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I. IDENTIFICATION OF WITNESS

Q. PLEASE STATE YOUR NAME, EMPLOYER, BUSINESS ADDRESS,
AND CURRENT POSITION.

A. My name is Timothy J. Tardiff. T am a Principal of Advanced Analytical
Consulting Group, Inc., also referred to as AACG. My office is located at 211
Congress Street, Boston, MA 02110.

Q. PLEASE BRIEFLY DESCRIBE YOUR EDUCATION,
QUALIFICATIONS, AND EXPERIENCE.

A.  Thave a B.S. in Mathematics from the California Institute of Technology,
and a Ph. D. in Social Sciences from the University of California, Irvine. [ have
served as an assistant professor in the Department of Civil Engineering and
Division of Environmental Studies at the University of California, Davis. Asa
consultant, I have specialized in the fields of regulated utilities and
telecommunications from the perspectives of market competition and economics.
From 1984 until 2006, I worked at NERA Economic Consulting (NERA). While
with NERA, I was a vice president in the telecommunications practice, focusing on
economic analysis of competition within the telecommunications industry.
Following my tenure at NERA, I was employed as a Managing Director at Huron

Consulting Group. [ have also served as the Director of Marketing Research at
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Charles River Associates, Inc. The attached Exhibit A is a copy of my curriculum
vitae which more fully details my education, experience, and qualifications.

Q. PLEASE DESCRIBE YOUR PAST EXPERIENCE TESTIFYING IN
FORMAL PROCEEDINGS.
A.  1have testified in a substantial number of matters throughout my career. My
specific testimonial experience is set forth in Exhibit A. As that Exhibit makes
clear, essentially all my testimony has been on behalf of regulated entities or other
private parties. [ have rarely, if ever, testified on behalf of the government
adversely to a private party. As that Exhibit also makes clear, I have principally
been involved in communications - and transportation - related matters.
Q. ARE YOU AWARE OF ANY PERSONAL OR PROFESSIONAL
CONFLICTS WHICH MIGHT PREVENT YOU FROM PROVIDING
UNBIASED TESTIMONY?
A. Tam aware that Dr. Thomas McCarthy of NERA is testifying in this matter
on behalf of Blue Cross and Blue Shield of Montana, Inc. (BCBSMT) and Health
Care Service Corporation (HCSC). Dr. McCarthy worked at NERA during my
tenure there.
Q. ARE YOU AWARE OF ANY OTHER POTENTIAL CONFLICTS

INVOLVING YOU OR ANY OTHER MEMBER OF THE AACG TEAM?

Direct Testimony of Timaothy J, Tardiff, Ph. D. 3
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A. Dr. Daniel Levy served as a member of the research team. I understand
Dr. Levy testified as an antitrust expert on behalf of HCSC in 2001 when HCSC
acquired New Mexico Blue Cross and Blue Shield, Inc.

II. DEVELOPMENT OF EXPERT REPORT

Q. PLEASE IDENTIFY THE AACG EMPLOYEES WHO WORKED ON
THIS MATTER.

A. My team consisted of four senior-level AACG employees: Dr. Levy, Dr.
Audrius Girnius, Karthik Padmanabhan, and myself. I participated as a senior
member of the AACG evaluation team.

Q. WHORETAINED YOU IN THIS MATTER?

A.  We were retained by the Office of the Commissioner of Securities and
Insurance, Montana State Auditor (CSI), to evaluate the proposed transaction
between HCSC and BCBSMT. (BCBSMT).

Q.  WHAT WERE YOU ASKED TO EVALUATE?

A.  The CSI asked us to assess the proposed transaction’s impact on the affected
community and to determine if the transaction would raise any antitrust issues. I
am here today to provide my expert opinion on those topics.

