o 910 140 zyo NA NA 28,0o/o

Noles.

NA tndietes not avarlable or not apphcable

' NAICS524292-TtntdPartyAdmlnlstratlonoflnsurance&PenslonFundsandsalesof$3-5M
a Health-E-Web acqured Electronic Translatlons & Transmlttals, Inc ln Apnl of 2010 for $l 5 mrllon
b Percentages repres€nt dlvldends as a percentage of pretax profit{ m
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EXIIIBIT 25

HEALTII-E-WEB

Curert Ass€b:
Cch
Trade Accouts Reervable
Related Party Rwcwables
Prepad Expemes

Defened Tues
Total Cwent A$€ts

PP&q Net

Otler Nor4rretra AsBl
Other Assts'
Defmed Incme Tues

Total Other Non4wmt A$ets

Goodwill & Other ltrtrDgibt6

Total Assets

Crrrat Lirbilities:
Trade Acomts Payable

Related Party Payables

Income Tues Payable

Accrued Expmes
Total Cwilt Lrabilrtres

Iorg Tem Liebilltiw:
Othq Non4mmt Lrabrlrtres"

Total Long-Tem Lnbrlrtres

Total Lrabdrtres

Equity:
Caprtal Stock

Addrtronal Pard-In Caprtal
Retaned Emrngs

Total Equty

Total Lnbrhtrcs & Equrty

Notes,

'133 387% ffi 306Vo ?10 t84% 549 t4 t% 3t !/o 17.9%

O U/o

O l%t

35 220/o

67 42%
40 | 9/o 108 280/0 169 48./o 2.17 7 t%

46 24% n6 5 4% 91 24% 91 20/o t33 3 4%
(??) !!!Y:.) . !2]) !!?Y:.) . .-9 .9 !/". qa r v" e r eN sa r sN
838 528V. t,t4.t 6060/o 1.959 504yo

533 33 5% 845 44 6% | ,U5 47 5yo | ,36 I 35 3% B2S 23 S% E I I 2o T/o
224 l4lyo 239 1260/o 292 136% 448 116% 515 r47% 680 ri 5vo

38 20%

737 464Yo

36 9/o
t3 3%

2T/o
3 4o/o

O lo/o

RMA*

t1/12

3A3el
4.E%

1640k

@s6 5%

769 2l9/o

0
t2

0 @/o

O 3o/o

t4 09/o t4 070/0 t4 06% 1,078 28V/o 1,078 30'1./0 1.t48 295% t2T/o

1,589 l0o@/o 1,893 rcoe/o 2,156 rcoe/o 3,854 l0oo% 3,5t6 too9/o 3,E87 loo0z INU/o loaT%:

O lYo

o ov/o 6 otvo 2 o t% 29 08% 109 3 t% 29 07yo oy/o
16 lOsyo 135 7 l% t2't 5y/o zrg sr/o 27s 7 y/o 477 rz3yo 7 4%
57 36yo ll3 6U/o l?l 7T/o 224 5{/o 2iE Tf/o 3Sg 92% 62%

227 143% 310 164% 309 t43% zst 7 6% 289 gr/. 23s 6u/o r2z%ffi
o v/,
0v/o

451 28 4o/o

t6ro

t4.t%

15.8.t

1.3%

524%

E"8%

-193%

71.7%564 298n/o @9 282% 1il t9y/o 954 21 t% 1.199 3}8o/o 267yo

25 | 6Vo 25 | 3% 25 | 2yo 25 06\0 25 OT/o 25 06\0 | tyo625 393yo 625 33u/o 625 2go% r,875 4gr/o 1,875 s33yo 1.875 4azvo 4o7yo488 3o'lo/o 6'19 359/" 897 4t 6Yo I,190 3oy/o 662 l8 8plo 788 2o3o/o 3l 6yoffi
__.!l!l__!!gL I,893l00@Z 2,156 leo/" 3,854 looo/o 3,st6 rcoe/o 3.88? loooz 100 0/" uM0%

{
NA mdlcates not avarlable or not apphcable* NAICS 524292 - Thrd pdty Admnstatlon of lnswce & pmDn Fuds md sales of $3_5Ma Health-E-webacquredElotmcTrilslatroro&Tr"*rttarsmApnlof20l0for$l 5mrrhonb Oth* nm-cunot sets conststs of projects m progrss
c Other non-cuqt habiltres mcludcs emed penonal tme ad taxes paysblc to pilent

m
Jg
6

o v/o
ou/"

0v/.
0u/.

ov/o
oT/.

5 6Vo

O 3o/o

o e/o o v/. o oyo m 2 6Vo



EXHIBIT 27

HEALTII-E-WEB
ALWORKINGCAPIT

Fiscel Yeer Ended Dcembcr 3l
LTM

05l3i'./lz

Averrge

FY 07-lt F"Y 07-ll
RMA*

II/T2
Selcted

7" Seles'

Avg

2010

Workrng Caprtal (WC)
Add Cunent Interest-Bmng Debt
Adlusted Requrred Amual Worlcng Caprtal (AWC)

Working Cepitel Ratios: '
SaleVWorkrng Caprtal

Workrng Caprtal/Sales

Sales/Adlusted WC
Adjusted WC/Sales

Account Analysis: '

%o Trade Accomts RecervableVSales
7o Other Accounts RecervableVSales
o/o Prepad ExpenseVSales

NA
NA

703

0

388

0

5E3

0

872
0

1,293

0

859

0

NA
NA

s872 $1,293

31 30
326Yo 33 5o/o

$703 $859

NA
NA

-- 45
24 s%o

45
24 sYo

l0 8Yo

2-2o/o

2 7Yo

NA

(r t7.t)
(0.9o/o)

12.1 b

E.2% b

NA
NA

-T

NA
NA

63
15 9Yo

$3EE

56
l7 1Vo

56
l7 1Yo

lO 3o/o

| 6Yo

3l%

$583

4J

23 0%

43
23 0v"

9 5o/o

| 5Vo

l8%

3l
32 60/o

l 504

4 3o/o

30
33 5o/o

63
'i.5 g%o

63
15 9o/o

38%
2 lo/o

51

19 5o/o

5l
19 s%o

6 3o/o

3 0o/o

NA

45
25 0o/o

45
25 0o/"

%Cash&Equrvalents/sales|84o/o300o/o294yo24.7okb|E6yo
109% 11 6% lt 6% 15 40/o ll lo/o

2.6Vo

2 6Yo

3.9% b

NA

NA

ll 6o/o

3 8Yo

2t%
2 8o/o

2 4o/o

o/o Trade Accounts
o/o Other Accomts Payable/Sales
o/o Taes Payable/Sales

7o Accrued ExpenseVSales

7o Other Curent LlabrhtleJsales

0.0o/o

7 60/o

2 60/o

l0 4o/o

0 0o/o

01%
4 1Yo

6 4Vo

ll 5o/o

0 0o/o

0 8Vo

57%
5 8o/o

7 60/o

00%

4o/o 0 6Vo

l0 8o/o

8 l%o

53%
0 0o/o

0 7o/o

5 9Yo

5 lo/o

9 60/o

0 IYo

12.9%

NA
1.1%

NA
I9.E%

2 4Vo

6 3Yo

6 3o/o

6.5o/o

O OVo

lo/o

5 3o/o

4 5o/"

12 20/o

0 Qo/o

630
6 3o/o

6 sYo

0 Oo/o

5 $Yo

5 1Vo

8 8o/o

0 0o/o

% Adjustcd Working C.pitrl

Notes,

l'7 7o/o 23 OYo 12 6Vo 33 s%o t5 9% 19 5o/o 24 sYo 25 OVo 8.2% b 15 9o/"

NA mdrcates not avarlable or not apphcable

' NAIcs 524292 -ThrrdPuty Admrnrshatron oflnsurance & penslon Funds and sales of$3-5M
a Annuahad wtere apphmble
b Estlmated based on RMA percentage of total assets rahos
c Based on htstoncal 201 I levels

m

f
s'

{
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EXHIBIT 28

HEALTH.E-WEB
EARNINGS ANALYSIS AND ADruSTMENTS

Fiscal Yeer Ended December 31 2008 2009 2010 2011

LTM
06t30^2

Sales

Operatins Exnense Adiustments
Operating Expenses

Less: Depreciation & Amortization Expense"
Adjusted Operating Expenses

Other Iqcome (Enrense) Adiustments
Other Income (Expense)

Add: Interest Expense"

Adjusted Other Income (Expense)

Denreciation & Amort. Exoense Summarv
D&A in Cost of Sales

D&A in Operating Exp.
Total Depreciation & Amort. Expense

Notes:

2,195

2,053

(186)

2,533

2,249

(247)

2,676

2,338

(3 l3)

3,857

3,407

(315)

3,795

(2751

3,956

Q23\

4,429 4,4t1

1,867

44

0

2,002

2l
0

2,024

t7

0

3,093

l5

0

3,520

l5

0

3,733

l8

0
44

0

186

2l

0

247

t7

0
313

l5

0

315

0

275

0

223

l8l5

315313247186 275 223

Figures are as reported in financial statements unless noted.
NA indicates not available or not applicable.
a. Reclassified

{
(r) m

9-



EXHIBIT 29

HEALTH-E.WEB
ADTSTED INCOME STOt"W

LTM Averese Wtd AvoAverage Wtd Avg
FY fi-ll FY 07-ll

Revenue

Operating Expenses.

Operatlng Expensesa

Depreclatlon Expense"
Operatrng Incorne
Other lrrcome (Expense).

Other Income (Expense)"

Amortrzabon Expenseu

Eamrngs Before Interest & Taxes (EBIT)

Interest Expensen

Pretax Income

lncorrrc T ax (Efe ct ue Rate )h
Net Income

Add Deprechtlon & Amorhzation
Gross Cash Flow

Debt-Free Date:
Eamrngs Before Interest, Taxes,

Depreclatlon & Amortizatron (EBITDA)
Less Deprecrahon & Amortlzaton
Eamrngs Before Interest & Taxes (EBIT)

Income Taxes on EBll (Effecttve Rate )b
Net Income (Debt Frce)
Deprecrahon & Amortzatlon
Cash Flow (Debt Free)

Notes.

NA lndlcates not available or not apphcable
a Adjusted as shom inExhrbrt 28
b At state and fedcral corporate lncome tax rates

z'18s 100 0% 2,533 100J% 2,676 r}}ovo 3,8s7 100 0% 4,42s 100 0% 4Alt r000o/o

1,867 85 syo 2,002 79 lo/o 2,024 75 7yo 3,093 80 20/. 3,520 79 5% 3,733 84.6%
l8q 85% 247 97o/o 3t3 tl.7o/o 315 82o/o 275 62% 223 5 l%
132 60yo 284 tl2o/o 338 12.60/" 450 ln"/" 634 t$* 4aa--- lofr

44 20o/o 21 0.8% 17 O6yo 15 04% 15 O3o/o 18 0 4o/o

0 o0% 0 Iqo/e 0 0oo/o o 00o/o 0 ooyo o o0o/o
176 8.lo/o 304 tz.oyo 355 13.3% 465 12 l"/. 649 14.6"/" 472 tW%

oDyo000yo0oo%o0000/ooooyoooo%o
176 8 lo/o 304 t2 vyo 355 13 3yo 4

.1^2 33_67-0, rl5 37.6!( 136 35.1% r79 3S.s% 2sO 38.5% ts2 38 s%
ll7 5 4% t90 7.5yo 219 8 2% 286 7 4"/" 3gg g 0o/o 2gl-- 6.6.a-
lq6 85o/o 247 97yo 313 llTyo 315 82% z7s 62% 223 5 ro/o
303 t39Yo 437 r7.2% s32 lgyt

362 16 60/o 551 21.8% 668 25 oyo 780 zo.2yo 924 2o9o/o 696 15 Bo/o186 8.5o/o 247 97% 313 tt7% 315 82o/o 275 62% 223 5 l%176 S lyo 304 1200/o 355 l33yo q6s

59 3i 6% ll5 37.6% 136 38.1% 179 38.5% 250 38.5% 182 38.5%
117 5 4% 190 7 5yo ?19 820/o 286 7 4'/" 399 t0./, 2gl 66%
186 8 5o/o 247 9 7o/o 313 11 7o/o 315 8 2o/o 275 6 2o/o 223 s lo/oi

100 oYo

80 0%

8gyo
ll zYo

0 8Yo

0 OVo

l2 OYo

l2 OYo

37.3%

7.50/o

8gYo

16 4o/o

100 0%

79 2o/o

0 6Yo

0 OYo

129Yo

00%
12 9o/o

38.0%

8 0yo

8 5v"
16 4Yo

20 9Yo

8 9o/o

t2oyo

37 3%

7 syo

89yo
16 4Yo

21 3o/o

8 5o/o

12 9o/o

38.0%

8 0o/o

85%
16 4o/o

{+ m
?
=



Exhrbrts

EXHIBIT 30

HEALTH-E.WEB
ADruSTED HISTORICAL M{ANCTAL RATIOS

Ycrr Eldcd l).enbcr 31 an7 3gE_

ts9%
72 9o/o

t9 t%

2W 2010 20t I
\blic Ca
Mcdirr

Grcwrh NA

NA

NA

5 60/" 442./o 1480/.

t6 5"/" 3t to/o 39 60/.

t39% ?87o/o (8tU.l

NA t930/o h

NA 3850/o'

NA 220vo'

NA

NA

NA

30.1.1 ' 2A9% '
NA NA

263% ' t6.I% '
In@me Grcwth

Asst GDwll

tDg Prc6t
Prefit

60v.
tt/.

| 2./o

t20%
L2 6r/0

t3 3./.
tt 7%

t2t%
t43%
t4 6./0

t0 30/.

t0 1yo

\ 2r/.
t2 0y.

123%
129%

10.2%

,.6
ta5%
9.9%

EBff M.rgh'

Dcbt-F@ Rfim on Asseb'

Prebx to EBlf
hct x Rdm otr A$ts
A$rts to E4uty'
Prct x RdE on Equry

13.2%

a9t
13.0%

NMF

-ffi

1.6 1.1

10.2.t IA5%

124.t r3.I.t
0.79 0.90

-re
r.79 1.52

-1tr 
-tlB

t4 13 t2 l0 13 lt t2
t t% t200/" 133y. t2 l% t46./o t07yn t200/o

n t% t6t% t65% 1210/6 ttsy. l2t% t486/"

t00 100 100 100 100 100 100
| | to/o t6 t% t6 5r/. D to/o t8 s7. t2 to/o t4 t'/o

l1t 144 l4l t92 231 252 l7l
t @@ffi@@@

b Nd Fned As*
to Worlsng Cafltal
b Mjust€d Wodong Caprt l

30
56
56
97

43
43

106

4l

92

54
30
30
E6

5t
63
63
t6

80
5l
5l
65

43
45
45
93

17.5
NMF

NA

344 IO2
,7 9.0

323 3I.t
7.7 6.tRervable Tmver

d Rato
: Raio

Rc@Nables

l9
t7

20 24
19 22

35 40

21 t1 lt 22
24 t4 t4 t9

42 42 56 39

0.9

a6

NI'F

2.2 I.t
t,9 1.4

56 51

b Wonh 04

0 0./.

04

00%

04

0 v/o

04

0 0./.

06

0 00/"

0t 04

0 v/. 0 0./o

3.2

47.301 '
(0.6) as

24.7% 11.3%Tem Debl b Total Captal

Notes

Rdos ile dualrad whcrc appLcable

NA 6dl6bs od avalablc or Nt appbcable
NMF Ddrcates not mcdngftl, EBIT cquals caolgs bcforc ttrEffi dd tus
* NAICS 524292 - Thrd Pafry Adndffion of ln$m@ & Pffrcn Fsds abd sales of $3-5M
a Esmd RMA Enos
b Compoutrd mud gro{lh mtes

c Ftve-)cscompoud Mual gowth r&
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Exhrbrts

EXHIBIT 3I

HEALTH-E-WEB
INCOME APPROACH. DISCOUNTED CASH FLOW ANALYSIS . (SOOO)

Adjusted" LTM Projcctedr Projectcda Projected* Projected* prcjccted

Forcclst Ycrr Ending Decenbcr 3l 20u |J6,B0/l2 2012 2013 20ts 20t6 Residual2014

Revenue

Operatmg Expenses

Operatmg Exp - Excludmg Dep
Deprecrahon Expense

Operaung Income

Other Income (Expmse)'
Other lncome (Exp ) - Excludmg

Interest & Amorhznon Exp.
Earrungs Before Interest & Taxes

Income Taxes on EBIT.
Net Income (Debt Fre)
Depreclatlon & Amortrzatron
Cash Flow (Debt Free)

Ad1 Workrng Caprtal Changes"

Capital Expendrtures'
Free Cash Flow (Debt Fre)

4,429

1 sto
215

4,411

223

4,424

3,919

4,500

3,81I

4,680

3,891

4,774

4,017

4,917 5,065

3,932 4,050

455

l8l5

l5l 341 356 350 360 135
354 348 433 407 625 880

14 15 15 15 t5 15

358 363 448 422 640 895

142 140 172 162 246 344

I 5l 341 356 350 360 135
377 564 632 610 754 686

r (12) (2e) (15) (23) (23)

649

2s0
399

275

472

182

29r
223

675

NA

NA

5t4

NA

NA
NA NA

-

(5el) (320) (r27) (127) (l3l) (l3s)
(213) 232 476 468 600 528

Growth l4 8%
79 5yo

0 3Yo

20 y/o

6 2o/o

NA
84.6%

0 4Yo

15 8yo

5 lo/o

4 lv"
88 6%
03%

tl 7%

3 4Yo

8.3%

| 7o/o

84 7yo

0 3vo

15 6yo

7 6v.
8 tv"

4 00h

83 10/o

03%
l7 zyo
7 60/o

9 60/o

2 0"/,

84 tv.
0 3Yo

't6zyo

73%

30%
80 0%

0 3o/o

203%
7 3o/o

3

80
0

20

2
17

ExpensdSales
Income md Expense/Sales

Margn

8

o*lng Capltal t5 9% t9 50/o t5 9% t5 gyo l5 9% t5 9/o t5 9"/, 15
- $ Value 714 743 '157 780

7 5o/o NA t3 4v" 7 27% ZTVo 2

38.sYo 38 5% 38 60/o 38 60/o 38 4o/o 38

Noles.
NA mdlcates not avallable or not apphcable
* ProJecions througb 20 I 5 prouded by managernent

a AdjustedperExhbrt23
b At state and federal corporate mcome tax rates
c Estlmated requred worhng capital level, per Exhrbrt 27
d Caprtal expenditures through 2015 provided by management
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Exhrbrts

EXHIBIT 32

HEALTH.E-WEB
DISCOTINT RATE AND CAPITALZATION RATE ANALYSIS

Weiqhtcd Avcrege Cost of Cenitel MACC)

WACC=( D/ " Ka x (l-T))+( EN " K" )
1y469=( 14.3% x 5lo/o x 6t6yo)+(857% " t'77%\= tS6%

where.

