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HEARI NGS OFFI CER LEAPHART: Good nor ni ng
everybody. The first order of business | want
to point out is that the clock on the back of
the wall appears to be on Pacific tinme, so
don't get msled if we take a recess and you're
supposed to be in at a certain tine, the cl ocks
haven't been changed.

|'ve been up here before but never as the
Lone Ranger like this so it's going to be
|l onely. This courtroom was not designed for
t he taking of testinobny so it doesn't have a
W tness stand as such, so what we're going to
do is use the judge's seat on the far |eft-hand
side of the bench, your right hand, ny left,
that will be our wi tness stand. And the
attorneys, if you would, when addressing the
Hearings O ficer can use the podiumhere in the
m ddl e and everybody speak up so that you're
bei ng recorded because we need the record.

This is the tinme and the place for the
conti nuati on of the public hearing on Bl ue
Cross Blue Shield of Montana's and Health Care
System Service Corporation's application for a
conversion transaction. M nane is WIIliam

Leaphart, I'macting as the Hearings Oficer.

LESOFSKI COURT REPORTING & VIDEO CONFERENCING
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I will conduct the hearing and then once all of
t he evidence testinony and the conments are in
I will make proposed findings of fact and
concl usi ons of | aw addressing the question of
whet her the proposed transaction neets vari ous
statutory criteria, including whether the
transaction would be in the public interest.
The Conm ssioner and the Attorney CGeneral's
Ofice will then review ny proposed findings
and concl usi ons and nmake the final
determ nati on.

Partici pants should be aware that this
hearing is the first of what potentially wll
be a two-hearing process. The bulk of the
testi nony and evidence will be introduced in
this week's hearing. The hearing comrenci ng
today is focused solely on the question of
whet her the proposed transaction is in the
public's interest. |If the application is
approved there wll be a subsequent hearing
addressi ng the question of how the funds
generated fromthe transaction will be
distributed. That hearing will not be
schedul ed until such tine as the application

deci sion i s nade.
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The order of business will be as follows:
W wi |l have opening statenents fromthe
parties with the Applicants going first,
foll owed by the Conm ssioner, followed by the
Attorney CGeneral. Each party has up to 45
m nutes to present their opening. After the
openi ng statenents nmenbers of the public wll
have an opportunity to present comments.

Mont ana' s governi ng statutes, statute 50-4-711,
provides that in presenting public coment you
as a wWtness have the option of whether or not
to submt yourself to cross-exam nation. |If
you do not submt to cross-exam nation your
testi nony cannot be used by ne, the

Commi ssioner or the Attorney General in making
our decision. If you do submt to
Cross-exam nati on then your testinony can be
used in the decision-maki ng process.

You shoul d al so be aware that you have a
choice as to the timng of your public comment.
You can comment today at the conclusion of the
openi ng statenents or you can wait until the
evi dence and testinony has been presented and
make your comments at that tinme. You should be

aware that there is a good chance that the

LESOFSKI COURT REPORTING & VIDEO CONFERENCING
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taking of testinony and presenting of evidence

may not cone to a conclusion until tonorrow or

even the next day, so you have to weigh that in
terms of how |l ong you want to stick around and

listen to this hearing.

After receiving public comment today we
W ll proceed with the taking of testinony from
the parties, again, wth the Applicants goi ng
first, followed by the Conm ssioner and the
Attorney General. The parties for the nost
part have had their respective w tnesses
prefile their direct testinony in witten form
That testinmony is on file and open to the
public. Those wtnesses wll take the stand,
adopt their prefiled direct testinony and we
Wil proceed with cross-examn nation.

Unl ess there are any procedural questions
at this point we wll start wth the
Applicant's opening statenents but first |
woul d ask that counsel introduce thenselves for
the record, identify thensel ves and who they
represent. The Applicants?

MS. LENMARK:  Your Honor, for the record I
am Jacqueline Lenmark, | practice with the firm

of Keller, Reynolds, Drake, Johnson &

LESOFSKI COURT REPORTING & VIDEO CONFERENCING
406-443-2010
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Gllespie. | represent today jointly the
Applicants in this case, Blue Cross Blue Shield
of Montana and Health Care Service Corporation,
which I"'msure we'll be referring to in brief
t hroughout the proceedi ng as Bl ue Cross,
perhaps with the additi on of Montana or not,
and HCSC.

| also amjoining in representation this
nmor ni ng by M ke McMahon on behal f of Blue Cross
and Bl ue Shield of Montana, Stan Kal eczyc on
behal f of HCSC and Hel en Wtt on behal f of
HCSC.

Your Honor, ny clients and | have been --

HEARI NGS OFFI CER LEAPHART: Excuse ne,
bef ore you start your opening let ne do sone
nore introductions.

M5. LENMARK: Certainly, Your Honor.
Wuld you like ne to --

HEARI NGS OFFI CER LEAPHART: Let's have
M. Lasl ovich go ahead.

MR, LASLOVI CH. Good norni ng, Your Honor
| appreciate it. Jesse Laslovich on behalf of
t he Comm ssioner of Securities and |Insurance.
I*'mjoined by Jay Angoff on behalf of the

Comm ssi oner of Securities and | nsurance and
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al so Nick Mazanec on behal f of the Comm ssi oner
of Securities and | nsurance.

HEARI NGS COFFI CER LEAPHART: And t he
Attorney CGeneral's office?

M5. HUBBARD:. Your Honor, |'m Kell ey
Hubbard for the O fice of the Attorney GCeneral,
"' mjoined by ny coll eague, M chael Bl ack.

HEARI NGS OFFI CER LEAPHART: Thank you.
Have | omitted anybody as far as introductions?
If not, you can proceed with your opening
statenent, M ss Lennark.

MS. LENMARK: Thank you, Your Honor. Your
Honor, ny clients and I have been | ooki ng
forward to today. W think that you wll be
hearing a great story, a story of corporate
responsibility and citizenship at its very
best. W are seeking approval of the
transaction that we believe is truly in the
public interest and prom ses enornous value to
t he state of Mbontana.

l'd like to start with just a little bit
of history to orient you to where we are today.
Wien M ke Frank, who is the current president
and CEO of Blue Cross Blue Shield of Mntana,

stepped into the shoes of his predecessor he

LESOFSKI COURT REPORTING & VIDEO CONFERENCING
406-443-2010
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joined a | eadership team his board and his
executi ve managenent teamthat shared a
comm tnent to the 70-plus year |egacy of Blue
Cross Blue Shield of Montana and its mission to
provi de accessi bl e, affordable health care
I nsurance to Montana citizens. But he al so
i nherited a conpany that was grappling with
oncom ng change on the | andscape of health care
as we knew it and was in a strained financi al
and operating position as a result of the
uncertain and increasingly conpetitive health
I nsurance market. M ke, the board and his
executi ve managenent team however shared a
vi sion, they shared a vision of what the
conpany could be, what it could becone.