Q. BRIEFLY DESCRIBE THE MATERIALS YOU EXAMINED IN

CONDUCTING YOUR ANALYSIS.
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A.  Much of the material came from HCSC and BCBSMT. We began with the
Application for Approval of Alliance, its supporting documents and the attached
expert reports. The data the insurers provided included but was not limited to
statutory and pro forma financial statements, enrollment and premium data,
BCBSMT employment data, and written responses to more detailed AACG
inquiries. Additionally, we purchased enrollment, premium, and utilization data
from the National Association of Insurance Commissioners. We also considered a
number of other data sources, including recently conducted surveys and analyses
of the Montana market. The materials are identified in greater detail in my expert
report.

Q. DID YOU RECEIVE ALL THE INFORMATION YOU NEEDED TO
CONDUCT YOUR ANALYSIS?

A.  We received most of the information we requested. Some data we simply
couldn’t locate. For example, we were unable to obtain data regarding specific
companies that serve Montana residents covered via self-insured employers, other
than those members that are insured through HCSC or BCBSMT.

We were also told that some of the information we requested from BCBSMT or
HCSC was not available. For example, we requested but did not receive historical

data regarding HCSC’s pricing in other states where HCSC has conducted similar
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transactions. Finally, there was information that we didn’t request simply because
we didn’t have the time to perform a more detailed analysis.

Q. PLEASE DESCRIBE THE TIMELINE OF AACG’S INVOLVEMENT IN
THIS MATTER.

A.  AACG was retained in early December of 2012. We were told we would
need to produce an expert report no later than January 29, 2013. This was a much
shorter timeframe than we typically face. We began our analysis immediately, and
produced our report on the date it was due. 1 was then deposed in Seattle, WA on
February 1, 2013.

Q. DID THE ABBREVIATED TIMEFRAME IMPACT YOUR ANALYSIS
IN ANY WAY?

A.  This limitation necessarily restricted the scope and depth of our analysis in
some respects. We did not have the opportunity to provide the CSI a draft report
of our findings, although we presented our results via a Skype teleconference on
January 22, 2013. With more time, we would have examined some significant
issues in greater detail.

Q. WHAT ARE THOSE ISSUES YOU WOULD HAVE PREFERRED TO
ANALYZE IN GREATER DETAIL?

A.  One example is historical pricing data relating to other states where HCSC

has acquired Blue Cross Blue Shield plans. This ideally would have included

Direct Testimony of Timothy J. Tardiff, Ph. D. 6
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information on rate filings, administrative services charges, and benefit packages.
This could have been very helpful in a more detailed evaluation of whether this
transaction would result in higher premiums or coverage plan changes for
Montanans.

III. GENERAL DESCRIPTION OF TRANSACTION

Q. BRIEFLY DESCRIBE YOUR UNDERSTANDING OF THE PROPOSED
TRANSACTION.

A.  BCBSMT and HCSC propose to enter into a transaction through which
HCSC would acquire insurance and Administrative Services Only business from
BCBSMT along with related assets and liabilities. HCSC would also acquire the
right to use BCBSMT’s Blue Cross and Blue Shield marks. The “old” BCBSMT
would discharge any liabilities that remain with it, after which it would be wound
down and dissolved. Certain assets, including BCBSMT’s surplus, would remain
with the old entity. Those assets remaining after any liabilities would then be
deposited into a foundation established pursuant to Montana law.

1IV. SUMMARY OF TESTIMONY

Q. BRIEFLY SUMMARIZE THE TESTIMONY YOU WILL PROVIDE .
TODAY.
A.  Montana Code Annotated § 50-4-717 requires that BCBSMT consider

whether the proposed transaction would (1) result in inefficient economies of scale
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or (2) violate state or federal antitrust laws. Considering the insurers’ respective
cost structures, sizes, and natures of business, it is my opinion that this transaction
will result in improved economies in scale. I also believe the proposed transaction
would not raise any anticompetitive concerns based upon our application of
standard approaches for evaluating potential competitive effects of proposed
transactions.