WACC = werghted average cost of caprtal
D/V = ratto ofrnterest beanng debt caprtal to total ulested caprtal 14 3%
E,A/ = rabo ofequtty caprtal to total invested caprtal (= I - D / ) 857%
K6 = cost ofinterest bearrng debt capital 5 l%
IQ = levered cost ofequrty caprtal (see CAPM equation) 17 7% See below
T = margrnal tax rate 38 4%

Caoitrl Assct Pricinq Modcl (CAPM)

K"=&+(Brx&)+&+Rr
K.= 24% +( 0.92 x 50yo l+ 97o/o + l.,Yo = 177%

and

Br= Bo x( 100 +( (l-T) x DIE ))
Br= 0 84 x ( 1.00 +( 61 6% x 16.6% ))= 0.92

where

I(" = levered cost ofequrty caprtal

Br = levered "beta"

F.r = rrsk fiee rate 2 4%

Bu = unlevered "beta" 0 84

\ = equrty rlsk premium 5.0%

& = small stock nsk premrum (Srze Premrum) 9 7%

R" = sublect company nsk premium | 0%
D/E = ratro ofrnterest beanng debt caprtal to equrty caprtal 16 6%

Caoitelizrfion Rrte

c=(wAcc - c )
C=( ts6% - 30% )= 126%

where

C = caprtalzatron rate

WACC = werghted average cost ofcaprtal 15 6% See above
G = growth rate mto perpetulty 3 0%

Notes:

Notes

a Industry capital structure based on the median debt to MVIC level ofthe publicly fiaded guidelme comparues, per Exhrbrt
I 6. Thts reflects the rtdustry average capital structure, not HEWs htstorrcal capltal structure, as a potentlal lnvestor m
HEW may alter its hrstoncal caprtal structure gorng forward

b. Based on Moody's Baa rate, as of the date of valuafi on
c At state and federal corporate lncome tax rates.

d U S. Treasury Constant Maturtres (20-year) as of the date of value
e. Based on the medtan unlevered beta from the pubhcly traded gurdehne companles, per Exhrbrt 34
f This represents the premtum demanded by lnvestors ln equlty secuntres over and above the nsk free rate
g Thls represents the premtum for srze demanded by mvestors ln small capitahzatron stocks over and above the

premrum demanded by equrty lnvestors, as determrned by the Duff& Phelps 201 I regresston
h Estmated addrtlonal risk premrum that would be demanded by investors rn HEW
r Estmated growth rate of free cash flous mto perpeturty for HEW

a

a

b

d

I

h

a
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EXHIBIT33

HEALTH.E.WEB
INCOME APPROACH - DISCOUNTED CASH FLOW ANALYSN - ($OOO)

Projected Projected Projectcd Projected Projected
Forecest Year Ending Deccmber 31 2012 2013 2014 2015 2016 Residual

Free Cash Flow (Debt Free)
Less: Six Months Earned

Residual Capitalizatron Rate

Future Value of Free Cash Flows

Number of Periods Deferred
Present Value Factor

Present Value ofFree Cash Flows

(213) 232 476 468 600 528
106

(106)

12.60/o

(106) 232 476 468 600 4.188

0.25 l0 20 3.0 40 4.0
0.96 0.87 0.75 0 65 0 s6 0 56

(103) 200 3s7 303 336 2.345

-_

Present Value ofFY 2012-2016 Free Cash Flows 1,093

Present Value ofResidual 2,345
Concluded Velue - Income Approach Method _1!:g_
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EXHIBIT 34

HEALTH.E-WEB
COMPARABLE PUBLIC COMPAT.IY ANALYSIS. ($MM)

D* of Value 6ly0,a0l2

Ttudihe Data:

VL R.t. (LTM) (Ahft) Adi B.h R.ti.! R.ti.c lrrtcrrGucqsr .jv uu tu-/o tte"/n 42 57o 39 4v. 35 5% 0 73 0 I t 39% 0 t4 0 E4 NA NA
i:if-.., "-"., ::tYl'y:1*tj,l": -Id"q9j 12464 tsvo t2tv" stsvo 3o7% 21 4y6 t22 o27 2tyo I 14 I 14 NA NA3 NasdaqcM STRM St'*lne Health solutrom, Inc wcaaq'cu $3 zo sly. 274./. 63 z% sz t% 7t t% ;;; ;"; ";:;" 

; ;; ; ;; ill ill4 ATHN athenahcalth- lnc Nm<taqGS l7g 11 9lo/o rg4% NA 52 4./o 36 4% 0 t4 0 I I 44n/o 0 90 0 90 NA NA5 AH AccretrveHealth,loc NYSE $1096 33% r4r% NA go6vo r2too/o og4 006 39o/o osl 097 NA NA6Tsxccr ctuu-cor*don Tsx $l0l ll 960/. 244o/o 44.yo 461% 4r7% o23 001 i4o/. o52 o5r BB 5nz!20r27 MDRX AllscnptsHealthcesolutrons,lnc NedaqGS $1093 50% 122'/. NA 5Et% g43o/o ot6 o 13 39% ogz 0t4 BB+ Ttzu2otlsHMsY HMsHoldhsscorp ttasdalGs t3331 gso/r r6s./. 4ojo/. 440% 4rr% 016 001 4ro/r o47 o44 NA NA9MMs MAXIMUS'|nc NYSE $5t75 tlo'/n 166% 2s2% 3oEo/o zis% 07r 030 38o/" 082 or2 NA NAl0 MDAS MedAsss' lnc Nsdaqcs tl3 45 92o/" $ao/o NA 49 60/. 32 4% 0 t9 0 17 NA 0 93 NA B+ rotzEI(OtO

Ma\
Mh 

632y" 906o/o 12t0"/. 122 030 4to/" I 14 I 14

Medre 
25 2% 30 7% 26 l'/" 0 15 0 0l 46/0 0 47 O 44

Med 44t% 461% 364r/. 0t4 Oll 394/c 090 084

lsr eumle 
46 5'/6 49 l% 5l l'/" 0 74 o t2 3so/o 0 t4 0 t0

3rd eudrle 
41 6o/" 41 loh 30 lo/. o 7o 0 05 35'/" 0 t I o 72
s4 

'Vc 
52 30/o 56 40/o 0 89 0 I r 4t% o 94 0 t9

Siu Doh:

SrtP LT
L$a S.le '/c oI s2 '/. oI Sz Eff. Tu B.rr Adj Udecrcd Crcdrt Crcdit

R*crr EBITDA N.th.om
CY20l2 BookEqritv Toa.l LTM

CorVel ))ovr vttt vjzl $1104 sl7l9 $532 $5t2 NA t240 t266 3J45
l*:::I:l1n::': ,?f.ry.tt 3t3taotz $7s62 ls2ote t3s22 $445e $30i6 ris34 $36e s70 l $lle i231 $3j3 NA3NasdaqCMSTRM SftmlmeHc.lthsolutrons,rnc tRtnot2 4lonot2 $316 4512 8lr4 $2tl $s7 ";;;; ";;; ";;i 1; ; ii;;) 

t;; 
ili4ATHN ethenahealth-Inc t2t3ll2'It 3Btn}l.2 t2.t379 ZE37t5 ,3507 t42s9 $2j35 33509 5247 $j29 $s5? $130 ,ls2 NA5 AH AccretveHealth'lnc l2Blnon 3Rrnoz Jl.ott4 to8t4 $9163 s9to9 s25i4 $40s4 t22s $5tt tst2 $ll 7 $305 2,E5E6Tsxccr casm"*corpontron l29lnott 39tnotz $6,966? 70666t s5,5949 $7,096t t7ll3 $l,2ri4l $E65 $lEto s2572 $462 $999 NATMDRX AllsnpbH'alti@solubons.lnc l2l3ll2oll 3t3ll2ol2 $2,0860 243t64 $1.4735 sl,504s st,4895 $2,5it6 $il60 t2467 $3493 s303 $66t NAsHMsY HMsHoldhsscorp lzBlnott S1lt2otz 32,s634 3209055 $3ss7 $50t1 g4r2l $t6i4 s6tt $ll7l sr725 g309 $450 2,roz9 MMS MAXIMUS, Inc 9/3orot I lnrnnrT ir r<r r'MMD MAxlMUs'Inc 9Bol20ll 3Blnov $r,756t l?585r7 $97ti gt,lol5 14107 s6l5t $978 $1368 $1551 $393 t774

il$itt *;,0|;;T;]::..,,, ,1:,tf:.,: r-f:f2l? 11111 nr1-sls $5e?6 $6015 $4210 3r.7rs3 rerr rr20 tte77 ($2r) r04;;;;; il;; i;;;i 'il;; ;;:; ";;i; ';;;i ifil, ,ill ,,m
MA\
Mrn s6'9661 t1,0667 $5.s949 $7,0961 31,4195 $2'5516 $1160 $2467 $3493 5462 $999 23,874

M.drm $3t6 S45? Slr4 s2lt $s? $246 S06 
'21 

$52 (S2l) $04 2,t02

Mem $1,0m4 $1.7579 U74t t50rl s3056 ,5250 5661 $715 $12t6 $237 $305 3,002,s,Qud,'e '#l; 'i:il; 'i:il; 'iil:; :ii: :#! iill 'i3l! '#i; iiif lill i;?,1,3rdQumrle $2.4619 g2,6347 $9439 rl04l2 t4165 $1.0747 sg22 $1594 $1914 s3o6 $559 a327

Noles
Source caprtal IQ. In repored mrlrrons. ex@pt per sharc daa Fmrcrar tumenr d& rs per 6hngs s of the ddc of varue
Unlevercd Beta= l:wrcd Beb/ ( I + (D/E) * (l -T)) + prcflE)
lv{VIC = Mdket Capthhatron + Total Debt + ToEl prcftred Equtg + Mrnonty lnteres

{
\0 m

fg
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Exhrbi{s

EXHIBIT 36

HEALTH-E-WEB
MARKET APPROACH - PUBLIC COMPANY COMPARISON. ($OOO)

Adjusted Subject
Median Number Company Indiceted

Valuation of Financial Indiceted Subtrrct Equtty
valuetion Ratios Ratio Retios Brsis value Debt' value weieht

Totrl Equity Multiples
Pnce to Eamings (LTM)

Market Cap / EBT

MVIC Multiples
MVIC / Total Revenue (LTM)

MVIC / EBITDA (LTM)

Concluded Value - Public Compeny Anelysis

Notes:

a Not Applicable (NA) for total equrty multrples
b. CY is calendar vear.

15 0x 11 291 4,366 NA 4,366 25o/o

9 lx I I 472 4,316 NA 4,316 25o/o

0 9x I I 4,411 4,014 0 4,014 25o/o

6 6x I I 696 4,597 0 4,s97 25%

4,323

-
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Exhrbrts

EXIIIBIT 37

HEALTH.E.WEB
ASSET-BASED APPROACH ANALYSIS ($OOO)

Current Assets:

Cash & Marketable Securities

Trade Accounts Receivable
Other Accounts Receivable
Other Current Assets

PP&E, Net
Other Non-Current Assets :

Intangibles, Net
Total Assets

Total Liabilities

Total Equity

Book Value"

6t30t2012

8ll
680

277

t9l
549

232

I,l4g
3,997

l,lgg

Adjustment

0

0

0

0

0

0

0

Adjusted

Book Valueb

8ll
680

277

l9t
549

232

I,148
3,897

1,199

___zgg_

2,699

2,688

Asset Based Aooroach Summarv:
Concluded Value - Asset Based Approach

Notes:

a. Per Exhibit 26.

b. At book value unless noted.
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Exhrbrts

EXHIBIT 38

HEALTH-E.WEB
VALUATION SUMMARY

Concluded Income Approach Value

Concluded Market Approach Value - Public Companies

Concluded Asset Based Approach Value

Indicated
Value Weight Notes

$3,438,000 50o/o a

$4,323,000 50o/o b

$2,688,000 00/o c
Concluded Fair Market Value of Total Equity $3,881,000

Notes:

a. See Exhibit 33.

b. See Exhibit 36.

c. See Exhibit 37.
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Schedule 1: Statement of Contingent and Limiting
Conditions
Information, estimates, statements of fact, and opinions contained in this report are obtained from
sources considered reliable; however, Moss Adams LLP has not independently verified such information
and assumes no responsibility for any information provided by any such sources, including but not
Iimited to the Company.

This report and the conclusions ofvalue arrived at herein are for the exclusive use of our client for the
sole and specific purposes as noted herein. Furthermore, the report and conclusion of value are not
intended by the authors and should not be construed by a reader to be investment advice of any kind
whatsoever. The conclusion of value represents the considered opinion of Moss Adams LLP, based on
information furnished to them by the Client and other sources.

Moss Adams LLP does not provide assurance on the achievability of the results forecasted by the Client
or the Client's affiliated Company. Events and circumstances frequently do not occur as expected;
differences between actual and expected results may be material; and achievement of the forecasted
results is dependent on actions, plans, and assumptions of management.

The subject Company, Client, and all representatives of the Company and Client have warranted to Moss
Adams LLP that the information supplied was complete and accurate to the best of their knowledge and
that any reports, analysis, or other documents prepared for it by appraisers will be used only in
compliance with all applicable laws and regulations.

Possession of this report or a copy thereof does not carry with it the right of publication of all or part of
it, nor may it be used for any purpose other than that stated in the report without the previous written
consent of the appraisers, and in any event, only with proper attribution. Authorized copies of this
report will be signed by an authorized representative of Moss Adams LLP. Unsigned copies or copies not
signed by an authorized representative should be considered incomplete.

Appraisers are not required to give testimony in court or to be in attendance during any hearings or
depositions with reference to the Company being appraised unless previous arrangements have been
made with appraisers.

The various estimates of value presented in this report apply to this appraisal only and may not be used
out ofthe context presented herein.

Moss Adams LLP has made no explicit or implicit assumptions that are hidden or unapparent to a reader
regarding the business. All factors considered materially important to the appraisal of the Company
have been clearly delineated in this report. No other factors are known to the appraisers at the time this
report is written.

Moss Adams LLP assumes no responsibility for the legal description of the business being appraised and
expressly assumes the transferability of title in the business without encumbrance unless otherwise
stated in this report. We further assume the subject interest in the business is free and clear of all liens
or encumbrances unless otherwise stated.
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Schedule 1

Moss Adams LLP takes no responsibility for changes in market or economic conditions that may affect
this Company following the date of value and assumes no liability to revise this report to reflect events
or conditions that occur after the appraisal date ofthis report.

The estimate of Fair Market Value reached in this report is based only on the definition of Fair Market
Value as stated in the Introduction section of this report. An actual transaction in the shares may be

concluded at a higher or lower value, depending on the circumstances surrounding the Company, the
business interest being bought or sold, and/or the motivations and knowledge of the buyers and sellers
at the time the transaction is consummated. Moss Adams LLP makes no guarantees whatsoever as to the
value that individual buyers and sellers might reach in an actual transaction.

Moss Adams LLP has not been engaged to apply, and therefore has not applied, procedures prescribed
by the American Institute of Certified Public Accountants or the Auditing Standards Board to any
historical or forecasted financial statements included or incorporated in this report. Accordingly, Moss
Adams LLP is not assuming the role of a reporting Certified Public Accountant and is not separately
reporting on the financial statement or forecast into the value of the Company by virtue of their
consideration.

To ensure compliance with the requirements imposed on us by IRS Circular 230 (31 C.F,R. part 10), we
inform you that any tax advice contained in this communication (including any attachments) was not
intended or written to be used, and cannot be used, for the purpose of avoiding tax-related penalties
under the Internal Revenue Code or promotin& marketing or recommending to another party any tax-
related matter(sJ addressed herein.
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Schedule 2: Certificate of Appraiser
We certify that, to the best of our knowledge and belief:

The statements of fact contained in this report are true and correct.