To protect Blue Cross Blue Shield
Mont ana's | egacy and to address its financi al
position so that the conpany could continue in
its mssion, Blue Cross | eadershi p determ ned
that a business alliance with another Blue plan
woul d best allow Blue Cross Blue Shield Mntana
to serve the residents of Montana for these
foll ow ng reasons: First, Blue Cross Bl ue
Shi el d Montana had al ready pursued aggressive

cost-cutting neasures but it continued to incur

LESOFSKI COURT REPORTING & VIDEO CONFERENCING
406-443-2010
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underwiting | osses, escal ating cl ai s,
menbership | osses and a declining | evel of RBC.
It could not afford capital that it needed to
fund the capital inprovenents it needed to
operate in the new post-ACA post-health care
ref orm mar ket pl ace. And, third, as a snal
Blue plan it would not be able to achi eve the
sane econom es of scale that |arge national
carriers or |arge Blue plans could achieve.
Havi ng determ ned that it was necessary to
pursue sonme sort of an alliance Blue Cross then
focused on identifying the best potenti al
partner for its operation here in Montana. The
criteria that the | eadership used were the
followng: First, any alliance partner nust be
a plan that was another Blue plan; in other
words, its license could only be transferred to
anot her Blue plan within the Blue Cross Bl ue
Shi el d associ ati on, the national association
for Blue Cross plan nenbers; second, it was
critically inmportant that the partner be a
nonprofit; third, it was to allow for the
conti nued use of Blue Cross Blue Shield of
Mont ana's nane, in other words, not becone

known by a nane that didn't include the

LESOFSKI COURT REPORTING & VIDEO CONFERENCING
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desi gnati on Montana, the designation Blue Cross
and Blue Shield. Inportantly, it had to be
financially strong enough to neet the i nmedi ate
infrastructure and cost needs of Blue Cross

Bl ue Shield of Montana, so that Blue Cross Bl ue
Shield of Montana would not risk going through
anot her transaction at another future tine and
al so a partner that would have sufficient scale
that Blue Cross to conpete with national
for-profit carriers.

Finally, Blue Cross wanted a partner that
shared a simlar corporate culture and
denonstrated commtnment to conpliance,
nonprofit operations, maintenance of | ocal
management presence. Those criteria enabl ed
Bl ue CGross and Blue Cross's Montana | eadership
to quickly narrow their search for an
appropriate partner to two Bl ue conpani es.

Their ability to do so so quickly was i nforned
by the inti mate know edge that they had of

ot her Blue plans in the unique Blue Cross Bl ue
Shi el d associ ati on of plans nati onw de.

Utimately Blue Cross Bl ue Shield Mntana
| eadership determined to pursue a path of due

diligence with HCSC. They chose HCSC because

LESOFSKI COURT REPORTING & VIDEO CONFERENCING
406-443-2010
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it best aligned wth Blue Cross Bl ue Shield
Mont ana goals. It had been doi ng business for
70-plus years as a nonprofit service plan in

t he sane way that Blue Cross Blue Shield

Mont ana had. It operated health plans in four
other states, it had a proven track record of
successfully aligning other Blue plans and

mai ntai ning a strong | ocal presence in each
state. It is the fourth | argest health

I nsurance conpany in the country and one of the
strongest Blue plans in the United States both
operationally and financially.

Allow ne to briefly summari ze the
structure of the transaction on which the
Applicants are seeking approval. In this
transaction HCSC will acquire the insurance and
sel f-funded operations and rel ated assets and
liabilities of Blue Cross Blue Shield of
Mont ana. Those assets generally are the
I nsurance contracts and the self-funded
adm ni strative services contracts, provider
contracts and rights to use the Blue Cross Bl ue
Shield marks. The liabilities will be
primarily the clains liabilities under their

i nsurance and sel f-funded contracts, the

LESOFSKI COURT REPORTING & VIDEO CONFERENCING
406-443-2010
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provi der contracts and then the pension
liabilities for the Blue Cross Blue Shield
Mont ana enpl oyees.

After the alliance HCSC will operate the
i nsurance busi ness of Blue Cross Blue Shield
Mont ana as a division of HCSC i n Montana and
w |l continue to do business as Blue Cross Bl ue
Shield Montana. Blue Cross policyholders wll
becone policyhol ders of HCSC wi t hout any break
i n coverage, benefits or services. The old
Bl ue Cross Blue Shield Montana entity will not
be operated as health i nsurance business any
| onger but instead wll continue to operate for
t he purpose of satisfying and ot herw se
di scharging its renmaining liabilities so that
the old Blue Cross conpany can eventually be
wound down and di ssol ved.

The proceeds fromthis transaction wll be
deposited to a foundation as provided under the
statute. The assets remaining after the w nd
down of the old Blue Cross Bl ue Shield Mntana
will also be paid into or transferred to that
f oundat i on.

The assets that are not prinarily rel ated

to Blue Cross' core i nsurance busi ness have

LESOFSKI COURT REPORTING & VIDEO CONFERENCING
406-443-2010




© 00 ~N oo o b~ w N P

N RN N NN R R R R R R R R R
g N W N P O © 0O N o o0 M W N Rk O

Transcript of Proceedings
CONFIDENTIAL PORTIONS REDACTED

16

been excluded fromthe transacti on purposefully
and they will go to the foundation, including
Bl ue CGross' surplus, its principal subsidiary
hol di ng conpany, buil di ngs and certain other
assets. There are al so sone excl uded
liabilities that will remain wwth the old Bl ue
Cross conpany.

In total, HCSC wll be assum ng
liabilities of Blue Cross Blue Shield Mntana
at approximately $180 million at cl osing and
wll transfer $180 nmillion of assets and cash
to support those liabilities.

I n consideration of the sale of the
acqui red busi ness HCSC was to pay the sum of
$17.6 mllion which had been determ ned solely
by i ndependent expert valuation. HCSC has
stipulated with the Montana Attorney General,
however, that it will pay $40.2 mllion for the
I nsurance business it wll assune from Bl ue
Cross Blue Shield of Montana if this
transaction i s approved.