Additionally, it is my understanding that the Commissioner of Securities and
Insurance, Montana State Auditor, must find that the transaction is in the public
interest. This determination includes consideration of whether: (1) the transaction
is likely to significantly and adversely impact the availability or accessibility of
health care services or coverage in the affected community, (2) sufficient
safeguards exist to ensure the affected community will continue to have access to
affordable health care, and (3) the transaction is equitable to the public interest,
enrollees, insureds, shareholders, and certificate holders, if any, of BCBSMT. It is
my opinion that the proposed transaction will not adversely impact either the
availability or accessibility of health care in Montana. Additionally, sufficient
safeguards are in place to ensure continued affordability of care. Finally, I believe

the transaction to be equitable to the affected parties.
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V. ANTITRUST CONCERNS AND ECONOMIES OF SCALE

Q. PLEASE IDENTIFY THE METHODOLOGY YOU EMPLOYED IN
CONDUCTING YOUR ANTITRUST ANALYSIS.

A.  We adopted the approach set forth in the Horizontal Merger Guidelines
issued by the United States Department of Justice and the Federal Trade
Commission. First, however, we had to determine whether BCBSMT and HCSC
currently compete in any line of business. If two companies do not compete at all
in a market, then a transaction of this type would have no direct effect on
competition. Ifthat was the case, a Merger Guidelines analysis would be
unnecessary.

Q. HOW DID YOU DETERMINE WHETHER BCBSMT AND HCSC
COMPETE?

A.  We identified the respective memberships of each of party that were located
in Montana. We then determined whether BCBSMT and HCSC could access each
other’s membership, meaning whether they could potentially offer coverage to the
other insurer’s members.

Q.  WHAT WERE YOUR FINDINGS REGARDING THE EXTENT TO
WHICH BCBSMT AND HCSC COMPETE?

A.  We found that any direct competition between the companies in Montana is

minimal. HCSC has very few members in Montana, mostly employees of
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companies from a state where HCSC has a Blue Cross Blue Shield license. HCSC
has no sales presence in Montana. Similarly, BCBSMT cannot compete using
their Blue Cross Blue Shield mark outside of Montana. For example, BCBSMT
could not provide coverage for an employer HCSC currently covers unless that
employer became domiciled in Montana, which is highly unlikely. The geographic
Blue Cross Blue Shield Association license restrictions effectively prevent th'e two
from substantively competing for insured lives in Montana.
Q. DID YOUR ANTITRUST ANALYSIS END THERE?
A. No. We also examined market concentration consistent with approaches
outlined in the Merger Guidelines when firms proposing the transaction are direct
competitors..
Q. DESCRIBE HOW THE MERGER GUIDELINES ANALYSIS WORKS.
A.  The Merger Guidelines consider a variety of factors, including three central
components in analyzing possible competitive effects: the product and geographic
dimensions within which the parties compete, the competitors present in the
market, and market concentration.

The Merger Guidelines employ the Herfindahl-Hirschmann Index, or HHI,
to measure market concentration. The HHI is determined through a calculation
involving the respective market shares of each competitor. The resulting HHI

value is used to characterize the market as Unconcentrated, Moderately
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Concentrated, and Highly Concentrated. More highly concentrated markets are
generally thought to be more susceptible to anticompetitive concerns. HHIs are
calculated both with and without the proposed transaction. The difference between
the two HHI measurements is then calculated and evaluated to determine if
anticompetitive concerns may exist. Generally speaking, the higher the final
figure, the more likely such concerns are present.

Q. HOWIS A PRODUCT AND GEOGRAPHIC MARKET DETERMINED
UNDER THE MERGER GUIDELINES?

A.  Product and geographic markets are determined by the hypothetical
monopolist test, which is intended to identify those goods and services that
consumers view as a close substitute. According to the Merger Guidelines, “[t]he
hypothetical monopolist test requires that a product market contain enough
products so that it would be subject to post-merger exercise of market power
significantly exceeding that exercised absent the merger. Specifically, the test
requires that a hypothetical profit-maximizing firm, not subject to price regulation,
that was the only present and future seller of those products (“hypothetical
monopolist”) likely would impose at least a small but significant and non-
transitory increase in price (“SSNIP”) on at least one product in the

market, including at least one product sold by one of the merging firms.”
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Q. HOW DID YOU DEFINE THE PRODUCT AND GEOGRAPHIC
MARKET IN YOUR ANALYSIS?