The reported analyses, opinions, and conclusions are limited only by the reported assumptions and
limiting conditions and are our personal, impartial, and unbiased professional analyses, opinions, and
conclusions.

We have no present or prospective interest in the properfy that is the subject of this report, and we have
no personal interest with respect to the parties involved.

We have no bias with respect to the property that is the subject of this report or to the parties involved
with this assignment.

Our engagement in this assignment was not contingent upon developing or reporting predetermined
results.

Our compensation for completing this assignment is not contingent upon the development or reporting
of a predetermined value or direction in value that favors the cause of the client, the amount of the value
opinion, the attainment of a stipulated result, or the occurrence of a subsequent event directly related to
the intended use of this appraisal.

Our analyses, opinions, and conclusions were developed, and this report has been prepared, in
conformity with the requirements of the American Society of Appraisers and the Uniform Standards of
Professional Appraisal Practice.

No one, other than those whose signatures appear below, provided significant business valuation
assistance in the preparation ofthis report,

The American Society of Appraisers has a mandatory re-accreditation program for all of its senior
members, Each senior member signing below is in compliance with that program.

Respectfully submitted,

CALVIN E. SWARTLEY, CFA, ASA

Senior Manager

D. ALAN HUNGATE, CFA, ASA

Principal
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Schedule 3: Sources of Information
As part of our analysis, we reviewed the following documents:

. Financial and Other Data for BIue Cross Blue Shield of Montana and its Subsidiaries

. The Company's audited GAAP financial statements for 2007-2011.

. The Company's audited SAP financial statements for 2007-2011.

. The Company's internal financial statements for the six months ended fune 30, 20t1 and
fune 30, 2012 under both GAAP and SAP principals.

. CBMI's audited GMP financial statements for 2007-2A1,7.

. CBMI's internal financial statements for the six months ended June 30, 2017 and f une 30,
2072.

. The Company's four year financial projections.

. Health-E-Web's four year financial projections,

. Health-E-Web's 2012 Business Plan.

. The Company's Board of Directors Meeting Minutes for April 6,201-2.

. The Company's Accounts Receivable Aging as of June 30,2012.

. Actuarial Valuation for the Company's Benefit Restoration Plan. David Dougherty, LLC.
Prepared as of December 31,201,1,

. Life Insurance Statement for Blue Cross Blue Shield of Montana. Northwest Mutual Life
Insurance Company, as of June 30,2012.

o Account Statements for Blue Cross Blue Shield of Montana, Wells Fargo, as of June 30,
201.2,

. TriWest Alliance, Inc. book value of equity and financial statement summary as of June
30,201,2.

. WPMI, LLC internal financial statements for the six months ending lune 30,20L2.

. Additional financial and company data.

. Economic data:

. Annual Statement Studies: Financial Ratio Benchmarks, 2011-2012. The Risk
Management Association.

. National Economic Outlook Update, Q2 2012. Business Valuation Resources,t

. Wall St, Cheat Sheet. "Consumer Confidence: A New Type of Record Low." Accessed 23
F eb. 20 12. <http: / / wallstcheatsheet.com>.

1 "All ofthe contents ofthe national economic outlook section ofthis valuation report are quoted from the
Economic Outlook Update'" 2Q2072 published by Business Valuation Resources, LLC, @ 2012, reprinted with
permission. The editors and Business Valuation Resources, LLC, while considering the contents to be accurate
as of the date of publication of the Update, take no responsibility for the information contained therein.
Relation of this information to this valuation engagement is the sole responsibility of the author of this
valuation report."
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. Regional Perspectives: Montana Economic )utlook. )PMorgan Chase & Co., August 29,
2012.

r Industrydata:

. Medical Claims Processing Services in the U.S. IBISWorld. Oct 2011.

. Medical Services Industry. Value Line. 74 iep.2072.

. Sandard & Poor's Monthly Industry Surveys: Insurance; Life & Health. Standard &
Poor's. t2 4pr.2012.

. Standard & Poor's Monthly Investment Review: Life & Health Insurance. Standard &
Poor's. Sep. 2012.

. Health & Medical Insurance in the U.S. IBISWorld. Aug.2OI2.

. Health Insurance Carriers. First Research. 6 Aug. 2012.

. Medical Services Industry. Value Line. 14 9ep.2072.

. Standard & Poor's Monthly Industry Surveys: Insurance: Life & Health. Standard &
Poor's. 12 Apr.2At2.

. Standard & Poor's Monthly Investment Review: Life & Health Insurance, Standard &
Poor's. $ep.2072.

. Capital market data:

o lbboBon Cost of Capital 2011 Yearbook Morningstar.

. Cost of Capital Yearbook Qu arterly Update: 2 0 1 2 U pdate. Morningstar.

t lbbotson SBBI 2011Valuation Yearbook, Morningstar.

. Duff & Phelps, LLC Risk Premium Report 2011 lbbotson Associates.

. Federal Reserve Statistical Release: H.15 (519) selected interest rafes. The Federal
Reserve Board. |une 30, 2012. Accessed August 22,2072 <www.federalreserve.gov>.

. Public Company Market Data and Private Company Merger & Acquisitions Data. Capital
IQ Inc., a division of Standard & Poor's. September 2012.

o Insurance Industry Data, SNL Financial Database, SNL Financial, LC, accessed September
2012.

r Howitt, Idelle A., Federal Tax Valuation Digest - 2009/2070 Cumulative Edition. Thomson
RrA.2009.
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Financial Ratio Definitions
Definitions and interpretations of the financial ratios used in the Financial Review section of this report
are presented below.

Growth

Annual growth rates are measured as the percentage change from one year to the next. A compound
annual growth rate (CAGRJ is computed by dividing the later year's result by the earlier year's result,
taking the nth root fwhere "n" is equal to the difference in years minus one), and then subtracting one
from t}re overall figure.

Profitability

Various types of ratios are available to indicate the firm's profitability, measured as a return on sales.

Comparison of these profit margins with industry benchmarks may be complicated by differences in
accounting policies between the firm and the industry norm.

Each profitability ratio is computed by dividing the selected profit or cash flow figure by net sales.

. Gross Profit Margin - measures the effectiveness of a firm's pricing policies and its
efficienry in producing and delivering products or services. Differences in classification of
overhead expenses can make comparisons with industry norms difficult.

. Operating Profit Margin - indicates the productivity of company operations, before taking
financing and non-operating activities into account.

. EBITDA Margin - where EBITDA equals earnings before interest, taxes, depreciation and
amortization. It measures cash flow (before non-cash charges) after accounting for non-
operating activities but before financing decisions.

. EBIT Margin - where EBIT equals earnings before interest and taxes. It indicates
profitability after accounting for non-operating activities but before financing decisions.

. Pretax Profit Margin - measures a firm's overall efficiency after taking financing and non-
operating activities into account but before accounting for its tax position.

. Net Profit Margin - indicates overall efficiency after taking all activities into account.

. Gross Cash Flow Margin - where gross cash flow equals net income plus depreciation and
amortization. It measures cash flow after taking all activities into account.

Efficiency

Efficiency ratios are used to assess management's performance and to provide additional insight into a

firm's profitability. Caution must be used in interpreting individual ratios, which should be used in
conjunction with other efficienry ratios.

Pretax Return on Equity - equals pretax profit divided by tangible net worth ftotal owners' equity less
net intangible assets). It expresses the rate of return to equity owners and can be an indicator of
management performance. A high return could indicate either effective managemenr or an
undercapitalized company. Conversely, a low ratio may indicate inefficient management performance or
a highly capitalized, conservatively managed firm. Additional insight can be gained by breaking this ratio
down into components.
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Stock investors are more interested in the return on equity than the return on assets. Debt financing
increases risk to stockholders. As long as a higher rate of return can be earned on assets than is paid for
debt capital, then higher leverage will increase the return on equity. Leverage can enhance an owners'
rate of return in good years, but in bad years, owners will be worse off than they would be without the
borrowing because debt service may be more difficult.

Debt'Free Return on Assets - equals EBIT fearnings before interest and taxes) divided by total assets.
This ratio measures the rate of return on assets before the effect of financing decisions and indicates
how efficiently assets are being employed. This measurement may be distorted by highly depreciated
fixed assets, large intangible assets, or unusual income or expenses. Breaking this ratio down into
components provides additional understanding of a company's efficiency.

Pretax Return on Assets - equals pretax profit divided by total assets. Unlike Debt-Free Return on
Assets, this ratio uses after-interest income. Although widely use4 the use of this ratio can be criticized
because it makes leveraged firms appear less profitable by charging interest costs against assets. As with
other measures of return, additional insight can be gained into this ratio by analyzing its component
parts.

Sales to Assets Ratio - equal to net sales divided by total assets. This ratio indicates how effectively the
firm employs its assets. A low ratio may indicate inadequate sales volume or excessive asset levels.

Pretax to EBIT Ratio - equals pretax income divided by EBIT (earnings before interest and taxes). This
ratio, which is always less than one, represents earnings leverage and is equivalent to the inverse of
financial leverage and so decreases return on equity relative to return on assets.

Assets to Equity Ratio - equal to total assets divided by tangible net worth (total owners' equity less
net intangible assets). It is also equal to 1,.0 plus the Debt to Equity Ratio, discussed below This ratio
indicates the degree to which assets are financed by equity capital, as opposed to debt capital. A high
ratio indicates a high level of financial leverage, or a low level of equity financing while a low ratio
indicates the reverse. This ratio is always greater than or equal to one and has the effect of increasing
return on equity relative to return on assets,

Sales to Net Fixed Assets Ratio - equal to net sales divided by net fixed assets. It measures how
productively the company's fixed assets are employed. Viewed over time, this ratio can indicate
changing productivity or non-operating assets. This ratio may be distorted by highly depreciated assets
or labor intensive operations. Changes in the sales to net fixed assets turnover ratio must be interpreted
carefully. Investments in fixed assets are often made several periods before they begin generating sales.
Therefore, a low or decreasing ratio may indicate that the firm is expanding in preparation for future
growth. Conversely, a firm may reduce capital expenditures if the near-term outlook for sales is poor,
producing an increase in the plant asset turnover ratio.

Sales to Working Capital Ratio - equal to net sales divided by net working capital fcurrent assets less
current liabilitiesJ. Working capital reflects the ability to finance current operations and provides an
indication of the margin of protection for current creditors. The sales to working capital ratio shows
how efficiently working capital is used. Low ratios may indicate the inefficient employment of working
capital. A high ratio can indicate the efficient use of current assets or, conversely, it could indicate
inadequate Iiquidity or overextended credit.
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Accounts Receivable Turnover Ratio - equal to net sales divided by trade receivables. This ratio
indicates the number of times receivables turn over during the year and provides an indication of the
firm's control over credit and collections. The higher the turnover, the shorter the time between the sale
date and the date cash is collected. Lower turnover places a strain on short-term liquidity and indicates
a greater likelihood that there are delinquent accounts. However, this ratio can also be affected by
variations in terms granted to customers, High turnover may indicate overly stringent credit terms,
which may be limiting sales. One problem with this ratio is that it compares receivables at one date with
sales for an entire year and does not take into account seasonal fluctuations. Interpretation ofthis ratio
will be difficult if a large percentage of a firm's sales are cash sales.

Inventory Turnover Ratio - equal to cost of sales divided by inventory. This ratio measures the
number of times inventory turns over in a year. High turnover could indicate better liquidity or
merchandising or, alternately, it could indicate a shortage of inventory. Low turnover can place a strain
on short-term liquidity and may indicate overstocking, obsolescence or, conversely, a planned inventory
buildup in anticipation of material shortages or higher sales, Trade-offs are required in choosing an
optimum level of inventory and the desired rate of turnover. Like the previous ratio, this measurement
ignores seasonal fluctuations in inventory. Also, industry norms usually do not take differences in
inventory valuation methods into account.

Payables Turnover Ratio - equal to cost of sales divided by trade payables. This ratio indicates the
number of times trade payables turn over in a given year. The higher the ratio, the shorter the time
between purchases and payments by the firm. A low ratio may indicate cash shortages, invoice disputes,
expanded use of trade credit or favorable terms from suppliers. If a company typically buys on 30 days'
terms, then this ratio can be expected to indicate a turnover period of about 30 days. Similar to the
previous two ratios, this ratio does not take into account seasonal fluctuations.

Liquidity

Liquidity ratios measure the ability of a company to meet its current obligations as they come due. These
ratios can help determine whether a firm has any assets in excess of those required for normal
operations or whether the assets fall short of normal needs, However, the composition and quality of
current assets is an important factor in assessing a firm's overall liquidity.

One problem with liquidity ratios is that they are computed at one date and do not take into account
seasonal variations. In addition, they may not accurately reflect a firm's use of short-term credit to
finance its liquidity needs.

Current Ratio - equal to total current assets (those which will convert to cash within one year) divided
by total current liabilities fthose due within one year). This ratio gives a rough measure of a company's
overall ability to service its current obligations. If this ratio is too low, the firm may have difficulty in
meeting its short-term obligations as they come due. A ratio that is too high may reflect excessive
investments in current assets or under-utilization of short-term credit.

Quick Ratio - equal to cash and equivalents plus trade receivables divided by total current liabilities,
Also called the "acid-test ratio," it is a more conservative measure of liquidity than the current ratio. It
illustrates the degree to which the firm's current liabilities are covered by the most liquid current assets.
If the quick ratio is too low, a company may have difficulty meeting its immediate credit obligations. A
ratio that is too high may indicate excessive investments in cash and securities or poor accounts
receivable collections.
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Days'Receivables - equal to 365 days divided by the accounts receivable turnover ratio, It measures
the average number of days that receivables remain uncollected. Interpretation of this ratio depends on
a firm's terms of sale. A ratio that is greater than a firm's standard terms indicates that collections need

improvement. Conversely, a ratio that is less than a company's standard terms indicates that collections
are being handled well. See the Accounts Receivable Turnover Ratio definition for more comments.

Days'Inventory - equal to 365 days divided by the inventory turnover ratio. It measures the average
number of days items remain in inventory. See the Inventory Turnover Ratio definition for other
comments.

Operating Cycle - equal to days' receivables plus days' inventory. It represents the average number of
days it takes to convert inventory to cash and indicates the relationship ofsales and collections.

Days' Payables - equal to 365 days divided by the payables turnover ratio. This ratio indicates the
average number of days that trade payables are outstanding. See the Payables Turnover Ratio
definition for additional comments,

Cash Cycle - equal to the operating cycle minus days'payables. It represents the average number of
days a firm's cash is tied up in the operating cycle and indicates the relationship of sales, collections, and
credit in a way the individual ratios do not.

Solvency

Solvency ratios are used to measure a firm's ability to meet interest and principal payments on long-
term debt and other obligations as they become due. These ratios can be further classified into two
categories, leverage, and coverage.

Leverage

Leverage ratios indicate whether or not there are sufficient assets to pay off debt if a firm has to
liquidate and measure a company's vulnerability to business downturns.

Debt to Worth Ratio - equals total liabilities divided by tangible net worth [total owners' equity less
net intangible assets). This ratio indicates the relationship between capital contributed by creditors and
by equity owners. It measures the margin of protection provided by the owners to the creditors, A
higher ratio indicates that creditors are assuming greater risk and that the firm has limited capacity to
take on additional debt Lower ratios generally indicate higher long-term financial safety for creditors
and a greater ability to borrow in the future.

Long-Term Debt to Total Capital - equal to long-term debt fincluding current portionJ divided by the
sum of long-term debt and tangible net worth. This ratio measures the extent that long-term debt is used
to finance the company,

Coverage

Coverage ratios measure a company's ability to service its interest-bearing debt. Like all financial ratios,
a coverage ratio should be compared to an appropriate benchmark such as an industry norm rather than
to a single absolute standard.

Interest Coverage Ratio - equal to EBIT (earnings before interest and taxes) divided by interest
expense. This ratio expresses a company's ability to meet interest payments as well as its capacity to
take on additional interest-bearing debt. High coverage indicates that the firm has little problem
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meeting its current loan obligations and can take on additional debt. This ratio can be criticized as a
measure of solvenry because it uses earnings rather than cash flows. Interest payments are paid in cash,
not earnings.

Cash Flow to Cunent Debt Ratio - equal to net income plus depreciation and amortization, divided by
the current portion of long-term debr It measures a firm's ability to cover current debt maturities with
cash flow from operations. Cash flow is the primary source for debt payments, so this ratio indicates a

company's ability to make principal repayments and to take on additional interest-bearing debt.
Although in reality all cash flow is not available for debt service, this ratio provides a useful indication of
the firm's ability to service its long-term debt,
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Discount Rate
The discount rate is a market-driven rate representing the rate of return necessary to induce investors
to bear the risk of committing funds to an investment. The discount rate is applied to the expected free
cash flows to estimate a total capital value [interest-bearing debt plus stockholders'equity).

The discount rate used is the weighted average cost of capital. The equation for the weighted average
cost of capital (WACC) is as follows:

WACC = [(D+VJ x t<a x (1 -TJ] + [{E +V) x &]

where:

(D + V) = ratio of market value of interest-bearing debt to total capital

(E + V) = ratio of equity capital to total capital = 1 - (D + V)

Kd = cost ofinterest-bearing debt capital

Ke = levered cost of equity capital, which relies on a beta estimate reflecting the industry
average debt level, per the publicly traded guideline companies. See calculation below.