Wiy is this transaction in the public
interest? First | would note the creation of
t he foundation that | nentioned. It wll be

funded wi th an approxi mate anmount of $120

LESOFSKI COURT REPORTING & VIDEO CONFERENCING
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mllion, perhaps even greater dependi ng upon
the value of the assets on closing. Key to
this foundation is the fact that it will retain

t he surplus of Blue Cross Bl ue Shield of

Mont ana. Continuity of provider networks and
their conpensation rates are critically
important in the public interest. HCSC wll be
assum ng all of the provider contracts and they
wi Il continue seam essly as the insurance
coverage benefits that | had nenti oned before.

Continuity of producer networks. Blue
Cross Blue Shield Montana relies heavily upon
Its agent insurance producer workforce and that
wor kf orce, that agent force will continue under
this transaction.

Very inmportant as a benefit to the public
interest is the expertise that Blue Cross w ||
gain with ACA conpliance. HCSC s resources,
Its actuarial resources, its |legal resources,
its technol ogi cal resources are prodigi ous.

And then there is HCSC s history of
community participation. There is a very
strong record of conmmunity support, community
contribution and participation in conmunity

charitabl e causes.

LESOFSKI COURT REPORTING & VIDEO CONFERENCING
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Maybe one of the nobst inportant benefits,
however, to the public interest are jobs. Blue
Cross Blue Shield enployees will all be
mai ntai ning their current enploynent, they wl|l
be paid at their current salaries. There is a
potential in the future for those salaries to
grow but they can ook at this transaction with
t he confidence that each of themw || be
keeping their jobs and continue to be
conpensated at their current |evel.

And then there is also the commtnent that
HCSC has made to put in a sales, a call center
in Geat Falls, Mntana, and that portends the
enpl oynent of at | east 100 new Mont ana
enpl oyees, not enpl oyees fromthe current Bl ue
Cross Blue Shield, these are 100 additi onal
enpl oyees that this alliance will enable
enpl oynment for.

Wiy is the alliance a benefit to Bl ue
Cross and its insureds? First probably is
capital and surplus. This alliance will give
Bl ue Cross access to increased capital and it
will allowit to al so access the surplus of
HCSC that will give it the financial stability

that it needs. The alliance is going to all ow

LESOFSKI COURT REPORTING & VIDEO CONFERENCING
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Blue Cross Blue Shield to lower its

adm ni strative costs critical to its efficient
operation and its going to gain, again, 1"l

use the word prodigi ous assi stance, transition
assi stance under ACA and as we go into the new
heal th care environnent.

All of these things that | have cited
translate to a nore efficient operation, better
service, |lower prenm uns or slowed increases in
prem unms as the cost of health care continues
to rise.

The mai nt enance of jobs within the conpany
Is inportant and | had nentioned that as a
benefit in the public interest, but
specifically to Blue Cross Blue Shield
enpl oyees | need to nention that they also wll
be maintaining their retirenment and
transitioning to retirenent plans at the sane
or simlar level. Critical to that is that
they will be transitioning and be credited for
all of the tine that they have al ready earned
as Blue Cross Blue Shield enpl oyees.

Finally, I'd like to address how t he
alliance is going to be beneficial to HCSC, an

I mportant party here in this transaction, and

LESOFSKI COURT REPORTING & VIDEO CONFERENCING
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that is that this alliance is going to all ow
themto add a partner in their famly of
conpani es with consi stent core val ues and an
equal ly long nonprofit |egacy. They also wll
have access to the Montana workforce, a trained
wor kf orce and then access to a pool of Montana
resi dents who can be potential enpl oyees, good
potenti al enpl oyees for the conpany and
finally, again, | will nention their tradition
of community invol venent and the opportunity to
participate in a Montana culture and the

Mont ana conmmunity.

Your Honor, this is a unique proceedi ng as
you know. We have joint approval authority
here with the Attorney General and the
Commi ssi oner of | nsurance and each of those
regul ators nust approve the transaction before
It can beconme a final alliance. Each of those
regul ators nmust focus on different criteria and
cone to a separate and different concl usi on and
then join together with the approval.

I am honored to be chosen to bring the
transacti on before you. It is a conplinent |
think to Montana that HCSC was so readily

interested in exploring a partnership wth us

LESOFSKI COURT REPORTING & VIDEO CONFERENCING
406-443-2010




© 00 ~N oo o b~ w N P

N RN N NN R R R R R R R R R
g N W N P O © 0O N o o0 M W N Rk O

Transcript of Proceedings
CONFIDENTIAL PORTIONS REDACTED

21

and | think it's a complinent to HCSC t hat
Mont ana found its values so closely aligned --
excuse ne, that HCSC found its val ues so

cl osely assigned with Montana val ues.

The applicants before you are confi dent
that this alliance and its transaction is in
the public interest. W think that our
evidence will denonstrate that but we al so
invite the hard questions so that we can ensure
t hat confi dence is shared by you and the
ul ti mat e deci si on- makers.

We believe the evidence today w |
denonstrate that the alliance and the
transaction through which it wll be
i mpl enented will satisfy all of the mandatory
criteria under the statute for approval, that
it isin the public interest and that you may
reconmend to each the Attorney General and the
Conmmi ssi oner of |nsurance that they approve
this transaction for Montana. Thank you.

HEARI NGS OFFI CER LEAPHART: Thank you.
Any further opening from Applicants?

M. Kal eczyc?
MR. KALECZYC. Thank you, Justice

Leaphart. You have just heard Ms. Lennark
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descri be for you the proposed transaction and
sunmmari ze for you the reasons why Bl ue Cross
Bl ue Shield of Montana has sought an alliance
partner and why in particular they have sought
to partner with Health Care Services
Corporation to help it neet both today's and
tonorrow s chall enges to bring affordable
health care to the people of Mntana.

Wiat | would like to do in just a very few
m nutes is introduce you and the public a
little bit nore to who Health Care Services
Corporation is and el aborate upon why Health
Care Services Corporation, HCSC, is wlling to
make a commtnent to Montana in the proposed
al I'i ance.