A.  Based on the hypothetical monopolist test, the primary product dimension
would be employer-offered plans within the state of Montana. We also performed
several alternative analyses using different product and geographic lines of
business , all of which arrived at similar conclusions. Product definitions used in
other calculations included commercial (including employer-offered and individual
plans) and fully insured products. In certain analyses, we also measured
concentration county-by-county (or MSA by MSA [metropolitan or micropolitan
statistical areas]) in addition to the state level.

Q. DID YOU DETEMRINE THE IDENTITY OF ALL MARKET
COMPETITORS?

A.  We could only obtain membership share data for HCSC and BCBSMT. We
therefore had to estimate aggregate market share figures for other competitors. In
our analysis of employer-offered plans, we determined that BCBSMT serves
roughly 37 percent and HCSC about three percent of Montana residents with
employer-provided insurance. Other insurers served the remaining 60 percent of
the population. By contrast, in a fully insured analysis, BCBSMT holds roughly
58 percent, HCSC holds one-half of one percent, and other firms hold the

remainder.
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Q. DESCRIBE THE RESULTS OF YOUR MARKET CONCENTRATION
ANALYSIS.

A.  Normally, we would use the market share percentages I just mentioned to
calculate HHIs for each analytical grouping. In the case of the main employer-
owned group, this was impossible. The HHI calculation requires consideration of
the market share of every competitor, and we did not have that data for the other
market players. It is still possible to calculate the change in HHI, however, as that
calculation only considers BCBSMT and HCSC. In the case of employer-provided
insurance, the HHI increases by 222. Attached Exhibit B is a table demonstrating
this calculation. This size of increase could indicate the possibility of competitive
concerns in markets the Merger Guidelines would classify as more concentrated
than the Unconcentrated range. However, in this case we do not believe such a
threat exists. This is due to the fact that HCSC and BCBSMT do not currently
compete, coupled with the fact that other competitors such as Cigna and
PacificSource appear to be making inroads into the Montana market.

The fully-insured analysis demonstrates that while this line of business
would be deemed to be Highly Concentrated, the transaction would change the
HHI by 59--well below the benchmark indicating competitive concerns.

Q. DID YOU CONSIDER THE TRANSACTION’S IMPACT UPON

COMPETITION FROM ANY OTHER STANDPOINT?

Direct Testimony of Timothy J. Tardiff, Ph, D, 13
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A.  Yes, we examined the transaction’s effect upon the provider network and
reimbursement rates.

Q.  WHAT DID YOU CONCLUDE?

A.  We determined that there were no competitive concerns from this
standpoint. The first issue we examined is whether the transaction would grant
HCSC greater market power for producer services allowing it to decrease
reimbursement rates. We found that HCSC currently has no contracts with
Montana providers, and will purchase all BCBSMT contracts through the
transaction. HCSC has stated that it has no plans to modify any provider contracts
at this time, though I am not aware of anything that prevents them from doing so.
If true, these facts suggest reimbursement rates will likely remain unaffected. This
is especially true because HCSC currently uses the BCBSMT provider network.
HCSC member numbers have already been considered in volume-based rate
negotiations with providers.

It is worth noting that HCSC could attempt to decrease reimbursement rates
through negotiations with multi-state provider networks doing business in both
Montana and in other states in which HCSC has a presence. We asked HCSC if it
had relationships with any such provider networks. HCSC did not confirm or deny
the existence of such relationships, stating that its provider networks in other states

were too large to make that determination.
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We also considered whether the transaction would result in loss of provider
coverage in any regional markets, We examined the location of the current
provider network in relation to the location of current BCBSMT and HCSC
members. Loss of provider service is unlikely because the locations of HCSC and
BCBSMT members strongly correlate to the locations of BCBSMT providers. In
other words, providers are generally located where the members live.