T = marginal tax rate

The leverage ratios [D + V) and (E + VJ are forecasted based on specific assumptions of the Company's
leverage in the future. Our estimates of leverage are generally based on observed industry average
leverage ratios, on an analysis of the subject's historical leverage, or on leverage ratios for comparable
publicly-traded companies. Leverage ratios are typically forecasted to remain constant in the future.

The cost of interest-bearing debt (Ka) was based on the subject's actual borrowing costs as of the date of
value. A combined state and federal marginal tax rate (T) was used,

There are several widely used and effective methods to estimate the levered cost of equity capital,
including the capital asset pricing model ICAPMJ, the discounted cash flow method, arbitrage pricing
theory [APT), and the Fama-French three factor mode]. We selected the Capital Asset Pricing Model

ICAPM) in our analysis.

The CAPM is modified to account for a small stock premium and subject company rish as follows:

Ke = Rr+ (Br x Re) + R, + R.

where:

IG = Ievered cost of equity capital

Rr = risk-free rate

Br = levered beta

R. = equity risk premium

R. = small stock risk oremium
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in the Income Approach section ofR. = subject company risk premium, as discussed

this report

The levered beta (BrJ is computed using the following equation:

where:

Br = Bu x [1 +((1 -TJ x (D+ E))]

Bu = unlevered beta

T = marginal tax rate

D+E =

Risk Free Rate

ratio of market value of interest-bearing debt to equity capital

The CAPM implicitly assumes the presence of a single riskless asset. U.S. Treasury securities are
considered to be default-free for all practical purposes and, therefore, a useful proxy for the riskless
asset,

The horizon of the chosen Treasury security should match the anticipated holding period for the
investment considered. For valuations involving going concerns, we utilize the 20 year Treasury Coupon
(Treasury Constant Maturity) Bond Yield.

Beta

Systematic, or market, risk is measured in CAPM by the beta coefficient. As used herein, the beta
coefficient is a measure of a stock's volatility in relation to the rest of the market Stocks with a beta that
is higher than t have historically demonstrated higher volatility of return than the broad market
average, while stocks with betas below t have exhibited lower overall volatility than the broad market
average, Similarly, stocks with betas above t have required rates of return (ROI) which are higher than
the market average, while stocks with betas less than t have lower ROI relative to the market.

There are a number of different methodologies used for the purpose of estimating betas. Among the
more common methods employed is the "Excess Return" method. Alternative measures include:
accounting betas; fundamental betas; bottom-up betas; and forward-looking betas derived from option
pricing data.

There are a number of different commercial sources of betas available for use in estimating betas. The
more common providers include: Bloomberg Standard & Poor's Compustat/Capital IQ database,
Ibbotson, Valueline, and Merrill Lynch, Each of the foregoing providers utilizes similar, but slightly
different calculation methodologies, which in turn yield differing results. Our estimates of beta is
generally based on a survey of, or selected from, beta information published by lbbotson, Aswath
Damodaran, Factiva, and Capital IQ.
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Equity Risk Premium (R")

The equity risk premium is defined as the additional return over and above the return on investments in
the riskless assets that an investor expects to receive as compensation for the additional risk associated
with investing in equities. An increase in the equity risk premium indicates that investors are charging a
higher price for investing in the same risky cash flows. In general, there are three main approaches used
to derive an indication of the equity risk premium:

1l From actual observed historical returns between s.tocks and bonds;

2) Using fundamental information such as earnings and dividends, or macroeconomic or general
equilibrium models to calculate the implied or required equity risk premium; anc

3) From the opinions of financial professionals through broad surveys or calculations based on
earnings expectations to estimate the expected equity risk premium. Such opinions likely
incorporate elements from the two other methods.

As with betas, there are a number of different sources of estimates of the equity risk premium, However,
many of the available sources of equity risk premium data are updated infrequently and viewed as less
reliable indications of the current equity risk premium. The basis of our equity risk premium selection
was based on regularly updated, respected sources in the industry which cover each of the three
general approaches listed above,

Survelr of Indicators for U.S. Equitv Risk Premium in 2011

Historical Equity Risk Premium

lbbotson Associates (2010) "

lmplied or Reouired Etuity Risk Premium

Ibbotson Associates (20101'
Damodaran [1960-2010) 

b

Damodaran (2010J b

Global CFO Outlook Survey "

Arithmetic Geometric

6.7o/o 4.60/o

6.0o/o

4.0o/o

3.9o/o

NA

Arithmetic Geometric

NA 6.50/o

NA 3.70/o

Premium

Sources

a. Ibbotson SBBI 2011 Valuotion Yearbook Morningstar. 2011.
b. Implied Equity Risk Premiums - United States. Damodaran On-Line. Aswath

Damodaran. Accessed 07 Nov. 201 1,
<http://pages.stern.nyu.edu/-adamodar/New_Home_Page,/>. Based on a 2-stage
DDM and reflect the risk premium which would justi$r the current level of the
index, given the dividend yield, expected growth in earnings and the level ofthe
lonq term bond rate.

c. Duke/CFO Magazine Global Business Outlook Survey. Graham, J. and Harvey, C.

Duke University. March 9,2011. ERP is calculated as the expected L0 year annual
return ofthe S&P 500 less the current 10-yr Treasury bond vield.
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Small Stock Risk Premium (R.)

Many studies have looked at the effect of firm size on return. Rolf W, Banz was the first to document this
phenomenon in a L98L Journal of Financial Economics article titled "The Relationship Between Returns
and Market Value of Common Stocks." Because of significant statistical support for a relationship
between firm size and return, an additional premium is applied to account for the small relative size of
the subject company under consideration.

We consider size premium data from two primary sources: Morningstar's lbbotson SBBI Valuation
Yearbook which is updated annually, and Morningstar's Duff & Phelps Risk Premium Report, which is also
updated annually.

The former looks at size in terms of market capitalization, whereas the latter considers other measures
of size in an effort to isolate the effects that are purely due to small size as opposed to a combination of
size and risk which is by definition reflected in the market capitalization of a given company. The Duff &
Phelps study considers eight different measures of size, including: market value of common equity; book
value of common equity; five-year average net income before extraordinary items; market value of
invested capital; total assets as reported on the balance sheet; five-year average EBITDA for the
previous five fiscal years; sales; and number of employees. The results show that the average historical
equity risk premiums for the smallest companies are generally lower when sorted by criteria other than
market value, and that differences in leverage have little effect on returns in their sample. From the
results of the 2011 study fbased on data available through December 3I,2010), the indicated premiums
over CAPM for the smallest companies are as follows:

Data for vear endinp December 31.2010

Portfolio

Arithmeti
c Equity

Risk
Premium

Average
Size

Aritfimeti
c Average

Return
Sum
Beta

Indicated Premium
CAPM Over

Premium CAPM

Smoothed
Premium

Size $MM
Market Value of Equity
Book Value of Equity
5-Year Avg Net Income
Market Value of Invested Capital
Total Assets

5-Year Avg EBITDA
Sales
Employees*

LJ

LJ

L3

LJ

LJ

z5
LJ

60.0
4.0

94.0
1.17.0

t4.0
7t7.0

r.27
1.33
t.z8
1.29
1.31

L.LO

LB.89o/o

21.67o/o

22.54o/o

2L.360/o

20.79o/o

20.000/o

I aa 76.37o/o

11.98o/o

L4.760/o

L5.640/o

14.45o/o

13.890/o

L3.09o/o

8.020/o

6.360/o

7.34o/o

7.700/o

6.94o/o

7.'1,4o/o

6.57o/o

5.670/o 10.71o/o

5.57o/o 6.4to/o
5.85%o B.9Lo/o

5.630/o L0.0lo/o

5.650/o 8.800/o

5.760/o 8,13o/o

5.520/o 7.58o/o

25 251'0 I.Z4 20.27o/o 13.360/o 5.450/o 7.9L0/o 6.880/o

* Total employees, not in dollar terms

The 2011 SBBI study stratifies the market capitalization levels into deciles - the largest decile has a
negative size premium of 0.38 percent, which increases steadily through to the smallest decile, which
has a size premium of 6.36 percent. The smallest company contained in the L0tt' decile has a market
capitalization of $1.222 million; the largest, $235.647 million.
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Data for year ending December 31. 2010

Market Market
Capialization of Capitalization of Size Premium

Smallest Largest [Return in
Companv f$MM) Companv {$MMl Excess of CAPM)

10 - Smallest

10a
10w
10x

10b
1ov
l0z

7.222

743.887
179.554
r43.887

r.r22
85.706

1.222

235.647

235.647
235.647
179.3t6

143.379
143.379

85.670

6.36

4.55
3.99
4.96

10.06
9.15

L2.06

Apart from the different measures of size considered by the two studies, they employ different data
sources. The data used by SBBI comes from the Center for Research in Security Prices ("CRSP") at the
University of Chicago's Graduate School of Business. A 7997 fournal of Finance article by Tyler Shumway
titled "The Delisting Bias in CRSP Data," provided evidence that the CRSP database omits delisting
returns for a large number of companies. Shumway found that investors incurred an average loss of
about 30 percent after delisting. Shumway also showed that delisting for non-performance reasons such
as mergers or changes of exchange tended to have a neutral impact during the month that the delisting
occurred. The Duff & Phelps study gets its data from the Compustat database and incorporates the
findings of Shumway's study into their rate of return calculations.
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Description of Moss Adams LLP - Consulting Division
Moss Adams LLP is a partnership with its headquarters in Seattle which provides accounting and
consulting services from nineteen offices in Washington, Oregon, California, Arizona, and New Mexico.
The firm was founded in 1913 and currently has more than 250 partners and over 1,900 employees. The
firm is recognized for its niche concept which emphasizes focusing attention on specific industries and
specialty areas as part of the firm's strategic plan. Moss Adams LLP's Consulting Division offers a wide
range of general and specialized consulting services which extend beyond traditional accounting
activities.

Business valuations is a significant service specialty within the firm. The group specializes in services to
commercial and industrial sector clients; principally in the areas of ESOPs, merger, acquisition and
divestment services; financial feasibility, financing, ad valorem, estate and gift tax, insurance, property
records, and litigation support. Asset valuations include all tangible and intangible assets.

The securities side of our business is broadly based. We provide valuations of business enterprises,
common and preferred stock, partnership interests and limited liability company interests.

In addition to valuation services we have developed a great deal of experience and success in following
up in the final disposition of these matters through IRS conferences, informal negotiations, sworn
depositions and court appearances, We believe this is absolutely essential in the overall package and
dedicate a great deal ofresources to insuring success ofour position. Our work product has been tested
before Federal and state courts, including U.S. Tax Court and other governing bodies.

Working Relationships

Our services by and large add to the existing strengths of our client's organization as well as to our
client's outside advisors. Valuation and economic analysis is a unique field. However, it is not unusual
for us to work closely with other advisors such as investment bankers, auditors, financial institutions,
legal staff, etc., as they depend upon our work product as support for their activities.

Professional Capabilities and Credentials

Our valuation personnel and associates carry a number of appraisal and financial designations such as
Chartered Financial Analyst (CFA), Accredited Senior Appraiser, American Society of Appraisers (ASA),
Certified Financial Planner [CFP), Certified Public Accountant (CPAJ and CPA Accredited in Business
Valuation [CPA/ABV). Undergraduate degrees are in business administration, accounting economics,
engineering, finance, and industrial design, with graduate degrees in business administration, finance,
tax, and civil engineering.
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D. Alan Hungate, CFA, ASA
D. Alan Hungate is a Principal of Moss Adams LLP. He has an MBA in finance from the University of
Chicago, as well as a BA in mathematical economics from Pomona College. A Chartered Financial Analyst
(CFA), Mr. Hungate has been active in business valuation, capital planning, financial analysis, and real
estate analysis since 1987.

He is an Accredited Senior Appraiser [ASA) in Business Valuations from the American Society of
Appraisers. He is also a member of the Portland Society of Financial Analysts and the CFA Institute and
has testified as an expert witness in US Tax Court, and Oregon, California, Washington, and Montana
venues. He has been published in a national journal on the subject of valuing promissory notes and has
lectured on valuation and financial analysis before many professional groups.

PROFESSIONAL QUALIFICATIONS

7997 - Present Moss Adams LLP - Consulting Division
Principal
Mr. Hungate's responsibilities include project managemen! business
valuation, financial consulting and sales development. Reviews real estate
appraisals and supervises and prepares business valuafions and undivided
interests in real property for a wide variety of purposes including merger
and acquisition, estate and gift planning, financing, litigation, and other
purposes.

Aldrich Kilbride & Tatone LLP, Lake Oswego, Oregon
Director
Mr. Hungate's responsibilities included project management, business
valuation, financial consulting, and sales development. Purposes included
tax court litigation, estate and gift planning, financing, dissolution, and
other purposes.

The First Princeton Corporation, Lake Oswego, Oregon
Managing Director
Mr. Hungate's responsibilities included business valuation, financial
consulting, and sales development.

Price Waterhouse, Chicago
Analyst - Valuation Services Group
Mr. Hungate's responsibilities included business valuation. Purposes
included estate and gift plannin& merger and acquisition, international
taxation issues, customer lists and contracts, intellectual property,
financing and other purposes.

Desmond, Marcello & Amster, Oakland and Los Angeles
Manager
Mr. Hungate's responsibilities included managing business valuation
engagements primarily for eminent domain purposes. Assets valued
included goodwill, professional, and personal goodwill, leasehold interests,
majority, and minority equity interests. Special projects included lost
profits damage analysis, and relocation damage analysis.

1995 - 1996

7994

L992

1.987 - 1997

lo4



Appendix D

EDUCATION AND PROFESSIONAL DESIGNATIONS

University of Chicago, MBA in Finance & Accounting

Pomona College, BA in Mathematical Economics

ASA (Accredited SeniorAppraiser) - Business Valuation

CFA (Chartered Financial Analyst)

PROFESSIONAL AND CIVIC AFFILIATIONS

Member, American Society of Appraisers (ASAJ and the Portland Chapter of the ASA

Member, CFA Institute and the CFA Society of Portland

Associate Member, Estate Planning Council of Portland

PUBLICATIONS

Published in:
Valuing an Automobile Dealership, National Association of Automobile Dealers, 2000

"Valuation Discounts for Private Debt in Estate Administration", Estate Planning fournal, fune 1998

"Valuation Important to Success", Open for Business/Eugene Area Chamber of Commerce,
August/September 2010

PRESENTATIONS

O rg anizations Addres se d Include :

. Oregon Chapter of the American College of Trust and Estate Counsel (ACTEC)

. Key Banh CEO/CFO Speaker Series

. Excell CEO Forum

. Mid-Willamette Valley Estate Planning Council
r De Filipps Annual CPA-Auto Dealership Niche Conference
. Southwest Washington Estate Planning Council
. Union Bank of California
. Southern Oregon Estate Planning Council
o National Business Institute
o Benton-Linn Chapter ofthe OSCPA
e Willamette Valley Estate Planning Council
o SureVAssociationoforegon
. Portland Estate Planning Group of Life Insurers
r Oregon State Bar
o Lewis & Clark Law School
o Willamette University College of Law
o Northern California municipalities and attorneys
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Calvin E. Swartley, CFA, ASA

Calvin E. Swartley is a member of the Valuation & Litigation Services Group (VSGJ of Moss Adams LLp.
He received his Bachelor of Science in Business Administration from Lewis & Clark College, his Master of
Business Administration from Washington University, and he has obtained the designations of
Chartered Financial Analyst (CFA) from the CFA Institute and Accredited Senior Appraiser (ASA) from
the American Society of Appraisers.

Mr. Swartley has testified as an expert witness in the State of Oregon and has participated in settlement
negotiations with the Internal Revenue Service. He has also been published in various newspapers,
magazines, and books, and has lectured on valuation and financial analysis before many professional
groups.

PROFESSIONAL QUALIFICATIONS
1998 - Present Moss Adams LLP

Senior Manager
Mr. Swartley's responsibilities are focused in the business valuation area.
He analyzes and values operating companies, limited liability companies,
options and warrants, notes receivable, contracts of sale, preferred stock,
and family limited partnerships for a variety of purposes, including
reporting purposes, corporate and estate planning, potential sale or
merger, ESOPs, fractional ownership interests, and gift taxes. Mr. Swartley
is an active member of the Moss Adams Wealth Services and Healthcare
Industry Groups, which provide accounting and consulting services high
net wealth and healthcare related clients and professional advisors.

Technology Applications, Inc., through Washington University
Industry Consultant
Acted as a student consultant for a software company which specializes in
billing software for Internet Service Providers. Prepared industry analysis
of Internet Cable, Telecom, and Utilities industries. Prepared and
presented findings of analysis.

National CacheCard, Company
Marketing Analyst Intern
Developed and designed a marketing database for analysis of company's
product. Analyzed and created reports based on findings from database,
including aspects of the products features and faults. Audited and
reconciled financial accounts linked to products use.

Bottini & Bottini, PC, Attorneys at Law
Leg al Assistant/B o okkee p er
Prepared legal documents for trials, hearings, and reporting purposes.
Conducted legal research, Integrated new software systems for billing and
legal purposes. Maintained financial records relating to firm and clients.
Prepared reports and statements for firm accountant.