As you know fromthe prefiled testinony,
HCSC is the | argest non-investor owned health
I nsurance conpany in the United States. It is
conprised of an alliance of four Blue Cross
Bl ue Shield prograns operating in four separate
states, Illinois, Texas, Oklahoma and New
Mexi co. HCSC has over 13 million nmenbers in
those four states and it has a surplus of over
$9 billion, which provides financial stability

to its nenbers in the case of catastrophic
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events such as a pandeni c, expensive
I nnovations in nmedical care such as new but
expensi ve vacci nes that m ght be available to
t he public and al so provides a cushi on agai nst
the uncertainties as the next changes of the
Af f ordabl e Care Act are i npl enent ed.

Janes Kadela, who is the Division Senior
Vi ce- Presi dent for Financial Services and
I nternal Operations for HCSC, will testify that
HCSC has t he experience and the track record to
successfully integrate the business operations
and technol ogy of Blue Cross Blue Shield
Mont ana into the HCSC business nodel. To these
ends HCSC i s prepared to spend significant
resources to successfully integrate and upgrade
Bl ue Cross Montana's i nformation technol ogy
systens, upgrades which are critical to
conpliance with the Affordable Care Act and
which wll inprove and enhance services to
custoners i n Mntana.

Maurice Smth, who is the Division Senior
Vi ce- Presi dent for Business Devel opnment and
Subsi di ary Managenent for HCSC, will testify
that HCSC has the financial strength which wll

all ow t he proposed all owance to benefit both
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present and future Montana consuners of health
I nsurance even in |light of the underwiting

| osses the Montana plan has recently sustai ned
and in the face of the costs of conpliance with
the Affordable Care Act which all health
insurers currently face.

The second question, Justice Leaphart, is
why is HCSC interested in Montana and willing
to nake the commtnents to make the proposed
alliance work. You will hear from Col | een
Reitan, the Executive Vice-President and Chief
Operating Oficer for HCSC, as she will testify
first and nost fundanentally, HCSC and Bl ue
Cross Montana share the sane core val ue,
nanely, a commtnment to the not-for-profit form
of doi ng busi ness and the business specifically
of the delivery of affordable health care to
its nenbers. Because they do not have
shar ehol ders both HCSC and the Montana pl an as
alliance partners can focus on the long-term
wel | ness and financial security of their
nmenbers. Because they share the sane core
values and will share the sane core nodel,
busi ness nodel if the alliance is approved,

both HCSC and Bl ue Cross Montana wll share the
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econom es and benefits of scale as explained in
the testinony of several w tnesses. And HCSC
will enjoy the benefit of increased nenbership
which will contribute to that scale and the
benefit of the work ethic of the Montana
wor kf orce, both the current workforce of over
500 enpl oyees, as Ms. Lenmark expl ained to whom
conti nued enpl oynent is guaranteed under the
alliance, and to an additional 100 new
enpl oyees if the alliance is tinmely approved.
Finally, because the two alliance partners
share the sane core values, HCSC and its
al liance partner shall continue their
commtnment to charitable and special causes and
community involvenent in the state of Montana,
a tradition which Blue Cross Montana has had
and HCSC has had to the states in which it
operates and it is a commtnent to conti nue
that tradition in our state as we go forward.
HCSC and Bl ue Cross Mont ana bel i eve that
t he evidence will support the concl usi on and
all ow you to nake the recommendati on that the
proposed alliance neets the statutory
requi renents for approval of the transaction

and that this alliance is in the best interest
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of the Applicants, is in the best interest of
Mont ana insureds and is in the best interests
of the public in the state of Montana. Thank
you.

HEARI NGS OFFI CER LEAPHART: Thank you.
Conmm ssi oner, M. Lasl ovich?

MR. LASLOVI CH  Good norning, Your Honor
| have to say before |I begin how nuch an honor
it has been the last few nonths for ne
personally to work with sone of Montana's
finest | awers, the folks who are representing
the Applicants in this matter, and | have to
say too it has equally been an honor to work
wth the fol ks of Blue Cross Bl ue Shield of
Mont ana, many of whom|'ve had the chance to
work with personally the |last three years and
it's al so been very nice, Judge, to work with
and learn fromthe fol ks at HCSC, even though
sone of them are Dallas Cowboy fans, Your
Honor, and you'll know which witness it is.

W thout trying to sound overly dramati c,
today we are faced with one of the biggest
decisions in our state's history, a decision
that surely wll have profound inpacts on

Mont anans for generations to cone and at | east
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fromour office's perspective we are required
to determne if this is ultimately in the
public interest, as Ms. Lennmark and

M. Kal eczyc referenced.

W are guided by Title 50, Chapter 4,

Part 7, which I'Il refer to, Your Honor, as the
conversion statute which lays out the criteria
that our office will determ ne whether they're
met and ultinmately whether this is in the
public's interest.

Prior to briefly addressing those
criteria, Your Honor, | believe we owe it to
t he people who are here today and al so t hose
who aren't here, frankly, to provide sone
background as to what their governnent has done
as it relates to our office thus far to anal yze
this transaction.

I want to preface ny remarks by saying
that at this point in these proceedi ngs the
Conmm ssioner's Ofice is not urging approval,
nor is it urging disapproval but rather that
prior to the inportant decision being made
questions need to be answered, the record needs
to be devel oped and our concerns need to be

addr essed.
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First, for purposes of the conversion
statute Blue Cross Blue Shield of Montana is a
nonprofit health entity as it's defined in the
conversion statute and it's been represented to
us in the application and certainly in the
openi ng statenents from M. Kal eczyc and
Ms. Lenmark that HCSC is a nutual | egal reserve
conpany under Illinois |aw that operates on a
not-for-profit basis pursuant to their articles
of incorporation and their by-I|aws.

You'l | hear testinony from HCSC t hat they
are committed to the not-for-profit nodel and
fromour office's perspective, Your Honor, we
appreciate it.

Bot h Bl ue Cross and HCSC have sti pul ated
to the applicability of the conversion statute
even though, as the application states, the
assets being acquired wll not be going to a
for-profit entity. But for purposes of this
transacti on, Your Honor, for our office's
consi derati on we nust assune under the
conversion statute that the assets being
acqui red are being acquired by an entity other
than a nonprofit entity as defined in the

conver si on st atute.
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Wiy is that inportant? WlIl, it's
I mportant because if this is approved this is
t he one shot that the state has relative to
Bl ue Cross Blue Shield in saying to the people
of Montana that it's in fact in their public
interests for Blue Cross Blue Shield of
Mont ana, our state's ol dest and | argest health
i nsurer, to convert to an entity other than a
nonprofit health entity as defined by the
conversion statute. |Is this in the public's
interest? We're here to find that out.