Q. WOULD YOU SUMMARIZE YOUR CONCLUSIONS WITH REGARD
TO THE EFFECT OF THE TRANSACTION ON COMPETITION?

A.  Any effect the transaction would have upon competition is minimal.
HCSC’s current lack of sales presence in Montana shows that BCBSMT and
HCSC do not directly compete, and this combined with analyses suggested by the
Merger Guidelines indicates a lack of antitrust implications. The transaction
appears unlikely to result in reduced reimbursement rates, although such a
reduction is possible depending upon HCSC’s future actions. Finally, the
transaction is unlikely to result in a reduction in provider services to HCSC and
BCBSMT members.

Q. DID YOU EXAMINE WHETHER OR NOT THE TRANSACTION
WOULD RESULT IN MORE EFFICIENT ECONOMIES OF SCALE?

A, Wedid.

Q. WHAT DID YOU CONSIDER IN MAKING THAT DETERMINATION?

Direct Testimony of Timothy J. Tardiff, Ph. D. 15
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A.  We examined three factors: HCSC and BCBSMT’s respective cost
structures, sizes, and natures of business.
Q. DISCUSS YOUR ANALYSIS OF THOSE FACTORS.
A.  With regard to cost structure, insurers such as BCBSMT incur the majority
of their costs in three areas. These include benefit expenses, i.e. coverage of the
health care utilized by its insured members; claim adjustment expenses associated
with administering claims; and general and administrative expenses typically
associated with running a business. Our analysis indicates that HCSC outperforms
BCBSMT in all three categories. Exhibit C demonstrates the entities’ respective
cost structures in 2011, It is worth noting that BCBSMT improved its statutory
administrative expense ratio from 2007 to 2011, reducing it from 17.6 percent to
14 percent. However, these figures generally indicate that BCBSMT could
anticipate lower administrative expenses as a result of the proposed transaction.

Regarding size, HCSC serves roughly 13.4 million customers, whereas
BCBSMT serves roughly 272,000. In mergers of larger entities, costs of
implementation can outweigh any mel'gel'—related savings. Given the size of these
entities, however, this is unlikely to occur.

Regarding the entities’ respective natures of business, both BCBSMT and
HCSC operate similar business models and offer similar products. According to

HCSC and BCBSMT, the former possesses resources, infrastructure, and
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operational expertise that BCBSMT could leverage through the transaction. If
true, such an arrangement would permit BCBSMT to realize significant savings.

Q. WOULD YOU SUMMARIZE YOUR CONCLUSION AS TO THE
EFFECT OF THE TRANSACTION UPON ECONOMIES OF SCALE?

A. Ttis my opinion that in light of the entities’ cost structures, sizes, and natures
of business, the transaction would result in more efficient economies of scale.

VI. IMPACT OF THE TRANSACTION UPON THE COMMUNITY

Q.  WHAT ISSUES DID YOU CONSIDER IN YOUR ANALYSIS OF THE
TRANSACTION’S IMPACT UPON THE COMMUNITY?

A.  Asl mentioned earlier, the statute requires analysis of three separate
components: the transaction’s impact upon the availability and accessibility of
health care, the sufficiency of safeguards to ensure continued access to affordable
health care, and the extent to which the transaction is equitable to the public
interest of insureds and others. We addressed these issues individually.

Q. TURNING TO THE AVAILABILITY OF HEALTH CARE, WHAT
FACTORS DID YOU CONSIDER IN MAKING YOUR DETERMINATION?
A.  As an initial matter, we defined “community” as synonymous with the state
of Montana. Several factors are necessary to ensure continued availability and
accessibility of health care in Montana. These include the sustained presence of

providers, brokers, and enrollees; continued competition in the marketplace; and
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the continued presence and stability of BCBSMT (whether or not in its current
form}.