September -
December 1997
St Louis, M0

Summer 1997
St. Louis, MO

1992 - 7996
Portland, OR
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EDUCATION AND PROFESSIONAL DESIGNATIONS
2003 Accredited Senior Appraiser (ASA), American Society of Appraisers (ASA)

200I Chartered Financial Analyst designation, CFA Institute
1998 Master of Business Administration, Washington University, St. Louis, Missouri
1993 BS in Business Administration, Lewis & Clark College, Portland, Oregon

PROFESSIONAL AND CIVIC AFFILIATIONS
PresentMember, American Society of Appraisers [ASA) and the Portland Chapter of the ASA

Present Member, CFA Institute
PresentMember of the CFA Society of Portland

P RES ENTATIONS

February 2010 "Healthcare Valuation - What's Your Practice Really Worth?", Moss Adams LLp's
The Voice of Experience webinar series.

December 2009 "Capital Markets - The Impact on Long-Term Care Valuation", The Oregon Long-
Term Care CFO/Owners Conference.

September 2008 "Distressed Companies, Recent Court Cases and Other Updates", Oregon Chapter
of the American College of Trust and Estate Counsel (ACTEC).

September 2008 "Business Valuation - And The Impact of a Changing Economic Environment",
Southern Oregon Regional Economic Development Inc. (S0REDIJ.

September 2008 "Current Developments in Long-Term Care Business Valuation", Oregon Health
Care Association (OHCA) Webinar.

June 2008 "Unique Perspectives and Critical Considerations in Healthcare Valuation",
Southern Oregon Medical Managers.

October 2007 "Current Developments Impacting Business Valuation", SW Washington Estate
Planning Council.

May 2047 "The ABCs of 123[R)" Annual Meeting of the NETWORK fan association of CPA
firms located throughout the Western United States and CanadaJ.

October 2006- "Business Valuation: Current State and Important Changes", Financial

May 2007 Planning Association of Mid-Oregon (May 2007), Seattle Estate Planning Council
(February 2007), Southern Oregon Estate Planning Council (October 2006), and
Willamette Valley Estate Planning Council (November 2006).

November 2006 "What Drives Value in a Medical Practice", 2006 Health Care Conference, co-
presented with Darci Boyle, CPA.

April 2006 "Valuing Company Stock for Compensation Purposes", Portland Chapter of The
National Association of Stock PIan Professionals [NASpp).

May 2004 "Goodwill/Asset Impairment and Testing", Annual Meeting of the NETWORK (an
association of cPA firms located throughout the western united States and
Canada).
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October 2003 "Business Valuation Case Studies", Hershner, Hunter, Andrews, Neill & Smith,
LLP and Moss Adams LLP of Eugene Joint Education Group.

May 2002 "Topics in Business Valuation", Eugene Chapter of the Institute of Management
Accountants flMA)

ARTICLES

May 2010 "Recession Complicates Efforts to Place Values on Businesses", Portland
Business fournal, May 2t,2070.

Summer 2006 "How to Value, Buy, or Sell a Financial Advisory Practice, A Manual on Mergers,
Acquisitions, and Transition Planning", Bloomberg Press, 2005 (contributing
author).

fuly 2005 "A Business Evaluator Looks at Buy/Sell Agreements", Oregon Business Lawyer,
Oregon State Bar, Volume 6, Number 1., Summer 2005,

February 2005 "How to Breakup: Many Planners Have Buy/Sell Agreements. Most of Them Will
Land You in Court", Investment Advisor, February 2005 (contributing author).
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BCBSMT Board of Directors Transaction Summary & Analysis

A. What is the project background and BCBSMT's business rationale for the transaction?

With an uncertain and increasingly competitive market ahead, Blue Cross and Blue Shield of Montana's
(BCBSMT) Executive Leadership and the Board of Directors determined that a business alliance with
another Blue planwould best allow BCBSMT to serve the residents of the State of Montana now and
into the future. Because of BCBSMT's history and role in the State of Montana, BCBSMT's Board of
Directors and Executive Leadership engaged in discussions with other non-investor owned (NlO)
Blues, including Health Care Service Corporation (HCSC). A profile of HCSC can be found in Appendix
A. Ultimately, HCSC's value proposition and its interest in creating a strong alliance of NIO Blues plans
best aligned with BCBSMT's and Montana's interests.

The key challenges BCBSMT identified that drove the decision to pursue a business alliance include:

i. Cost Structure challenqes brouqht on bv a lack of scale

From 2007-2011, the six large publicly-traded managed care organizations (MCOs) - UnitedHealth,
WellPoint, Aetna, Cigna, Humana, and Coventry - added over 5.7 million (M) health members. During
the same period, the NIO Bluesexperienced a 1.2M member decline in health membership (Appendix B
and C). As shown in the chart below, a disproportionate percentage of this membership loss came
from plans with less than 500k members. BCBSMT lost 1.2% of its health membership (2,756
members) between 2007 and 2011.

Aggregate Health Membership of
NIO Blues Plans (in millions)

t.

il.

ilt.
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Cost structure challenges brought on by a lack of scale
lncreased competition in Montana from national players with significant financial
resources
lnsufficient access to capital to expand capabilities and services
lncreased risk exposure.

(0 2%)

Decrease
24.2 24.2

(18 2%)
pgcrease

2.6

Large Single-State.
NIO Blues

(>2M members)

Medium Single-State-
NIO Blues

(500k-2M members)

Small Single-State-
NIO Blues

(<500k members)

*Some p/ans serve only a poftion of a state or sfafes
Source: Mark Farrah Assocrafes
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A key driver of the significant membership loss by small NIO Blues plans is the shift from risk-based to
administrative services only (ASO), or self-fundedplans, by large groups and national accounts. While
ASO membership increased for the aggregate NIO Blues from 2007-2011, the small single-stateplans
experienced an ASO membership decrease of over 25o/o (Appendix B). BCBSMT increased ASO
membership during the period, but is expected to experience a decrease in 2013.

Multi-State NIO Blues 13,005,661 13,310,503 304.U2 2.3% 0.6%

Large Single-StateNlO Blues

Medium Single-StateNlO Blues

Small Single-State NIO Blues

14,322,629 14,226,382

4,183,060 4,854,523

(96,247) (0.7o/;) (0.2%o)

671.463 16.10/o 3.8o/o

1,198,185 889,899 (308,286) (25.7%) (7.2o/o),i!li 
ffiiw,A;ii

NIO Blues, Total

Publicly-Traded MCOs

33,330,184 34,047,347 717,163 2.2% 0.5To

56,077,400 62,778,100 6,700,700 11.9% 2.90/o

Source: Ma* Fanah Assocr'afes

In this line of business, the spread between fees collected and administrative costs is the only
determinant of profitability since the risk on claim liability remains with the employer. As a result,

attributes such as greater economies of scale, significantly higher reserves (which allows for more
aggressive pricing even on self-insured business), and advanced technology deliver lower costs per
member for the large NIO Blue Plans and for-profit insurers. These characteristics create a distinct
competitive advantage over small, single-stateplans like BCBSMT. During the period 2010-2011, the
percentage of net premium revenues (not including ASO revenues) spent on total administrative costs
net of ASO margins (including premium and other non-income taxes, state insurance fees, etc.) was
approximately 1.5o/o higher for small, single-stateNlO Blues thanfor multi-state Blues and public plans
(Appendix D and E). The spread between BCBSMT and HCSC was even larger, at3.5o/o.

Statutory Administrative Cosfs as a percentage
of Net Premium Revenues in 2010 and 2011 (in %)

15

Public MCOs Multi-State Large Single-State Medium Single-State Small Single-State
NIO Blues NIO Blues NIO Blues NIO Blues

(>2M members) (500k-2M members) (<500k members)

Source: Health Annual Statements, SNL Financial

The difference in cost structure will become increasingly important beginning in 2014. On fully-insured
business, minimum medical loss ratios (MLRs) will take effect for severalbusiness segments (large
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group, small group, individual, etc.), meaning that plans must pay a minimum percentage of premium
revenues for medical claims. lf plans fail to spend the requisite dollars on medical claims, they must
return the difference to policyholders. Further still, it is expected that price competition will be
heightened on business sold through the state-based exchanges.Thesechanges make low
administrative costs even more important for small plans like BCBSMT,which will now face challenges
realizing a level of profitability required to maintain their financial strength while investing in new
products and capabilities enhancements that members and employers are demanding. In addition,
because of tax changes expected in 2014, more employers are expected to offer self-funded plans.
further limiting opportunities to restore needed levels of margin.

As illustrated by BCBSMT's recent difficulty in generating underwriting profits, size and the resulgng
scale matters in the health insurance industry. Large payors generally enjoy higher membership
growth rates and better underwriting margins than small insurers. This is because larger MCOs usually
have better per-member cost structures and, because of their size, are able to negotiate steeper
provider discounts than their smaller counterparts.

To remain competitive with Cigna and other public MCOs in Montana, BCBSMT needs to increase
scale and reduce administrative expenses as a percentage of premium revenues. Excluding non-
income tax items (real estate, state, local, premium, payroll, and other non-income taxes) and
regulatory authority fees, BCBSMT's statutory administrative expense ratio has decreased from 16,3%
to 12.8o/o trom 2OO7-201 1 (Appendix F). Despite this improvement, BCBSMT still trails HCSC by better
than 4o/o in administrative expense ratio, as shown in the chart below.

This difference in administrative expense ratio is significant for BCBSMT. ltit had operated at HCSC's
statutory expense ratio from 2007 to 2011, BCBSMT could have lowered premium rates or increased
its undenryriting margin by approximately $130M during that period (Appendix F).

Statutory Adm inistrative Expense Ratio,
Excluding Non-lncome Tax Expenses (in %)
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Source; Health Annual Statements, SNL Financiat
Decreasing the expense ratio would make BCBSMT more profitable and more price competitive,
especially for ASO clients and price-sensitive retail customers. Overall, this transaction will allow
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BCBSMT to make health insurance more accessible for Montanans by controlling costs and having the
financial resources to strongly participate in risk-based business.

ii. lncreased competition in Montana from national plavers

Compounding the difficulties for small, single-stateplans, public MCOs have continued to expand their
geographic reach in an attempt to drive growth and stock price gains. In Montana specifically, Cigna
has significantly increased its fully-insured group presence over the past five years through its wholly-
owned subsidiary, Allegiance Life & Health Insurance Co., which is based in Missoula, Montana.

Montana Group Membership
at Year End (in 000s)

-BCBSMT

-Allegiance

nilegances;:{:lro::i:!;X::"::!,!::":i:K";ffi:;:::,

In addition to its groMh in fully-insured group business, Cigna was recently awarded a three-year
contract for the State of Montana employee account, which was previously held by BCBSMT. This
account is expected to shift up to $4.5M in annual administrative service fee revenue from BCBSMT to
Cigna in 2013.

The increased competition from public MCOs has led the NIO Blues plans, including BCBSMT and
HCSC, to price more aggressively for commercial group business. For the first time since 2009, the
spread between fully-insured group pricing and medical cost trend turned negative in 2012Q1 for the
NIO Blues. As this spread decreases, the plan's MLR increases and undenryriting margin drops unless
there is a corresponding decrease in administrative costs. Unfortunately, administrative cost reductions
cannot fully offset increases in utilization as administrative expenses increase with the number and
complexity of claims processed, and are usually only 10o/o-15o/o of claim dollars paid.
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HCSC

BCBSMT

(2.0o/o)

(4.8%)

(3.8%)

(4.4o/o)

4.2%

2.8%

3.0%

o.3%

(3.4%)

(4j%)
NfO Blues, Total (1.1o/ol (1.5%) 4.3% 1.3To (2.00/"1

Source: Citigroup Research, "Managed Care: I Solemnly Swear That t'm
Up To No Good: 1Q12 Non-Profit Blue Cross Picing Anatysis", Juty 9 2012

For BCBSMT, the effect of this trend is severe since it realized a below-average positive spread
between premium revenues and medical costs in 2010 and2011. This means that BCBSMT's
commercial group MLR decreased at a slower rate than that of other NIO Blues. Whereas the NIO
Blues experienced a decrease in commercial group MLR of 4.60/o from 2009-2011, BCBSMT's
commercialgroup MLR decreased by only 2.4o/o.

HCSC

BCBSMT

81 .2o/o

77.9o/o

82.9%

81 .4o/o

85.9%

84.9o/o

82.4o/o

82.8%

80.0%

82.5o/o

NIO Blues, Total 84.80/o 85.70/o g6.9% 83.3% 82.30/0

Source: HCSC and BCBSMT data from Health Annual Statements, SNL Financia!;
Nlo Blues data from citigroup Research, "Managed care: ! solemnty swear That I'm

Up To No Good: 1Q12 Non-Profit Blue Cross pricing Analysis',, July 9 2012

The net effect of the factors discussed above on BCBSMT and the other small, single-stateNlO Blues is
that the small plans have comparatively lower statutory underwriting margins (Appendix G and H).
BCBSMT's statutory underwriting margin losses were (1 .17o/o) and (0.96%) in 2010 and 2011,
respectively. During this period, many large insurers, including HCSC, experienced substantial margins
which have fortified reserves as they head into an uncertain future. Through the first half of ZOl2,
BCBSMT's statutory undenrriting lossmargin has further deteriorated to (3.48%).

BCBSMT's transaction with HCSC will help it compete with Cigna and UnitedHealth by accomplishing
two goals while maintaining its NIO status. First, as discussed above, HCSC offers increased scale for
BCBSMT, allowing the consolidated entity to price more competitively. Second, the alliance will enable
BCBSMT to leverage the core competencies and track record of innovation of HCSC and its
subsidiaries to substantially expand and improve the services and capabilities provided to its members.
Due to its scale and strong financial position, HCSC has developed several market-leading systems, as
listed below.

o HCSC's BlueChip claims and customer service platform and BlueStar membership and billing
platform will make BCBSMT more efficient in terms of administering its core health insurance
business.

o HCSC has a strong track record of improving and maintaining the customer-facing web portals
of its individual plans.

. HCSC owns state-ofthe-art Tier lV data centers in Waukegan, lL and Fort Worth, TX. Use of
these data centers will enhance the security and reliability of BCBSMT's sensitive member data.
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HCSC's actuarial competency will help BCBSMT ensure that it grows revenues in a fiscally-
responsible manner following the transaction.

HCSC has one of the industry's best records in terms of selling business to large and national
accounts, as it added over 660,000 commercial risk members from 20O7-2011 - a time when
most MCOs were experiencing a significant shift from risk to ASO business.

HCSC will improve BCBSMT's marketing and distribution systems through new delivery models,
public relations efforts, and increased sales support.

Many of HCSC's subsidiaries also offer services and technologies that will be new to BCBSMT. These
capabilitiesoffer the opportunity toimprove BCBSMT's core health insurance business by improving the
medical cost trendandimproving BCBSMT's administrative expense efficiency, both of which should
help reduce premiums over the long-term and benefit current and future BCBSMT members. ln
addition, HCSC subsidiaries can be leveraged by BCBSMT to offer a wider range of ancillary products.

MEDecision's care management programs reduce medical expenses for the chronically ill and
improve their customers' overall managed care capabilities, including those of HCSC.

The private exchange platform of HCSC's partially-owned subsidiary, Bloom Health, can be
used to offer an exchange-based solution for either defined contribution group plans or
individual retail customerc.

HCSC's individualbusiness administrator, Hallmark, can help BCBSMT reduce its
administrative expenses on a per member basis and improve its internal operations for
BCBSMT's over 30,000 individual members.

BCBSMT can offer a wide variety of ancillary products, including life and dental insurance
undenrritten by HCSC's life company, Dearborn National and its dental administrator Dental
Network of America (DNoA).

iii. lnsufficient access to capital to expand capabilities and seruices

With limited or no access to capital markets, smaller plans are often relatively undercapitalized
compared to larger plans. This is the case for BCBSMT, which has no debt or capital notes
outstanding. The average risk-based capital (RBC) ratio of NIO Blues plans with less than 500k
members is 881%, while the average RBC ratio of Blues plans with more than 500k members is 91 1%
(Appendix l). BCBSMT's RBC ratio is the third lowest of the NIO Blues, at 577o/o, and is forecast to
drop another 60-80 points by the end of 2012 (though this projected decrease is largely the result of an
acquisition that increased membership and non-admitted intangible assets that do not factor into the
RBC cafculation). Furthermore, BCBSMT's RBC ratio has declined over the past five years, lrom 6370/o

at the end of 2006. BCBSMT's RBC ratio is not at risk of approaching the minimum value of 375o/o

required by the Blue Cross and Blue Shield Association (BCBSA). However, the alliancewith HCSC will
help reverse this trend and ensure the sustainability of a financially strong NIO Blue plan in Montana,
which improves membership's protection and security. HCSC had an RBC ratio of 1,227o/o at the end
of 2011, up from 1,086% at the end of 2006. Based on the anticipated transaction structure, the
percentage point reductionto HCSC's RBC ratio should be only in the range of 35 - 45 points

With limited reserves, BCBSMT has struggled to innovate to the benefit of its members and the
residents of Montana through organic product development efforts, significant technology upgrades,
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and/or large one-time expenditures. BCBSMT has identified an estimated $100M in capital
requirements and incremental operating expenses over the next five years to successfully compete in
the changing marketplace, improve operational efficiency, and meet BCBSA and municipal regulations.
Some of the largest projects, accounting for $79M of the financial requirements, include:

a

o

$36M required to implement an ICD-10 compliant claims system
$4M in one-time costs and $1M per year to upgrade computer systems to interface with
Montana's public health insurance exchange infrastructure ($9trl totalfive-year spend)
$5M required to build an ICD-I0 compliant data warehouse
$200k in one-time costs and an incremental increase of $960k per year to implement various
medical and care management programs, including a wellness website update, new utilization
management software beginning in 2012, and new medical oncology management software
beginning in 2013 ($Sltt total five-year spend)

$5M in physician incentives to introduce patient-centered medical homes to approximately
50,000 members

$860k per year to purchase excess of loss coverage ($4.3M totalfive-year spend)
$1.2M in one-time costs and $600k per year to upgrade financial systems, including cost
accounting, budgeting, and financial reporting tools (94.2M totalfive-year spend)
$1.5M in one{ime costs and $500k per year for an information analytics platform ($4M total five-
year spend)

$2.1M in one-time costs and $250k per year to upgrade BCBSMT's Federal Employees Health
Benefits Plan processing technology ($3.9[4 totalfive-year spend)
$1.6M in one-time costs and $300k per year to create an improved online information and
transaction portal ($3.1M total five-year spend).