The application, as you know, Your Honor
was filed on Novenber 15th, 2012 and we had 90
days after that was filed to hold a public
hearing. One was held on February 12th, Your
Honor, solicited public coment and today the
parties will start putting on their respective
cases.

What has the Conmm ssioner's Ofice done in
anal yzing this transaction thus far? Well,
we've solicited the expertise of two entities
to assist us in analyzing the transaction, both
of whom you'll hear fromduring the course of
this. One, Advanced Anal ytical Consulting

Group, analyzed the inmpact on the community and
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perfornmed an anti-trust analysis and the ot her
perforned eval uation of Blue Cross Blue Shield
of Montana and that firmwas MDS Consul ting.

Suffice it to say that AACG s concl usi ons
were consistent with the concl usions of the
experts that Blue Cross Blue Shield of Mntana
had retained. MDS Consulting' s concl usions,
however, were not conpletely consistent with
t he concl usi ons of the valuation of the conpany
t hat Mbss Adanms conducted on behal f of Bl ue
Cross Blue Shield of Montana. W'Il|l be getting
into those differences, Your Honor, but suffice
it to say that the MDS Consulti ng nunbers were
hi gher than the nunbers of Mss Adans.

I ncl uded within the Mboss Adanms report was
conpl ete reliance on a report conducted by
Janes Gal l aso, Dr. Janes Gallaso. He's an
actuary who works for Actuarial and Fi nanci al
Modeling, Inc. based in Georgia. He's areally
sharp man, a good man, wth extensive
experience with health insurance, certainly,
frankly, Your Honor, nore than the Mbss Adans
and MDS fol ks, and he's done a ot of work for
Bl ue Cross Blue Shield plans all over the

country.
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Dr. Gallaso valued Blue Cross Blue Shield
of Montana's primary insurance business |ines.
The val ue as of June 30th, 2012 was the nunber
that M ss Lennark referenced of $17.6 mllion.
As of January 1st of this year, 2013, that
value was $18.6 mllion and up until yesterday
the Applicants have al ways argued that the
purchase price was $17.6 mllion. But really
obviously that point is noot, as Mss Lennark
referenced, the Attorney CGeneral's Ofice and
HCSC and Bl ue Cross Bl ue Shield have stipul ated
to a purchase price of $40.2 mllion.

Qur office refused to join that
sti pul ati on, Your Honor, because we thought it
was premature to enter into it prior to the
heari ng and we, frankly, wanted the public to
benefit fromthe testi nony that woul d be
elicited at the hearing.

So why is this inportant? |It's inportant
because it | eads to the question of whether
Bl ue CGross Blue Shield of Montana conduct ed
proper due diligence in negotiating the terns
of the transaction. The Applicants argue in
t heir prehearing menorandumthat they've

conducted due diligence because the statute
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only requires a fair narket valuation. Qur
office believes it requires nore than that,

Your Honor, and, in fact, our office believes
t hat the Applicant should have negotiated the
pur chase price.

You'll hear and the prefiled reflects that

there were no such negotiations, none. And we
al so believe that negotiations should have been
conduct ed, could have been conducted wth
perhaps multiple potential buyers. You'll hear
and the prefiled testinony certainly reflects

t hat Blue Cross Blue Shield of Montana narrowed
its list of potential acquirers down to HCSC
and one other nmultistate Blue plan, yet, there
are no negotiations with the other Bl ue plan
about a possi ble purchase price. W believe
that the State and ultimately the peopl e of

Mont ana shoul d have the benefit of what the

mar ket woul d pay for Blue Cross Blue Shield of
Mont ana's core business and ultinmately, Your
Honor, this boils down to the duty that Bl ue
Cross Blue Shield of Montana owes to the people
of Montana, to whom does the board of directors
of Blue Cross Blue Shield of Montana owe a

fiduciary duty.
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For purposes of this transaction pursuant
to a consent order entered into with Blue Cross
Bl ue Shield of Montana and our office in
Novemnmber of 2005, Blue Cross Blue Shield
stipulated that it was as a public benefit
corporation, so the duty is to the people of
Montana. To fulfill this fiduciary duty it
nmust obtain the highest possible price for the
conpany and the question for us today and in
t he com ng weeks is did they. And all of this
is particularly inportant, Your Honor, because
of the stipul ati on.

Despite the val uati ons conducted by Mss
Adans and Dr. Gallaso HCSC has agreed to pay
nmore than double the valuation that Dr. Gall aso
determ ned and while we appreciate the fact
t hat HCSC has agreed to do that, their
W llingness to stipulate to a substantially
hi gher amount only magnifies our concern about
havi ng the benefit of negotiati ons between Bl ue
Cross Blue Shield of Montana and prospective
buyers, even if there are only two.

Leadi ng up to today, Your Honor, we've
been engaged in a very extensive discovery

process, we've deposed all of their experts as
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well as top executives of Blue Cross Blue
Shield and HCSC, we've received thousands upon
t housands of pages of docunments that we've
requested from Bl ue Cross Bl ue Shield of

Mont ana and HCSC and we received, as |late as
after March 1st, Your Honor, we received many
of those docunents.

After review of all of themto the extent
we could review themin the way we wanted to
review t hem and numerous di scussions with the
Applicants, | offer the follow ng brief
comments for your consideration as we proceed
t hrough the hearing and nmy comments, Your
Honor, will be tailored to the criteria that
are outlined in the conversion statute for the
pur poses of our office, our office' s analysis.

The first is due diligence and part of due
diligence is Blue Cross Blue Shield s decision
to engage in the transaction. You'll hear and
you've read the prefiled testinony about why
Bl ue CGross Blue Shield of Montana decided to
engage in the transaction. Four reasons were
identified in the Applicant's prehearing
menor andum | ack of scale, increased

conpetition in Modntana, insufficient access to
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capital and increased risk exposure, all of
which M ss Lenmark referenced in her opening.

The second part of the due diligence
anal ysis is selecting the acquirer, in this
case HCSC. You'll hear and you've read in the
prefiled testinony that Blue Cross Blue Shield
of Montana narrowed their choices to two Bl ue
pl ans, one of them being HCSC. At this point
in the proceedi ngs, Your Honor, we are unsure
if there -- there should have been nore Bl ue
pl ans that Bl ue Cross Bl ue Shield of Mntana
could have or shoul d have reached out to.