Q. WHATD DID YOU LEARN REGARDING THE PRESENCE OF
PROVIDERS, BROKERS, AND ENROLLEES?

The presence of providers is vital for obvious reasons: health care is
administered through a provider, and a decrease in providers results in fewer health
care options for consumers. For reasons I addressed earlier, the transaction is
unlikely to cause a reduction either in provider contracts or provider
reimbursement rates, both of which would likely decrease the number of providers
in Montana. However, as described earlier HCSC could attempt to negotiate with
multi-state providers to decrease reimbursement rates in Montana if it had such
provider relationships and chose to do so.

The transaction is also unlikely to lower the number of brokers operating in
Montana. HCSC currently has no broker relationships in Montana. According to
the parties’ agreement, HCSC will assume all broker agreements in place with
BCBSMT. Similar to providers, however, HCSC could leverage relationships with
multi-state brokers to establish lower commission rates in Montana. HCSC told us
that its network of out-of-state brokers is too vast to determine whether any of

them are related to brokers located in Montana.
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Finally, HCSC is assuming the contracts of all current enrollees, and has
represented to us that they do not plan to drop coverage of any enrollees. We
examined enrollment levels following HCSC’s acquisition of Blue Cross Blue
Shield operations in Texas, New Mexico, and Oklahoma, and none of these states
demonstrated an enrollment drop following the acquisitions. We therefore do not
anticipate the number of enrollees will decrease.

Q. WHAT DID YOU DETERMINE REGARDING THE OTHER FACTORS
YOU MENTIONED EARLIER?

A.  As|I stated earlier, there is no indication that the transaction will lessen
competition in Montana. The final consideration is the effect on BCBSMT’s
continued presence in the market. We analyzed BCBSMT's efficiency, financial
health, and risk. This included consideration of BCBSMT’s statutory
administrative expense ratio, underwriting margin, and Risk-Based Capital
measures, all of which relate to BCBSMT’s financial viability and success. HCSC
outperforms BCBSMT in all three areas. On that basis, we concluded that the
transaction would support the continued presence of BCBSMT in the market,
albeit as a division of HCSC rather than a standalone entity.

Q. CAN YOU SUMMARIZE YOUR OPINION WITH REGARD TO THE
TRANSACTION’S IMPACT UPON THE AVAILABILITY AND

ACCESSIBILITY OF HEALTH CARE IN MONTANA?
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A. It is my opinion that the transaction will not have a negative impact upon
either the availability or accessibility of health care in the community.

Q. HOW DID YOU DETERMINE WHETHER SUFFICIENT SAFEGUARDS
EXIST TO ENSURE CONTINUED ACCESS TO AFFORDABLE HEALTH
CARE?

A.  We analyzed three major factors that inform the impact on affordability of
coverage: the potential for premium rate increases and plan modifications, and the
existence of governmental regulatory safeguards.

Q. HOWDID YOU ANALYZE THE POTENTIAL FOR FUTURE
PREMIUM RATE INCREASES?

A.  We relied mainly on our analysis of statewide historical rate increases in the
other states in which HCSC has acquired a Blue Cross Blue Shield plan, namely
Texas, New Mexico, and Oklahoma. Using data collected by the US Department
of Health and Human Services, we compared yearly average rate increases in each
state with the average national increases. We then calculated the differences
between the state and national annual rate increases. We calculated these
differences both prior to and following each state’s acquisition transaction
involving HCSC. We found that while (with one exception) average premiums for
these states were increasing somewhat faster than the corresponding national

average before the transaction, the differences between the state and national rates
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of increase were lower after the transactions. These results suggest that the prior
transactions did not result in significant price increases.