Without increasing its access to capital, BCBSMT may not be able to implement necessary technology
solutions required to compete in the changing health insurance marketplace. Aligning with HCSC,
which has already begun to make many of these investments for itself, will allow BCBSMT to avoid
having to individually fund the investments noted above and instead share the costs with HCSC. An
alliance with HCSC also offers BCBSMT access to capitalfor corporate development projects
(acquisitions for capabilities, joint ventures aimed at innovation, etc.) that will help it remain competitive
well into the future.

As the largest NIO Blue, HCSC is in a very strong capital position even with having made investments
of over $2.4 billion during the past 10 years in technology and service improvements. HCSC has over
$9 billion of surplus and has shown the ability to access the publio debt markets, as demonstrated by its
issuance of $500M in 10-year notes in 2011.

In addition to funding necessary capital expenditures, improved access to capital will affect BCBSMT in
two significant ways. First, the balance sheet strength provided by HCSC will enhance BCBSMT's risk-
taking abilities, allowing it to undenrurite more insured-market business. Therefore, HCSC's balance
sheet may contribute to increasing BCBSMT's membership base as well as its net income. Second,
the surplus of the combined entity may be invested in new subsidiaries that will meaningfully impact
BCBSMT's capabilities or operations. In general, improving BCBSMT's access to capitalwill allow the
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company to enhance memberservices, provide a wider variety of products, and ensure a competitive
administrative cost structure that should ultimately help BCBSMT offer its services to Montanans at a
lower price point than without the alliance with HCSC.

iv. lncreased risk exposure

BCBSMT's ability to grow membership in a financially responsible manner may be negatively impacted
by its size. As of June2012, BCBSMT had 115,390 fully-insured members in individual or group plans,

accounting for approximately $100M in quarterly premium revenue. With this level of membership, a
small number of large claims can create a meaningful impact on the plan's annual results. For
example, if BCBSMT were to incur five more $1M claims than expected in a single quarter, the plan's
fully-insured quarterly MLR would increase by 5.0%. Conversely, HCSC had 3,794,843 fully-insured
individual or group members at the end of 2012Q2, contributing $3.78 in quarterly premium revenue.
Incuning an additional five $1M claims in a single quarter would only increase HCSC's fully-insured
quarterly MLR by 0.1%. With a much larger fully-insured member base over which to spread the risk of
large claims, HCSC is better equipped than small plans like BCBSMT to take on an additional high-risk
member. This is also true for large national MCOs that have recently been competing more
aggressively in Montana, including UnitedHealth and Cigna. UnitedHealth and Cigna, for example,
have over 30 million and 12 million health members respectively, allowingthemto take on riskier
individual and group accounts than may be fiscally responsible for a small plan such as BCBSMT.

This issue may become even more relevant in 2014, when a large number of individuals are expected
to purchase health insurance through the new state based exchanges. Many of these individuals will
not have had health insurance for several years, and therefore may not have had the same level of
preventive care as an insured individual. There is the potentialthat these new members will have
higher initial utilization rates and be more likely to incur large claims than members who have had
insurance for several years. Should these new members have higher utilization rates, large insurers
like the newly allied BCBSMT-HCSC will be able to better absorb the losses that may initially occur
before utilization normalizes to historic levels or pricing changes can be incorporated.

B. Why did BCBSMT gelect HCSC as a transaction partner?

Of critical importance to BCBSMT's Board of Directors and Executive Leadership was a partner that
was dedicated to the non-investor owned approach to health care. Like HCSC, BCBSMT believes that
the NIO model best serves members, since NIO insurers do not have to prioritize short-term financial
gains over service to customers. HCSC|S a mutual health insurance company formed for the purpose
of operating a non-profit health care service plan. Following BCBSMT's strategic assessment, the
BCBSMT and HCSC executive leadership teams actively engaged each other to understand HCSC's
value proposition, including its interest in being a leader in helping NIO Blue Plans join forces. In the
end,HCSC offered the best fit as a transaction partner due to its:

. Financial strength: HCSC has the highest reserves of any NIO Blues plan, with over 99.48 in
statutory surplus at the end of 2012Q1, providing its groups and members the security to be
able to handle the risk associated with insurance while still financially strong enough to invest in
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enhancements to serve members. At the end of 2011, HCSC had an RBC ratio of 1,227o/o. ln
addition, HCSC has posted strong net income figures over the past several years, generating
over $1B in statutory net income in both 2010 and 2011 and over $400M in 2012QL Finally,
HCSC's financial strength is reflected in its rating agency ratings. AM Best rates HCSC's
financial strength at A+ (Superior) with a stable outlook. S&P's long-term rating for HCSC is
AA-, also with a stable outlook.
Dedication to the NIO Model: HCSC is organized as a mutual health insurance company
formed for the purpose of operating a non-profit health care service plan; HCSC leadership
strongly emphasized its commitment to remain a non-investor owned plan, believing it best
allows HCSC to serve its members and remain true to the historical legacy of Blue Cross and
Blue Shield plans as not-for-profit insurers started by hospitals and physicians respectively.
Common commitmentto providing coverage to as many people aspossib/e: HCSC remains
committed to the fundamental health insurance business at a time when many health insurers
are attempting to diversify earnings by offering non-insurance services. To that end, HCSC's
recent acquisitions including Bloom and Health, MEDecision, and TMG Health, are allstrongly
focused on the core health business.
A culture that emphasizes the impoftance of being /ocaf HCSC's BCBS plans have a local
affiliate board and the organizational structure features a local member-facing approach, with
sales and marketing services localized to the state. As part of HCSC, BCBSMT will still be
recognized in its market as Blue Cross Blue Shield of Montana, not HCSC. This modelensures
that HCSC's Blue plans can leverage the scale benefits of HCSC corporate services while
remaining an integral and visible part of the local healthcare market.
Size and scale: HCSC has over 13M members and operates the Blue Cross Blue Shield-
branded plan in four states: lllinois, Texas, New Mexico and Oklahoma.
Employment growth oppoftunities; While HCSC centralizes many funcfions, it has actively
distributed roles dealing with localized issues, such as claims and customer service, throughout
its states.HCSC is a growing company in a growing industry. In fact, during the last six years,
HCSC's workforce has grown by 20 percent. HCSC's goal is to maintain or grow jobs at
BCBSMT.

Proven track record as a 8/ues consolidator HCSC has successfully integrated the Blue Cross
and Bfue Shield plans in New Mexico in 2002 and Oklahoma in 2005, providing it with significant
expertise in how to effectively manage integrations that do not disrupt core operations including
claims and customer service.
Strong technology and capabilities:HCSC's capabilities are competitive with, and in some
cases superior to, major national MCOs. HCSC boasts several competencies and systems that
are unique amongst the NIO Blues, including care management through MEDecision, two Tier
lV data centers, strong data analytics, experience with large self-funded accounts, and a variety
of traditional and exchange-based distribution platforms (including Bloom Health, which HCSC
recently acquired with WellPoint and BCBS of Michigan). BCBSMT also cited HCSC's
undenrriting and actuarial competencies, marketing and sales support, customer service, and
strategic planning capacity related to health care reform as reasons to align.

What is the nature of the transaction?
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HCSC is proposing an asset acquisition of BCBSMT's health plan. Under this arrangement, HCSC
would acquire certain BCBSMT assets and liabilities including, but not limited to, BCBSMT's Blue brand
and other licenses, members, provider contracts, intellectual property, group receivables, claim
liabilities and systems. In addition, HCSC would acquire BCBSMT's wholly-ownedsubsidiary Health-e-
Web, a supplier of provider-health plan clearinghouse and revenue cycle management solutions.
Interests in Prime Therapeutics, TriWest, and WPM|will also be acquired along with cash and
investments required to cover the BCBSMT liabilities assumed such as claims and the health plan

employees' defined benefit pension plan, with the remaining cash and investments not transferred to
HCSC.

Assets that would not be acquired include BCBSMT's surplus, currently-owned buildings, and its
subsidiary holding company Combined Benefits Management, Inc. with its 100o/o ownership interest in

Western States lnsurance Agency and Peakl Administration. Liabilities to remain in the existing entity
would include litigation reserves (see Appendix J for a further breakdown of the expected transfer of
balance sheet assets and liabilities).

In addition to the asset acquisition of BCBSMT's health plan and related subsidiary interests, HCSC
and BCBSMT have negotiated administrative services agreement (ASA). The ASA will allow HCSC to
provide certain administrative services to BCBSMT prior to the close of the transaction while regulatory
approvals are pending, which allows BCBSMT to discontinue funding technology projects as well as
allowing BCBSMT to repurpose personnel to "local-facing" functions. The ASA will outline a variety of
key service areas in which BCBSMT will hire HCSC to assist them before the transaction closes.

D. What is the anticipated transaction timeline?

Outlined below is the tentative ASA and acquisition timeline, though subject to change.

BCBSMT Board of Directors update

Deal structure defined

Due diligence complete

ASA Signed

Discussion with Montana DOI Commissioner and Attomey General

Public Announcement

BCBSMT and HCSC Board Approvals

Definitive agreement signed; File for Regulatory Approvals

Target Transaction Close Date

E. What is HCSC's business rationale for the transaction?

July 2012

August 1,2012

August 16,2012

September 7,2012

September 14,2012

September 17,2012

September 2012

October 1,2012

May 1,2013

Outlined below is the key strategic rationale for why HCSC Management believes an alliance with
BCBSMT is in HCSC's long-term interests:
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Dive scale and efficiency for HCSC as an enterprise through membership growth and
g eog rap h ic d ive rsification
Deepen HCSC3 managerial bench and workforce while adding a lower-cost rural work
environment.

i. Dive scale and efficiencv for HCSC as an enterprise throuqh membership qrowth and qeoqraphic
diversification

To ensure long-term success and the ability to compete with the likes of UnitedHealth, Cigna and
Aetna, HCSC must continue to increase scale to maintain a competitive administrative cost structure.
Organic growth within HCSC's four states alone may not be sufficient to provide the requisite scale to
compete with MCOs that are active in all 50 states. As such, alliances become an important
opportunity for HCSC to continue to meet the required levels of growth to compete.

HCSC's Blue-branded health insurance

With the BCBSMT alliance, HCSC can realize immediate member growth and target a larger overall
population for future organic growth. The proposed transaction will allow HCSC to increase its health
membership by over 236kmembers (adjusting for expected BCBSMT member losses effective
11112013), helping HCSC maintain its position as the nation's fourth-largest health insurer.

Because of HCSC's existing scale and operations, adding BCBSMT should only require a marginal
increase in corporate resources. As such, the new five-state HCSC enterprise should be able to realize
significant administrative synergies. These cost synergies include information technology systems, as
well as functions like claims and customer service, finance, tax, and human resources. In addition,
HCSC's corporate overhead costs, which are currently allocated to its four core health plans and other
subsidiaries, will now be spread to an additional plan. The increases in membership and scale
following the BCBSMT alliance, while small, are expected to result in an improvement of HCSC's
overall expense ratio. Therefore, the alliance is expected to have a net positive effect on the financial
performance of HCSC going fonrard.

In addition to scale improvements, BCBSMT offers a membership mix that furthers HCSC's strategic
focus on the group, government, and retail markets. Adding BCBSMT's membership to that of HCSC
offers growth in allthree segments (Appendix B). In small and large group business, BCBSMT's
83,095 members represent a2.8o/o increase for HCSC. The government and retail boosts are even
farger. BCBSMT would increase HCSC's Federal Employees Health Benefits Plan enrollment by 4.3o/o.
BCBSMT's individual (retail) membership would increase HCSC's retail presence by 3.9o/o. Therefore,
even though BCBSMT's total membership is much smaller than that of HCSC, BCBSMT's low
administrative services membership (less than 1/3 of its health members that are expected to be active
at the transaction close are in self-insured plans) makes it appealing for an alliance.
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Expanding into a new geographic area with the BCBSMT transaction will signal HCSC's interest in

aligning with plans regardless of their proximity to its cunent Blue-branded states. HCSC and BCBSMT
agree that competitive conditions in the health insurance market will make it very difficult, if not
impossible, for geographically-limited NIO plans to survive long term. Therefore, NIO Blues plans in
other states will likely join forces over the next several years. As the NIO Blues continue to align, scale
increases by multi-state NIO Blues will make them more competitive with national public MCOs from a
pricing and capabilities standpoint. The national MCOs will need to look for new markets in which to
compete so as to drive stock price growth, increasing the competitive pressure on the remaining single-
stateplans. At the same time, the multi-state NIO Blues will need to become more aggressive in their
efforts to ally withstandalone plans in order to drive membership growth. These future NIO Blue plan

alliances will supplement HCSC's organic membership growth efforts in pursuit of scale improvements.

As it did following the close of its transactions with New Mexico and Oklahoma, HCSC will provide
BCBSMT with the capital necessary for technology upgrades and capabilities improvements to remain
competitive with other health insurers doing business in the State of Montana. The BCBSMT
transaction and ensuing competitive improvements for the Montana plan will help solidify HCSC's
position as the strongest alliance of NIO Bluesplans. HCSC is strongly committed to the NIO model
and believes it is the payor modelthat best serves members. As a member-owned company, HCSC

does not have to balance the financial demands of third-party investors against providing the highest
possible levels of service to its members. By focusing exclusively on members, HCSC and other NIO
payors are free to make investments in wellness, technology, quality improvement, and other
endeavors aimed at long-term improvements to the healthcare system instead of short-term financial
returns. The BCBSMT transaction and future NIO Blues allianceswill allow HCSC to continue to offer a
financially strong option as a partner for small NIO Blues, ensuring that the NIO model remains in the
market.

From a revenue diversification perspective, Montana features a very different industry mix than any of
HCSC's current core states. Montana's economy is heavily dependent on timber and mining, two
industries that are not well-represented in HCSC's cunent states. lf HCSC expands to a new region
with a different industry concentration, the company may be less susceptible to regional and industry-
specific business cycles.

ii. Deepen HCSC's manaqerial bench and workforce. and add a lower-cost rural work environment

Aligningwith BCBSMT will afford HCSC the opportunity to add severalexecutives with NIO Blues
experience to the organization. BGBSMT's President and CEO, Michael Frank, has served in his
current position since late 2010 and has 13 years of leadership experience at the company. Mark
Buzynski has been CFO since February 2010 and has been with the plan since 2000. Previously, he
held leadership roles in network management, medical management, and external affairs. With the
exception of retirements, it is expected that all of BCBSMT's leadership team willjoin HCSC and
continue running the Montana plan after the transaction.

The addition of BCBSMT's workforce should also prove beneficialto HCSC. BCBSMT has over 500
employees, many of whom have extensive experience and a strong familiarity with BCBSMT's
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providers, vendors, and member groups. Because of the similar, service-oriented cultures of HCSC
and BCBSMT, these employees should make the transition from a small plan to a large plan more
easily. Leveraging the expertise of BCBSMT's employees will also help HCSC minimize service
disruptions and changes to the customer experience for BCBSMT members following the close of the
transaction.

Expansion into Montana also offers HCSC a lower-cost work environment for certain business
processes in the future. HCSC expects to continue to expand its membership, especially beginning in
2014 as many of the uninsured will enroll in individual or state-funded health plans. As part of this
growth, HCSC will likelyneed to consolidate certain segments and parallel processes to achieve scale
efficiencies. This combination of growth and consolidation may require HCSC to open new operations
centers. Montana is a rural and inexpensive state, making it an ideal candidate for new processing
hubs and call centers. The ability to locate consolidated operations centers in Montana should help
HCSC reduce its administrative expense ratio in the future compared to what would be attainable
without the transaction.

F. Why is this the right time to complete this transaction?

Based on BCBSMT's current surplus, recent revenue growth, and decrease in general and
administrative expense ratio, the plan could remain independent for the foreseeable future. Despite
this position, there are several reasons why this is the right time for BCBSMT to alignwith HCSC. From
BCBSMT's perspective, the alliance eliminates the need for the Montana plan to invest upwards of
$100 million in capital investments and related operational costs. Many of these expenditures are
required to improve BCBSMT's capabilities and ensure that the plan can offer a set of services that is
competitive with Cigna and UnitedHealth. Others are needed to prepare for upcoming market changes
in 2014. In most cases, HCSC has already made or is in the process of making the required
investments at the corporate level. Joining forces now will allow BCBSMT to leverage HCSC's
investments.