The next two criteria, expert assistance
and conflicts of interest I wll conbi ne and
just sinply say that these nust be anal yzed as
we proceed during this hearing process.

"1l also conbine the next two regarding
the significant adverse effect on the
avai lability or accessibility of health care if
there is a significant adverse effect on the
availability or accessibility of health care
and the access to affordable health care, and
"1l conbi ne these as | said.

You certainly saw the report that was

submtted by HCSC, the expert that we utilized,
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and you'll hear fromDr. Tardiff about it and
the Applicants certainly pointed it out in

t heir prehearing nenorandum t hat AACG didn't
express concerns about these criteria if the
transacti ons were approved but we believe it's
nore than that, Your Honor. |In particular,
these two criteria are sonme of the nost

i mportant that you will analyze and ultimtely
t he Comm ssioner and the Attorney General when
you' re deci di ng on whether this should be
approved or not. That is on a going-forward
basis we want Montanans to have access to
affordable care and to m nim ze any adverse
effects on availability or accessibility of
health care, and with regard to the latter the
Af fordabl e Care Act certainly hel ps with access
and the availability of health care, provisions
relating to coverage being offered to those who
can stay on their parents' policy up to age 26,
no pre-existing condition exclusions, no annual
lifetinme limts, no copays for preventative
care, these will happen whet her or not the
transaction is approved. The question though
is wll the affordability of health care be

better for Montanans if it is approved or if it
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is disapproved. This is sonething we've
expl ored the | ast few weeks, Your Honor, and
that we will continue to explore during in this
heari ng.
Prior to doing that I'll offer the
followng. |In some formor another, as stated

in the prehearing nenorandum by the Applicants,
Bl ue Cross Blue Shield has been the | argest
heal t h i nsurance conpany in Mntana for around
70 years. At least in the | ast decade Bl ue
Cross Blue Shield of Montana has not tried to
be a hugely profitable conpany as evi denced,
Your Honor, by their underwiting | osses, which
you'll hear about. You'll also hear testinony
that it has targeted an underwiting profit for
at | east large groups of 1 and a half to 2
percent annually. |t seeks to earn a profit on
Its insurance business of 1 and a half to 2
percent of prem um which when conbined wth
t he substantial investnent incone and incone
fromsubsidiaries it earns every year enables
the conpany to earn a profit.

Even when it has not nmet those targets,
and it certainly hasn't in many of the years in

t he past decade, it still has al nost al ways had
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a profit, net profit due to its investnent

I ncone and other income. |In fact, just | ast
year Blue Cross Blue Shield of Montana | ost
over $10 mllion in underwiting, yet nade a
net profit of approximately $2 mllion due to
ot her sources of incone, particularly

i nvestnment income. By limting its
underwiting profit, the profit it makes on its
i nsurance business to a m ninum Blue Cross

Bl ue Shield of Montana has carried out the
traditional nonprofit, not-for-profit Bl ue
Cross m ssion of providing health i nsurance to
as many people as possible at the | owest rates
possi bl e.

Duri ng the course of these proceedi ngs
we' ve been attenpting to contrast or trying to
contrast Blue Cross Blue Shield of Montana's
approach wth HCSC s approach. The record w ||
show that in the last three years in addition
to the average of $125 mllion annually in
i nvestnent income that HCSC has earned, it has
had underwiting profits of 5 percent, 7.6
percent and 6.3 percent or in dollars $1
billion, $1 and a half billion and $1.2

billion.
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Additionally, related to this, because
HCSC can spread its expense over a nuch broader
base than Bl ue Cross Bl ue Shield of Mntana,
its adm ni strati ve expenses are | ower than Bl ue
Cross Blue Shield of Montana and you heard that
in the opening statenents.

So the question for us to determ ne, Your
Honor, during this hearing is what's the inpact
on the Montana consuner, what the difference is
bet ween HCSC s profit phil osophy and Bl ue
Cross' profit phil osophy, what those
di fferences are and how those differences are
har noni zed, if at all, wth HCSC s
adm ni strative cost history and Bl ue Cross Bl ue
Shi el ds' adm ni strative cost history.

To the extent the higher profits of an
HCSC owned Bl ue Cross Blue Shield of Montana
exceed the lower adm nistrative expenses of an
I ndependent Bl ue Cross Blue Shield of Mntana,
Mont anans may pay hi gher premuns and that's
sonething we need to get into during the course
of this hearing. M ss Lennmark said in her
opening that if this is approved the prem uns
won't go up as much and we want to explore

t hat, Your Honor.
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I want to enphasize despite the foregoing
our office doesn't have an opinion yet on this
but we raise these as concerns that we have and
t hat nmust be addressed during the course of the
heari ng.

The next one i s managenent contracts for
reasonabl e value and | believe we'll hear from
M ke Frank that no contracts wll be testified
at HCSC, so that's straightforward criterion.

The next one, Your Honor, is another big
one, equitable, whether it's equitable to the
public interest and various other stakehol ders,
i ncluding the insureds. M previous points
woul d al so be applicable here but | raise two
nore. First, as you' ve heard today and as you
certainly saw in the prefiled testinony from
the two Bl ue Cross Bl ue Shield executives,

M. Frank and M. Burzynski, that there is the
real potential for |oss of jobs by sone of the
current Blue Cross Blue Shield of Mntana

enpl oyees if this transaction is di sapproved.

And to be sure, a benefit of it is what
M ss Lenmark and M. Kal eczyc tal ked about,
that those jobs would be mai ntained at the sane

or higher sal ari es conpensati on packages and
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there will be an additional at |east 100 jobs

in Geat Falls. It weighs on us heavily, Your
Honor, and | can't overenphasize that, that as
part of this decision is the possibility that

people may lose jobs if it's di sapproved.

As part of this analysis, Your Honor, the
prefiled testinony also reflects that Bl ue
Cross Blue Shield of Montana has continually
tried to lower its admnistrative costs and,
frankly, can't go much nore. We'IIl hear their
testi nony today regarding that but we need to
explore that in terns of the admnistrative
costs, can they cut admnistrative costs nore
w t hout | aying people off and obviously the
prefiled testinony indicates that they cannot.