Q. DID YOU REVIEW HCSC’S HISTORICAL RATE FILINGS IN THOSE
OTHER STATES?

A.  No. Our analysis examined statewide average premium rate increases, not
rate increases specific to HCSC-owned entities.

Q.  WHY NOT?

A.  We wanted to do this initially, as that would have provided the most
accurate assessment. We asked HCSC if they could provide historical pricing data
for their Blue Cross Blue Shield plans in those states. HCSC said it did not have
that information.

Q. WOULD SUCH AN EXAMINATION HAVE BEEN HELPFUL TO
YOUR ANALYSIS?

A.  Absolutely. Ideally, we would have conducted a definitive study of
historical price changes, including analysis of insurer-specific rate increases in
cach state. We didn’t have the data to do so. We also simply did not have the time
to perform such a detailed analysis in the short timeframe we worked within.

Q. WHAT DO YOU MEAN WHEN YOU SAY YOU CONSIDERED

MODIFICATION OF COVERAGE PLANS?
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A.  Tam referring to changes other than rate increases. These would include a
change in the deductible or co-pay, or a decrease in covered benefits.

Q. WHAT DID YOU DETERMINE REGARDING CHANGES TO
COVERAGE PLANS?

A.  HCSC told us they have no plans to modify or terminate any plan BCBSMT
currently offers, but that such modifications may be necessary in the event of
industry changes.

Q. DID YOU RESEARCH HISTORICAL PLAN CHANGES THAT
FOLLOWED ANY OF HCSC’S PREVIOUS ACQUISITIONS?

A. No. We didn’t have plan-specific data of that nature, particularly on an
individual insurer level. This goes to my earlier point regarding rate increase
information. An ideal analysis would definitely have included an independent
consideration of historical plan changes, but we didn’t have the data or time to do
30.

Q.  ASIDE FROM HCSC’S REPRESENTATIONS, DO YOU HAVE ANY
OTHER INFORMATION INDICATING THAT NO PLAN CHANGES WOULD
OCCUR?

A.  No. Our conclusion on this point relies solely upon HCSC’s statements.

Q. WHAT WOULD CONSTITUTE A SAFEGUARD OF AFFORDABLE

HEALTH CARE FOR THE PURPOSES OF YOUR ANALYSIS?
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A.  Safeguards would generally consist of governmental regulation of premium
rate increases.

Q.  WHAT, IF ANY, SUCH SAFEGUARDS EXIST IN RELATION TO THE
PLANS OFFERED BY BCBSMT AND HCSC?

A.  Some safeguards exist on the federal level, but neither the federal nor state
governments have the authority to prevent rate increases. The Patient Protection
and Affordable Care Act established governmental review of premium increases
exceeding 10 percent for certain plans. The insurer is required to publicly disclose
the increases and the justification for them. Even if a rate is deemed unreasonable,
however, the insurer can nonetheless use the rate. In Montana, the federal
government performs these rate reviews. We found that BCBSMT has multiple
rate increases pending review ranging from 17.4 percent to 22.3 percent.

No safeguard exists at all on a state level. Montana is one of only a few
states that do not have a rate review mechanism, The CSI informed us that a bill is
pending in the Montana legislature that would grant the agency rate review
authority for all rate increases in certain health insurance markets. It is unclear
whether the bill will pass. If it does pass, the bill would not provide the CSI with

the ability to deny unreasonable rate increases.
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Q. HOW WOULD A MONTANA RATE REVIEW PROCEDURE
SAFEUARD HEALTH CARE AFFORDABILITY IF IT DOES NOT PERMIT
RATE DISAPPROVAL?

A.  The rate review process would provide the CSI with bargaining power to
negotiate rate changes, if not actual authority over rates. Notification of
unreasonable rate increases would also be posted on public websites, including the
insurer’s website. Also, an insurer deemed to have implemented unreasonable rate
increases may be barred from selling insurance products on the federal insurance
exchange that is currently being established.