Another compelling reason for BCBSMT to pursue the alliance at this time is to ensure BCBSMT is
sufficiently prepared for the potential risk exposure from the expansion of individual health insurance in
2014. Without the transaction, BCBSMT may not be in a position to absorb the potential financial risk
associated with the new, dynamic healthcare environment, ultimately putting the financial security of the
current fully-insured members at risk. Aligning with HCSC will provide security and peace of mind for
BCBSMT members during this time of tremendous change in the health insurance market.

Finally, BCBSMT can realize additional value by completing the transaction with HCSC prior to the
expected increase in NIO Blues alliances. By being first in line before the next wave of alignment,
BCBSMT will receive focused transition support from HCSC as the Montana plan's corporate seryices,
operations, and technology are aligned with those of HCSC, leading to a faster and less expensive
transition. This is extremely important to BCBSMT inasmuch as this alliance will bring immediate
benefits to its groups and members in Montana.
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It is also in HCSC's best interest to complete the transaction as soon as possible. Aside from the
avoidance of duplicative capital expenditures and preparation for the expansion of the individual
insurance market in Montana in 2014, time is of the essence for successful completion of the
transaction. BCBSMT is attempting to maintain its market position in the presence of increasing
competition from UnitedHealth and Cigna, both of which have substantial resources at their disposal.
With the ability to underprice BCBSMT on price due to larger scale and higher reseryes, UnitedHealth
and Cigna have the ability to grow membership in Montana at the expense of BCBSMT. This would
destroy value in the BCBSMT-HCSC transaction, since the newly allied entity would have to spend
more resources in terms of advertising, incentives, and sales effort to re-acquire lost members than it
would to keep current members.

Another reason for HCSC to complete the transaction now is to position the company as the strongest
alliance of NIO Blues plans ahead of the expected increase in the pace of Blues alignment. The
BCBSMT transaction will highlight the scale solutions and capability improvements that HCSC can offer
to smaller plans, making it more likely that other NIO Blues approach HCSC for future alliances, as did
BCBSMT. By offering an N|O-alternative to for-profit consolidators, HCSC improves the likelihood that
individuals and businesses have an option to purchase health insurance from a payor that is focused
on the long-term wellness and financial security of its members instead of short-term profits to benefit
shareholders. In addition, given the level of resource commitments required to align with a plan of any
size, HCSC Management recognizes the value of completing the BCBSMT transaction now, rather than
trying to complete multiple alliance efforts in the same time frame.
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APPENDIX A:HCSC Background

F ro m h tt p : //wvvw. h csc. n et :

Health Care Service Corporation (HCSC) operates the Blue Cross and Blue Shield plans in lllinois,
New Mexico, Oklahoma and Texas, employing more than 18,700 people and serving more than 13
million members - 38 percent in national employer plans, 32 percent in large local employer plans, 10
percent in small employer plans, 10 percent in individual plans and 10 percent in government plans.

HCSC is the fourth largest health insurance company in the United States and the largest customer-
owned health insurer. Accountability to customers rather than investors allows HCSC to develop health
care solutions with more flexibility and long-term perspective and enables the company to weather
cyclical economic patterns without resorting to bottom line-driven price increases.

HCSC is one of the most financially secure health insurers in the United States, with a rating of AA-
(very strong) from Standard and Poor's, A1 (good) from Moody's and A+ (superior) from A.M. Best
Company.

Measures ofSuccess

As the largest customer-owned health insurer in the country, HCSC views health care financing, access
and delivery with a long-term perspective that promotes the entire health care system, not just the
company's position. Among the keys to HCSC's success is the collaborative approach the company
employs to develop health care solutions with physicians, hospitals, employers, the government and
community-based health organizations.

HCSC measures its success in four primary ways:
Financial strength: HCSC recognizes that its members depend on the company to provide
health-related financial security and protection from overwhelming health care costs.
Membership: By maintaining strong levels of health plan membership, HCSC is not only able to
provide access to more affordable, quality health care, but also is able to spread risk and
medical expenditures across a large enough population to help offset rising health care costs for
its members.
Administrative costs: Although administrative costs only account for about 10 cents of a
health care premium dollar, HCSC recognizes that as the company can reduce those costs, it
can help slow the rate of premium price increases.
Member loyalty: HCSC's member loyalty in comparison to other health insurers' member
loyalty shows how well the company is performing versus its peers in the eyes of the customer.

Pertormance Outcomes

In 2010, despite a slow economic recovery and persistent high unemployment, HCSC retained its
industry-leading financial strength ratings of A+ (superior) from A.M. Best Company, AA- (very strong)
from Standard and Poor's and ,A1 (good) from Moody's.
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From January 2010 through January 2011, HCSC grew by nearly 450,000 members. That followed
groMh of 789,050 members in 2003; 760,940 in 2OO4; 1 ,035,306 in 2005; 663,195 in 2006; 559,458 in

2007; 601,747 in 2008; and 29l/.,178 in 2009.

In 2010, HCSC's member loyalty score was 5.2 points above the member loyalty of other health
insurers.

Kev Subsidiaries & Affiliates

Dearborn National is the brand name for HCSC's ancillary benefits subsidiaries, which undenrrite and
market group life, disability, dental, worksite and voluntary products, and individual solutions. Located
in Lombard, lllinois, Dental Network of America, Inc. (DNoA) functions as a third party administrator
(TPA) for HCSC dental programs.

ilEDecision, lnc., a wholly owned subsidiary, provides a collaborative health care information
exchange service as well as a platform for case management, disease management and utilization
management.

Hallmark Services Gorporation, a wholly owned subsidiary, provides policy administration and claim
adjudication services primarily for individual policies.

Availity, LLC, a partially owned subsidiary operates a health care clearinghouse and provides Intemet-
based e-health information services.

HCSC Insurance Services Company, a wholly owned subsidiary, undenrrites and administers certain
Medicare and Medicaid business.

Prime Therapeutics, LLC, a partially owned subsidiary, is a pharmacy benefit management company
for HCSC and other third party companies.

TilG Health, lnc., a wholly owned subsidiary, provides comprehensive Business Process Outsourcing
(BPO) services to its customers.

Bloom Health Corporation, a partially owned subsidiary, helps employers define and better manage
their health benefits spending through a defined contribution model.
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APPENDfX B: NIO Blues Health Membership,2007-201,1
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3,469,707

2,929,419

2,874,892

2,857,342

2,703,040

2,560,766

2,287,871

2,241 ,700
2,028.882

(3 2o/a)

0.8o/o

4.0%

(4 3ok\

0.9%

0.5o/o

(2 9o/ol

(3 4%)
(2 8o/o\

(1 0%)

1,929,449 1,634,169 (4 j%\

Large Sub-Total 15,157,190 13,765,962 (2 40/o\ 14,322,629 14,226,382 (0 2To) 29,479,819

1,936,678

931,006

1,070,594

712,688
1,223,841

1,185,411

854,O20

976,602

815,000

7't8,616

566, 1 84

27,992,344 (1 3o/o\

Medium Sinole-StateNlO Blues {500.000-2.000.000 Health Members in 2011}
Excellus NY

Triple-S Salud

Louisiana

Arkansas
Arizona

South Carolina

Mississippi

Capital BC

Health Now NY

Nebraska

Hawaii 553,516 578.412 1 .1o/o

1,466,651 1,347,965 (2 1%\
931,006 1,597,408 14.50/o

610,594 607,666 (01%l
342,688 352.041 0.7To

393,841 360,354 Q 2%l
846,411 725,646 (3 8%)
354,020 300,647 (4 0o/o\

515,371 436,377 (4 1o/o)

535,178 469,498 (3 20/o\

258.304 305.1 97 4.30/o

470,027 517,187 2.40/o

OONM
460,000 690,000 10.7%

370,000 850,700 23.1%

830,000 702,546 G lo/o)

339,000 300,000 (3 0olo)

500,000 646,744 6.6Yo

461 ,231 391,304 (4 0o/o)

279,822 300,000 1.8%

165,100 1 'l 1 ,536 (9 3%)
307,880 344,506 2-8Yo

1 ,865,1 52

1,597,408

1,297,666

1,202,741

1,062,900

r,025,646

947,391

827,681

769,498

689,948

649,703

(0 e%)
14.5o/o

49%
14.0o/o

(3 5%)

(3 6%)
2.6%

(41%)
(1 4ok)

(1 0o/o)

3.5%
Medium Sub-Total 6,807,580 7,081.211 1.0% 4.183.060 4.854.523 3.8Yo 10,990,640 1 1,935,734 2.1To

Small Sinqle€tateNlO Blues. excl-Delaware (< 500.000 Health Members in 2011)
Kansas City

Kansas

Rhode lsland

BC-ldaho

North Dakota

NE Pennsylvania

Montana
Vermont

Wyoming

353,045

407,012
357,132

291,624
228,820

318,834

159,353

95,378
q7 ?10

278,729 (1 1o/o\

232,798 0.4%

387.729 2A% 179,174

328,920 (5 2To\ 218,600

260,255 (7 6%) 216,040

101,358 (3 3o/o)

123,800 (13 3%)
176,000 (5 0%)
128,324 2.0%

141 ,672 15.40/o

115,364 (16 9%)

66,073 5.8%
2,308 (54 9o/o)

35,000 (0.6%)

1 18,583

80,000

532,219

625,612
573,172

410,207

308,820

560,277

212,098
151 ,178

93,1 1 9

489,087

452,720

436,255

407,053

374,470

276,368

209,u2
1n1 0?6

88,405

(2 1o/o)

(7 8o/o)

(6 6%)
(02%)

4.9o/o

(16 2%)

(0.3%)

(9 4%\
(13%)

161,004 (5 7%\ 241 ,443
143,269 (2.6%) 52,745
99,627 1.1o/o 55,800

53,405 ( 8o/o\ 35,800

Small Sub-Total 2,268,517 1,945,736 (3 8%) 1,198,185 889,899 (7 2o/o) 3,466.702 2,835,635 (4 9o/o\

NIO Blues Total 38,2',t4,',t36 36,204,063 (1.3o/ol 33,330,184 34,047,347 71,544,320 70,251,4't0 (0.s%)
Source: Mark Farrah Assoclates

Sapphire Business Case 09-20-12 Sapphire Version_CLEAN v2.docx
1010812012 4:13 PM

0.5%
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APPENDIX C:Public MCO Health Membership, 2007 -2011

UnitedHealth

WellPoint
Aetna

Cigna

Humana

Coventry

16,285,000

17,072,000
5,749,000

2,156,000
8,497,100

3,140,000

18,250,000 2.9o/o

13,745,000 (s.3%)

5,755,000 0.0%

1,933,000 (2.7Yo)

8.559.500 O.2o/o

3.692,000 4.1o/o

14,720,000
17,737,000

11,1M,000

8,013,000

2,970,400
1,533,000

16,320,000 2.6%

20,506,000 3.70/o

12,704,000 3.4o/o

9,550,000 4.50/o

2,625J00 (3.0%)

1,073,000 (8.5%)

31,005,000 34,570,000 2.80/o

34,809,000 34,251,000 (0.4o/o\

16,853,000 18,459,000 2.30/o

1 0,169,000 1 1 ,483,000 3.1o/o

11,467,500 11,184,600 (0.6%)

4,673,000 4,765,000 0.5o/o

Pubfic [fCO Total 52,899,100 51,934,500 {0.5%) 56,077,400 62,778,100 2.9o/o

Sapphire Business Case 09-20-12 Sapphire Version_CLEAN v2.docx
1010812012 4:13 PM

108,976,500 114,712,600 1.3olo

Source: Annual Repofts (1l-K's)
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APPENDfX D: NIO Blues SG&A Ratio, 2010-2011

Multi€tate NIO Blues
HCSC

Highmark (incl-DE)

CareFirst

Regence

Premera

Wellmark

s19,960.1

$12,096.0

$6,778.5

$6,003.8

$2,787.2

$3,1 1 9.0

$2,167.8

$1,048.0

$1,008.4

$s83.5

$413.6

$397.4

10.9%

8.70/

14.9%

16.4%

14.8o/o

12.7Yo

$20,324.7

$12,121.0

$6,940.2

$5,813.9

$2,959.3

$3,204.2

$2,231.5 11,00h

$1,009.3 8.3%

$990.0 14.30/o

$912.5 15.70/o

$410.3 13.9%

$402.4 12.6Vo
Multi-State Sub-Total $51.363.3

Larqe Sinqle-StateNlO Blues excl-Blue Shield of California (> 2.000.000 Health Members in 201i)

$50,744.4 $6,018 9 11.9% $5,956.1 11.60/o

Michigan

Horizon

Tennessee

Alabama
North Carolina

Massachusetts

Independence BC

Florida

Minnesota

$8,966.1

$7,958.3

$4,767.9

$4,273.3

$4,682.9

$6,313.7

$9,975.0

$7,432.4

$3,837.8

$9,028.2

$8,316.4

$5,128.1

$4,105.6

$4,971.3

$6,346.2

$9,392 9

$7,469.3

$3.995.7

$1,202.3

$1,299.0

$734.7

$335.4

$708.4

$783.8

$1,084.9

$1,178.2

$523.1

$1,055.4 11.80/o

$1 ,156.7 14.50/o

$669.1 14.0%

$333.8 7.gYo

$644.3 13.8To

$686.2 10.9Yo

$1,112.6 11.20/o

$1,061.2 14.3%

$517.2 13.50/"

13.3o/o

15.6%

14.30/o

8.2%
'l4.30/o

12.4o/o

11 .60/o

15.8%

13.1o/o

Large Sub-Total $58,207.3 $58,753.6

$5,664.1

$1 ,890.5

$2,508.4

$1 ,406.1

$1,441.9

$2,661.9

$1 ,1 08.2

$2,012.8

$2,396.6

$2,064.4

$1,448.1

$7,236.4 12.40/o $7,849.9 13.40/o

Medium Sinqle-StateNlO Blues (500.000-2.000.000 Heatth Members in 201i)
Excellus NY

Triple-S Salud

Louisiana

Arkansas

Arizona

South Carolina

Mississippi

Capital BC

Health Now NY

Hawaii

Nebraska

$5,172.2

$2,081.0

$2,303.5

$1 ,334.1

$1,494.8

$2,478.1

$1,072.7

$1,937.9

$2,397.',|

$1,763.5

$1,334.0

$651.9

$226.8

$342.9

$210.9

$212.3

$372.4

$11s.7

$278.0

$242.1

$173.9

s190.2

11 .5o/o

12.0%

13.7o/o

15.0o/o

14.7%

14.0o/o

10.4o/o

13.8%

I 0.1o/o

8.4%o

13.1%

$577.6 11.2o/o

$218.4 10.50/o

$338.8 14.7%

s178.4 13.4Yo

$206.2 13.8Yo

$394.8 15.90/o

$115.9 10.8%

$287.3 14.80/o

$246.5 10.30/o

$167.5 9.5o/o

$170.7 12.8Y0

Medium Sub-Total $23.368.9 $24,602.9

Small Sinole-StateNlO Blues. excl-Delaware and Kansas (< 500.000 Health Members in 2011)
Kansas City

Rhode lsland

BC-ldaho

North Dakota

NE Pennsylvania

Montana

Vermont
Wyoming

$203.0 13.10/o

$268.3 16.55

$121 .7 10.6%

$81.7 8.30/o

$124.4 17.20/o

in.z 14.60/o

$19.6 8.4%

$56.0 13.50/o

$3,017.2 12.3%

$215.0 13.3%

$256.6 16.40/o

$124.4 10j%
$90.6 8..6%

$148.6 23.30k

E79.6 14.2%

$26.0 10.2%

$56.9 12.3To

$2.902.0 12.40/o

$1 ,550.1

$1 ,631 .1

$1 , 148.5

$988.4

$722.2

$529.3
$233.4

$415.6

$1,618.5

$1,568.9

$1,230.4

$1,056.2

$639.1

$562.3

$254.0

$460.6
Small Sub-Total $7,218.5 $951.9 13.2% $7,389.9 $997.6 13.5To

$139,539.4

Sapphire Business Case 09-20-12 Sapphire Version_CLEAN v2.docx
10108120124:13 PM

NIO Blues Total $17,109.2 12.3% $142.109.7 $17,820.9 12.s%
Source: Health Annual Statements, SNL Financial

Note: BS-Califomia excluded due to differences between Califomia Statutory Filings and NA|C filings
Note: BCBS-Kansas excluded because NAIC statutory filings not available
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APPENDfX E: Public MCO SG&A Ratio, 2010-2011

UnitedHealth

WdlPoint
Aetna

Cigna

Humana

Coventry

$35,346.9

$42,062.8

$9,997.3

$4,660.2

$13,127.2

$10,236.9

$4,858.1

$4,242.0

$1,297.3

$800.1

$1,702.6

$1,263.6

13.4o/o

10.1o/o

13.0o/o

17.2o/o

13.0o/o

12.3o/o

$38,242.9

$44,443.3

$9,768.1

$6,456.4
$14,8E7.6

$'10,366.4

$4,773.5 12.1o/o

$4,273.6 9.670

$1,256.1 12.9o/o

$897.8 13.9%

$1,970.9 13.2o/o

$1,279.9 12.3o/o

Public MGO Total $115,431.3 $14,163.8

Sapphire Business Case 09-20-12 Sapphire Version_CLEAN v2.docx
1010812012 4:13 PM