Secondl y, another inportant consideration
is this, that Blue Cross Blue Shield of Mntana
Is a Montana corporation with a Montana CEQ, a
Mont ana board of directors and Montana | awers
headquartered right here in Helena. The
Mont ana Departnent of |nsurance, our office, is
Bl ue CGross Blue Shield s financial regul ator
and ensures that Blue Cross has an appropriate
| evel of surplus and the Conm ssi oner and her

staff can ask any questions of Blue Cross at
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any time by sinply picking up the phone and
calling them and soneti nes, Your Honor, that

i ncl udes the CEO of Blue Cross Blue Shield of
Mont ana. The uni queness of this transaction is
that that |ocal control will be maintained, and
to the credit of the board of directors of Blue
Cross Blue Shield of Montana that was an

I mportant consideration as part of their due

di i gence anal ysi s.

To be clear though, if this transaction is
approved Blue Cross Blue Shield of Montana wl |
becone a division of Health Care Services
Corporation, an Illinois conpany. The HCSC
Mont ana di vision no | onger has a CEO who is
ultimately responsi ble for the conpany's
operations but rather a division president who
reports to an HCSC executive vi ce-president,
who in turn reports to the HCSC CEQ. There is
no | onger a Montana board of directors that
controls Blue Cross Blue Shield of Montana,
rather it's an advisory board and it will be
the 13 nenber HCSC board based in Chi cago upon
whi ch the HCSC Montana division wll have one
seat that will nake any ultinmate final says

about the Montana division if this is approved.
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And our office would no | onger be the financi al
regul ator of HCSC, the Montana division for
HCSC, since there is no | onger a Blue Cross

Bl ue Shield of Montana corporation, obviously
that will be wound down, and the Mbntana
division wll not have its own surplus. The
HCSC hol di ng conpany in Chicago wll maintain
its own one big surplus anmount for its four
states and then if this is approved its fifth,
all of which will be regulated by the Illinois
Departnent of |nsurance.

Again, is this a good idea? And that's
part of what we're going to try to find out
during the course of this hearing.

The next criteria is conpliance with
Heal th Service Corporation, an HMO statute
which is relatively very straightforward. The
Applicants have said they've net it very
conclusory, Your Honor. Frankly, | don't know
what further infornmation is necessary to ensure
this criterion is net but that's certainly
sonething that we'll have to determ ne for
pur poses of our anal ysis.

The next criteria is if the surplus is

sufficient. WlIl, this is a resounding yes and
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t he surplus being the HCSC surplus. As you
heard in the opening statenents and certainly
in the prefiled testinony in the application
that HCSC s RBC ratio, and we'll get into what
that is, was approximately 1,227 percent at the
end of 2011. And as M. Kal eczyc said or M ss
Lenmark, one or the other, that the surplus is
close to over $9 billion as of Septenber 30,
2012.

The risks of the transaction considered is
t he next criterion, inefficient econom es of
scal e and whether there are anti-trust
concerns. AACG hel ped us with this.
Essentially there was a conmmobn under st andi ng
bet ween our expert and theirs and certainly,
Your Honor, there are benefits to the scale,
benefits to this transaction to the state as a
result of HCSC s scal e.

And then finally the |iquidated danages

provision if applicable we would have to

anal yze.

"Il close with this, Your Honor. | don't
know what the outconme of this hearing will be
but | do know that our office is working

diligently to decide if this is the best for
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the, if this is in the best interests of the
peopl e of Montana, not just in the short term
but the long termas well. And it's nore than

just a bunch of noney going into a foundation,
it's nore than the purchase price, the

stipul ation that has been entered between the
Attorney CGeneral's Ofice and the Applicants.
At the end of the day will this be good for
Mont ana consuners, is it in their interest,
will it be good for the rates that they pay,
Will it ensure that their clains are paid, wll
they be getting a conpany that is nore focused
on profit than Blue Cross Blue Shield of
Montana or will they not, wll they get nore
conpetition if this transaction is approved or
if it's disapproved? Qur office is ready to
expl ore those answers, Your Honor, and we're
ready to get started. Thank you.

HEARI NGS OFFI CER LEAPHART: Thank you.
Attorney CGeneral, M ss Hubbard?

M5. HUBBARD: The Attorney Ceneral is a
party to this matter through the statutory
authority granted by the health entity
conversion statute, nost inportantly, this

transaction nust be in the public interest.
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This is a very broad mandate and it's one that
the Attorney General takes very seriously.

To anal yze whether the transaction is in
the public interest the statute provides a list
of five criteria that the Attorney General's
approval of a conversion transaction nust be
based upon. These criteria are nuch nore
narrow y focused than those that the
Conmmi ssioner has to work with. The Attorney
CGeneral shall require that, nunber one, the
fair market value of Blue Cross Blue Shield's
public assets is preserved and protected.

Nunmber two, that the fair market val ue of
the public assets is expended or invested with
reasonabl e and prudent consideration of the
potential risks of financial |oss associated
with the conversion transaction, nunber three,
that the fair market value of the public assets
W ll be distributed in accordance wth the
statute dealing with the distribution of the
proceeds of the transaction to a new foundation
or nonprofit organization.

Nunber four, that no part of the public
assets of Blue Cross Blue Shield will inure

directly or indirectly to any person but
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particularly those closely associated wth
ei ther conpany, including their officers,
directors, trustees or enpl oyees.

And nunber five, that no i medi ate or
future renmuneration is provided to an officer,
director or trustee of Blue Cross Blue Shield
as a result of the proposed transacti on except
t hat the reasonabl e val ue of services rendered
pursuant to a valid contract between the
officer, director or trustee and the nonprofit
held entity.

Wth that understanding of the criteria by
which the Attorney General anal yzes the
proposed transaction let's turn to the
particular efforts nade to determne a fair
mar ket val ue of Blue Cross Blue Shield of
Montana with respect to the proposed
transacti on.

Bl ue Cross hired an expert, the firm Moss
Adans, to conduct a fair market valuation of
t heir conpany, which was included in the
application materials. Mss Adans concl uded
t hat the val ue of the whol e conpany as of
June 30th, 2012 was $166.2 mllion. |Included

in that valuation was an assessnent of the
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val ue of the core insurance business that woul d
be sold to HCSC. This actuarial appraisal of

t he core insurance business was perforned by
Dr. Gal asso of Actuarial Services & Financi al
Model i ng, Inc. and represented the agreenent
upon purchase price of the transferring assets.
The Gal asso report val ued the core busi ness
assets at $17.6 mllion as of June 30th, 2012.