Q. WHATIS YOUR OPINION REGARDING THE ADEQUACY OF
SAFEGUARDS OF HEALTH CARE AFFORDABILITY?

A.  In my opinion, the transaction will not prevent continued access to
affordable health care in Montana. Our analysis indicates a likelihood that HCSC
will not dramatically alter premium rates and coverage plans. No rate review
authority exists to prevent HCSC from setting unreasonable rates, but the negative
byproducts of such a practice would likely to inhibit HCSC from doing so.

Q. HOWDID YOU ANALYZE WHETHER THE TRANSACTION IS
EQUITABLE TO THE PUBLIC INTEREST, ENROLLEES, INSUREDS,

SHAREHOLDERS, AND CERTIFICATE HOLDERS OF BCBSMT?
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A.  We conducted this analysis in stages. First, no shareholder analysis was
performed, as BCBSMT has no sharcholders. We considered the enrollees,
insureds, and certificate holders together, as the same factors affect all three
groups. The insurers have stated they have no plan to greatly modify coverage
plans, enrollment, or premiums. Historical data suggests HCSC will not
unreasonably raise rates on these individuals. That being said, no rate review
authority exists to prevent such raises.

Because employees can be impacted in acquisition-type transactions such as
this one, we examined potential effects on BCBSMT employees. The agreement
between HCSC and BCBSMT provides that all BCBSMT employees will be hired
by HCSC, and the insurers state that the employees will be compensated at current
levels. BCBSMT employees will be transferred to a new pension system as a
result of the transaction. We were also learned that HCSC is considering the
establishment of a 100-person call center in Great Falls.

Q. WHAT ELSE DID YOU CONSIDER IN YOUR EQUITY
EVALUATION?

A.  We considered whether the transaction was in the public interest generally.
On this point, we focused on the foundation that is to be established if the
transaction is approved. It is our understanding that the insurers expect at least

$120 million to be deposited in the foundation at the conclusion of the transaction,
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This amount includes $17.6 million that the insurers have proposed as a purchase
price. The entire $120 million would be used for the benefit of Montanans, and we
were told that the figure was a conservative estimate. We determined that the
transaction would support the public interest through the creation of this
foundation.

Q. DID YOU REVIEW INFORMATION REGARDING ANY OTHER
FOUNDATIONS CREATED THROUGH SIMILAR TRANSACTIONS IN
OTHER STATES?

A.  Wedid not review any such information.

Q. DID YOU COMPARE THE PROPOSED PURCHASE PRICE WITH
THAT OF ANY OTHER BLUE CROSS BLUE SHIELD PLAN PREVIOUSLY
ACQUIRED BY HCSC OR ANY OTHER ENTITY?

A. No.

Q. CAN YOU SUMMARIZE YOUR OPINION ON WHETHER THE
PROPOSED TRANSACTION IS EQUITABLE TO THE PUBLIC INTEREST,
ENROLLEES, INSUREDS, AND CERTIFICATE HOLDERS OF BCBSMT?
A.  In my opinion, the proposed transaction between HCSC and BCBSMT
would be equitable to all those parties, for the reasons I previously stated.

Q. DOES THIS CONCLUDE YOUR TESTIMONY?

A. Yes.
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Exhibit I1.3: Membership and Shares for Employer-Provided Health Insurance

Members Share
Total [A] 475,000 100.0%
BCBSMT B] 175,512 36.9%
HCSC [C] 14,294 3.0%
Other Competitors (D] 285,194 60.0%
HHI Change [E] 222

Notes and Sources:

[A]

(B]
[€]
(D]
[E]

The Bureau of Business and Economic Research, The University of Montana, “The Status
of Montana's Health Insurance Population,” Prepared for Montana Office of the
"Membership by County - Fully Insured.xlsx", "Membership by County - Self

"HCSC enrollment in Montana by county.pdf”

=[A] - [B] - [C]

= 20,000 * [B] * [C]
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Exhibit V.l_: Cost Structure of BCBSMT and HCSC for 2011 :
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