$124,161.7 $14,451.E 11.50/o

Source.' Heafth Annual Statements. SNL Financial

-22-



CONFIDENTIAL - NOT FOR DISTRIBUTION
BCBSMT Board of Directors Transaction Summary & Analysis

APPENDIX F: General and Administrative Expense: Analysis for BCBSMT and HCSC,
2007-2011

HCSC Actual Results (all values in $M)

Net Premiums Earned

Total Expenses

Expense Ratio

Exoense Adiustments

Real Estate Taxes

State & Local Taxes

Premium Taxes

Regulatory Authority Fees

Payroll Taxes

Other Taxes

$14,774.8

1,783.4

12.1o/o

($e 8)

0.1

(108.8)

(0 4)

(76 2')

(29.7)

$16,455.1

1,884.7

11.5%

($10.8)

0.6

(117.2)

(0.2)

(7s.7)

(35.1)

$17,764.4

2j20.8
11.9%

($11 4)

(0 8)

(140 9)

(0 e)

(82.0)

(6e.s)

$19,960.1

2,'t67.8

10.9%

($16.6)

(24.9)

(162.4)

(1 6)

(7e.6)

(87 2\

$20,324.7

2,231.5

11.0%

($13.4)

(111 6)

(164.5)

(0.5)

(82.4)

(11s.0)

Expenses excl-Taxes & Fees

Adjusted Expense Rafib

$1,558.7

10.5%

$1,642.3

10.0%

$1 ,E15.0

10.2%

$1,795.4

9.0%

$1,740.2

8.6%

Source.' Health Annual Statements, SNL Financial

BCBSMT Actual Results (all values in $M)

Net Premiums Earned

Total Expenses

Expense Ratio

Exoense Adiustments

Real Estate Taxes

State & Local Taxes

Premium Taxes

Regulatory Authority Fees

Payroll Taxes

Other Taxes

$509.0

90.0

17.7%

($o 2)

(0 1)

(0.6)

(2 4)

(3 7)

$516.2

85.1

16.5%

($0.2)

(0.1)

(0.1)

(22)
(4 0)

$503.3

84.7

16.8%

($0.2)

(o ,]

(2.6)

(3.6)

$529.3

77.2

14.6%

($0.2)

(0.1 )

(0 1)

(2 5)

(4.1\

$s62.3

79.6

14.2%

($0.2)

(o,l

(0.6)

(2.4)

(4.5)

Expenses excl-Taxes & Fees

Adjusted Ecpense Ratio

$83.0

16.3%

$78.5

15.2%

$78.2

15.5%

$70.1

132%

$71.8

12.8%

Source: Health Annual Statements, SNL Financial

BCBSMT Pro Forma Results (allvalues in $M)

Expenses excl-Taxes & Fees

Pro Forma (HCSC) Adjusted
Expense Ratio

Pro Forma Expenses excl-
Taxes & Fees

$s09.0

83.0

10.5%

$53.7

$516.2

78.5

10.0%

$51.5

$s03.3

7E.2

10.2%

$51.4

$s29.3

70.1

9.0%

$47.6

$562.3

71.8

8.6%

$48.1

Pro Forma Savings $29.3 327.0

Sapphire Business Case 09-20-12 Sapphire Version_CLEAN v2.docx
1010812012 4:13 PM

$26.8 $22.5 $23.6
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APPENDIX G: NIO Blues Underwriting Margin,2010-2011

MultlState NIO Blues

Highmark (incl-DE)

CareFirst

Regence

Premera

Wellmark

$12,096.0

$6,778.5

$6,003.8

$2,787.2

$3,1 1 9.0

$495.9

$220.5
$45.1

$68.2

$60.7

4.10o/o

3.25o/o

0.75o/o

2.45o/o

'l .950/o

s12,121.0
$6,940.2

$5,813.9

$2,959.3

s3,204.2

$486.2 4.01o/o

$73.6 1.06%
($98.8) (1.70o/o)

$86.3 2.92%

$70.0 2.18o/o

Multi-State Sub-Total $50,744.4 $2,143.4 $51,363.3

Laroe Sinqle-StateNlo Blues excl€lue Shield of Califomia (> 2.000.000 Health Members in 2011)

Michigan

Horizon

Tennessee
Alabama
North Carolina

Massachusetts

Independence BC

Florida

Minnesota

$5.5 0.06%

$20.5 0.260/o

$104.9 2.200/o

$159.0 3.72o/o

($27.8) (0.59%)

($100.7) (1.59%)

$213.5 Z.',t4Vo

$370.2 4.98o/o

$104.7 2.73o/o

$2,150.8 4.190/o

$90.4 1.00%

$73.3 O.8Eo/o

$234.1 4.56%

$250.4 6.100/o

$112.5 2.260/o

$42.7 0.67%

$287.0 3.060/o

$'t24.0 1.660/o

$168.2 4.21%

4.22o/o

$8,966.1

$7,958.3

$4,767.9

s4,273.3

$4,682.9

$6,313.7

$9,975.0

$7,432.4

$3,837.8

$9,028.2

$8,316.4

$5,1 28.1

$4,105.6

$4,971.3

$6,346.2

$9,392.9

$7,469.3
$3.995.7

Large Sub-Total $5E.207.3 $849.9 1.460/o

Medium Slnole€tateNlO Blues {500.000-2.000.0{10 Health l[embers ln 20111

Excellus NY

Triple-S Salud

Louisiana

Arkansas
Arizona

South Carolina

Mississippi

Capital BC

Flealth Now NY

Hawaii

Nebraska

$5,172.2

$2,081.0

$2,303.5

$1,334.1

$1,494.8

$2,478.1

$1,072.7

$1,937.9

$2,397.',|

$1,763.5

$1,334.0

$58,753.6

$5,664.1

$r,890.5
$2,508.4

$1,406.1

$1,441.9

$2,661.9

$1,108.2

$2,012.8

$2,396.6

$2,064.4

$1,448.1

$33.0 O.ilo/o

$50.5 2.42o/o

$17.5 0.760/o

$e2.2 6.16%

$76.8 5.14o/o

$68.2 2.75o/o

$7.6 0.71o/o

$20.2 1.04o/o

$26.4 1.10o/o

($26.4) (1.50%)

$44.9 3.360/0

$1,382.5 2.35o/o

$156.9 2.770/o

$26.1 't.380/o

$20.9 0.83%

$58.6 4.170/o

$81.3 5.64%

$81.3 3.05o/o

$8.0 0.72o/o

$31.2 1.55o/o

($17 6) (0.74%)

$22.3 1.08o/o

($0.t 1 (0.00%)

Medium Sub-Total $23.368.9 $400.8 1.71o/o $24.602.9

Small Slnole€tateNlO Blues. excl-D,elaware and Kansas (< 5fi).d)0 Health lrlembers ln 201'l)

$468.9 1.91o/o

$22.4 1.3E%

$75.3 4.80o/o

$45.1 3.67%

$25.0 2.37o/o

($53.s) (8.44%)

$20.4 8.02o/o

$5.7 1.23%

Kansas City

Rhode lsland

BCidaho
North Dakota

NE Pennsylvania

Vermont
Wyoming

$1,5s0.1

$1,631.1

$1,148.5

$988.4

$28.8 1.860/o

($60.6) (3.7'to/o)

$27.3 2.38o/o

$1 1.1 1.12o/o

$1 ,618.5

$1,568.9

$1,230.4

$1,056.2

$639.1

$254.0

$460.6

$722.2 ($31.4) (4.35%o)

t:
$233.4 $14.2 6.07%

$415.6 $10.9 2.620/o

Small Sub-Total $7,218.5 ($6.01 (0.08o/o) $7,389.9 $134.4 1.82%

NIO Blues Total $139,539.4

Sapphire Business Case 09-20-12 Sapphire Version_CLEAN v2.docx
1010812012 4:13 PM

$3,38E.1 2.43to $142,109.7 $4,136.7 2.91%
Source: Health Annual Statements, SNL Financial

Note: BS-Califomia excluded due to differences between Califomia Statutory Filings and NAIC tilings
Note: BCBS-Kansas excluded because NAIC statutory filings not available
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APPENDfX H: Public MCO Underwriting Margin,2010-2011

UnitedHealth

WellPoint

Aetna
Cigna

Humana

Coventry

$35,346.9

$42,062.8

$9,997.3
$4,660.2

$13,127.2

$10,236.9

$2,411.4

$4,169.9

$471.1

$203.6

$680.3

$544.6

$38,242.9

W,443.3
$9,768.1

$6,456.4

$14,887.6

$10,366.4

6.82o/o

9.91o/o

4.71%
4.37o/o

5.18o/o

5.32o/o

$3,166.2 8.28o/o

$3,730.E 8.39%

$761 .1 7.79o/o

$349.8 5.42Yo

$887.1 5.960/o

$4M.9 3.91Vo

Sapphire Business Case 09-20-12 Sapphire Version_CLEAN v2.docx
1010812012 4:13 PM

$9,300.0 7.490L
Source: Health Annual Statements, SNL Financial

Public MCO Total $115,431.3 $8,481.0 7.35o/o $124,164.7
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APPENDIX l: NIO BluesSurplus Analysis at 2011YE

Highmark (incl-DE)

CareFirst
Regence

Premera
Wellmark

$4,533.4

$1,476.1

$1,883.5

$973.1

$1,084.3

$704.8

$171.9
$194.4
$100.4

$120.9

6430/o

859o/o

969%

970%
897%

$2,U2.9
8644.7

$729.1

$376.3

$453.3

il :

Multi-State Sub-Total $18.860.2 $2,018.7 93/.%

Laroe Sinole€tateNlO Blues excl-Blue Shield of Callfornia (> 2.000.000 Health ilemberc in 2011)

$7,570.0

Michigan

Horizon

Tennessee
Alabama
North Carolina

Massachusetts

Independence BC

Florida
Minnesota

s2,789.7

$1,973.2

$1,491.9

$991.1

$1 ,816.2

$1,626.2

$1,906.7

s2,924.1

$1,161.1

$414.5
$278.2
$172.1

$104.8
$170.6

$261.0
$288.1

$230.1

$145.1

673o/o

709o/o

867o/o

9460/o

1,065%

6230/o

6620/o

1,271o/o

800%

$1,554.5

$1,043.2

s645.3

$393.0

$639.7

$978.9

$1,080.6

$862.9

$544.1

Large Sub-Total $16,680.2 $2,06,4.6 808%

Medlum Slnqle€tatoNlO Blues {500.000-2.qr0.000 Health tembers in 2011)

Excellus NY
Triple-S Salud

Louisiana

Arkansas
Arizona

South Carolina

Mississippi
Capital BC

Health Now NY

Hawaii

Nebraska

$1,267.3

$290.7

$873.8

$632.7

$891.0

$1,785.0

$561.1

$810.3

$s28.9

$406.2

$380.3

$200.7
$44.1

$84.5

$67.8

$59.9

$212.5
$33.2

$101.6
$84.9

$74.2

$30.0

631%
659%

'1 ,0340/o

934%
1,488o/o

840o/o

1,6890/o

797o/o

6230/o

547o/o

1,2660/o

$7,742.2

s752.7

$165.5

$316.8

$2U.1
$224.6

$796.8

$124.5

$381.1

$318.2

$278.4

$1 12.6

Medium Sub-Total $8,427.3 $993.5 u8%

Small Slnqle€tateNlO Blues. excl-Dslawars and Karcas (< 500.000 Health l$cmbels in 20111

$s,725.5

$209.1

$198.7

$161.8

$190.0
$138.3

$41.5

$63.8

Kansas City

Rhode lsland

BC-ldaho

North Dakota

NE Pennsylvania

Vermont
Wyoming

$43.1 1.029Yo

$286.8 $50.7 566%

$295.8 $36.9 802%

$6,49.6

$323.4

$443.8

$179.0

$1 15.3

$55.8 1.'1650/o

$53.0 610%

$11.1 1,619Vo

$17.0 677%

Small Sub-Total $2,424.5 $290.2 836% $1,088.1

NIO Blues Total
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s46,392.1 $5,366.9 86/% $20,125.E
Source: Health Annual Statements, SNL Financial

Note: BS-Califomia excluded due to differences between Calffomia Statutory Filings and NAIC ftlings
Note: BCBS-Kansas excluded because NAIC statutory filings not available
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APPENDIX J: Pro Forma Balance SheetSplit Between HCSC andExisting Entity

General Assets
Cash & Short Term In\,estmenb
Health Receivables - Premium Related
Health Receiyables - Oher Health
Receivables fom Aff liates
Other Mis cellaneous Receivables
Dividends and Interest Receirable
Defened Tarcs
Notes Recei\rable
Prepaid Erpenses

Total General Assets

Propertv, Plant and Equipment (Net)

Land and Buildings
Softnare
Fumiture, Equipment and Artos
Projects in Progress

Total Property, Plant and Equipment, (Net)

In\ested Assets
Bonds

Common Stocks
Intestm ent in Subs idiaries
Closely Held In\estments
Arnuities
Cas h Surrender Value Life Ins urance
Intangible Assets

Total Invested Assets

TOTALASSETS

LIABIUTIES At\D S URPLINi

Liabilities
Pending & Unreporled Claims
Ag gregate Policy Res erves
Healh Care & Oher Claim Liabilities
Trade Accounts Payable
Com pens ation-Related Liabilities
O{her Accrued Liabilities
lncome Tarcs Payable
Defened Subs cription Rer,enue
Other Mis cellaneous Liabilities
Pension & Ofrer Retiree Obligations
Intangible Liabilities
Contingent Liabilities

Total Liabilities

Surplus

Accumulated Earnings
Accum ulated Other Com prehens ive Incom e (Los s )

Total Surolus

TOTAL UABUTIES AND SURPLT'S
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$7,366,474
4,294,961

40,285,820
3,769,861

498,669
895,100

8,659,190

22,14'l

3,512,167

69,304,383

9,021,096

6,510,706

2,979,512
3,748,606

22,259,919

75,415,431

39,130,629
48,2't5,435
3,198,075

12,482,300
15,220,862
23,003,051

216,665,783

$308,230,085

$58,027,742
9,074,656

16,145,685

726,965

2,978,357
1,567,895

(2,185,471)
18,755,103

5,583,313

45,055,234

20,032,580
4,870,000

180,632,059

162,903,580
(35,305,553)

127,598,027

$58,027,742
9,074,656

16,145,685
726,965

2,978,357
1,390,686

0

18,755,103

5,583,313
45,055,234

20,032,580

177,770320

$250
0

0

3,519,565

0

895,100
8,659,190

22,141

0

13pr6246

9,021,096

0

0

0

9,021,096

20,486,758

39,130,629
45,526,961

3,198,075

0

0

0

108,342,423

$7,366,224
4,294,961

40,285,820
250,295
498,669

0

0

3,512,167

56,208,136

0

6,510,706

2,979,512
3,748,606

13,238,823

54,928,673
0

2,688,474

0

12,482,300

15,220,862
23,003,051

108,323;361

i177,770,320 $130,459,765

0

0

$0
0

0

U

0

177,210
(2,185,471)

n

0

0

0

4,870,000

2,861,739

162,903,580
(35,305,553)

127,598,027

$308,230,085 $177,770,320 $ts0,459,765
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APPENDIX K: Pro FormaHCSC + BCBSMT Membership at 2012Q2

Group Major Med. 2,967,377 83,095 3,050,472 2.80/0

Grouo

Group Total

Government
FEHBP
Medicaid
Medicare Adv

2,967,377

749,025
39,705

83,095 3.050.472

32,487 7E1.5',t2

0 39,705

2.8%

4.3%
O.0o/o

0 1,006 1,006 NM
Expected Lossl 0 (1,006) (1,ooo) NM

Government Total 788,730 32,487 821 ,217 4.1o/o

Retail
Indiv. Major Med 835,822 32,295 E68,1 1 7 3.9o/o

Retail Total 835.822

Self-Funded ASO 8,529,381
Expected Losst 0

13,121,310

490,503
652,131

0

2,478,364

32,295

101,U7
(27,696)

236,381

1 5,1 53
13,083
10,543
31/U

868,1 17

8,630,428
(27,696)

13,357,691

505,656
665,214

10,543
2,509,798

3.9o/o

1.2o/o

NM

1.8o/o

3.1o/o

2.Oo/o

NM
1.3o/o

Tota! Health temberc 13,121,310 265,083 13,386,393 2.Oo

ExpecGd, 11112013

Non-Health Members2
Medicare Supplement
Dental
Vision
Other

1)

2)

Total Non-Health 3,620,990 70,213 3,691,203 1.9%

Expected, 11112013 16,712,300 306,594 17,04E,894 1.8%
Source; ASO membership data from 8/ue Cross and Bl ue Shie/d Assocra tion Quarterly Repod

All other memhership data from 2012Q2 Health Quafterly Sfafemenfs, SNL Financial

BCBSMT expected to withdraw from Medicare Advantage market in 2013 as a resuft of losing its third-party administrator and expected
fo /ose Sfate of Montana ASO membership due to contract loss to Cigna

Non-Health members may not be unique
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