The Attorney CGeneral had serious concerns
wi th the val ues proposed by both of these
reports. Based on the assunptions made in
reachi ng the concl usions of value in each
report, the treatnent of service assets and
normal i zing adjustnents nade to them and the
probabilities assigned to different approaches,
all of which had a dranmatic i npact on the
concl uded val ue.

For instance, we were concerned that sone
figures included in the reports were particul ar
to the expected alliance between Bl ue Cross
Bl ue Shield and HCSC and did not accurately
represent or reflect what woul d be expected as
to the market as a whole, which is required
under a fair market valuation as opposed to a

| i qui dated val ue or an investnent val ue of the
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conpany.

The Attorney General retained its own
i ndependent expert to determ ne a fair market
val ue of the entire conpany. Qur experts, MS
Consul ting, reviewed financial data, nade a
site visit to Blue Cross Blue Shield of Mntana
i n January, had conversations wth Blue Cross
Bl ue Shi el d nanagenent and exam ned t he
mar ket pl ace and health care industry in
reachi ng their concl usion of val ue.

Qur experts |likew se determned a fair
mar ket val ue as of June 30th, 2012. The
Attorney Ceneral's expert presented a range of
val ue for Blue Cross Blue Shield froma fl oor
of at least $182.5 million to a high val ue
based upon certain projections and assunpti ons
in value of $210.6 mllion.

M. Tim Bl acknmer aut hored the MS
Consulting report and he is present today to
provi de testinony about his fair market
val uati on report.

Recogni zi ng the serious di sagreemnment
bet ween the experts regarding the fair market
val ue of the conpany, for the past six weeks

the parties have taken depositions and had many
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di scussi ons about the differences in the two
val uation reports. Through the course of those
di scussi ons HCSC has agreed to increase the
amount of the purchase price of the assets that
it is acquiring fromthe $17.6 mllion figure
reflected in the Gallaso report and in the
application materials to $40.2 mllion. This

I ncrease in purchase price reflects a roughly
$22.6 nmllion increase in the overall fair

mar ket val ue of the conpany than their own
experts' concl usion of val ue.

Based upon Blue Cross Blue Shield s expert
val uati on anal ysis and addi ng the sti pul at ed
purchase price results in a total fair market
val ue of $188.8 million. The Attorney Ceneral
beli eves that $188.8 mllion represents an
achi evenent of a fair nmarket val ue of Bl ue
Cross Blue Shield of Montana. The figure is
well within the range of nunbers determ ned by
our expert, the Applicants and the Attorney
Ceneral have entered a stipulation to this
purchase price and that's before the Court as
of yesterday eveni ng.

Beyond t he val uati on piece the stipulation

between the Attorney General and the Applicants
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provi des a good faith commtnment that HCSC w | |
mai ntain its nonprofit status for five years
and the stipulation requires HCSC to foll ow
t hrough on its commtnent to open a call center
in Geat Falls and hire at |east 100 enpl oyees.

These requirenents are dependent upon a
comm tnment of approval of the transaction by
the end of this nonth. And each of these
commtnments is an inportant consideration in
determ ning whether this transaction is in the
public interest.

At the conclusion of the hearing we w |
be asking the Court to enter findings
consistent with the range of val uation
presented in the MDS Consulting report. W
| ook forward to a heari ng.

HEARI NGS OFFI CER LEAPHART: Thank you.
Ckay, at this point as | indicated in ny
opening remarks, we wll entertain any conments
that nenbers of the public wsh to make and |
al so nention that you have to bear in mnd

whet her or not you want to subject yourselves

to cross-examnation. |If you do your testinony
can be used in the deci sion-naking process. |If
not, it will becone of record but cannot be
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So let's start with inviting any nenbers
of the public who wish to testify and do not
w sh to subject thenselves to
Cross-exam nation. Any nenbers of the public
w sh to nmake a comment at this tine feel free
to cone forward and if you would take a seat
here on ny left.

M5. LEWS: Thank you, Your Honor. My
name is Melissa Lewis, that is spelled
Me-l-i-s-s-a, L-e-wi-s. Thank you

I am here today to submt a letter signed
by 11 state Senators and state Representatives
of the G eat Falls area. Wth your perm ssion,
Your Honor, | would like to read the letter.

It is very brief.

HEARI NGS OFFI CER LEAPHART: Go ahead.

THE W TNESS: Thank you. "Dear
M. Laslovich: On behalf of the Geat Falls
regi on we stand i n support of the jobs and
econom c devel opnent that could result fromthe
proposed alliance between Bl ue Cross Bl ue
Shield of Montana and Health Care Service
Corporation. Please consider our support for

these jobs and resulting benefits as you review
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t he proposed alli ance.

Sincerely, Jesse O Hara, House District
18; Steve Fitzpatrick, House D strict 20; Casey
Schreiner, S-c-h-r-e-i-n-e-r, House District
22; Brian Hoven, House District 24; Robert
M e-h-l-a-h-o-f-f, House District 26; Anders
Bl ewett, B-l-e-we-t-t, Senate District 11;
Edward Buttrey, B-u-t-t-r-e-y, Senate D strict
13; Roger Hagan, House District 19; Jean Price,
J-e-a-n, P-r-i-c-e, House District 21; Tom
Jacobson, House District 25, Carlie Bol and,
House District 23." Thank you.

HEARI NGS OFFI CER LEAPHART: Thank you,
Mss Lewis. Any other nmenbers of the public?

M5. KENYON: Good nmorning. My nane i s
Traci e Kenyon, that's T-r-a-c-i-e, K-e-n-y-o0-n.
' mthe president and CEO of the Montana Credit
Uni on Network and al so chairperson of the
Mont ana Credit Union League G oup Benefit
Trust. W partner wth Blue Cross Blue Shield
Montana as they're a third-party adm ni strator
and | sit, well, | was going to say stand, but
| sit in support of the consolidation of Blue
Cross Blue Shield of Montana as it creates

efficiencies while preserving jobs right here
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In our state. In addition, this nove creates a
special fund for care for Montanans, which is
especially inportant as we begin to navigate
t he unknown waters of the health care reform

Bl ue Cross Blue Shield remains a |ocal
presence but combi nes back office efficiencies
with the fourth Iargest insurer in our country,
a nove that should result in increased dollars
spent on clains and fewer dollars spent on
expensi ve but certainly necessary technol ogy.
Mergers often provide an environnent to reduce
redundancy and | trust that this opportunity to
I ncrease operational efficiencies will be
successful in that manner. Thank you.

HEARI NGS OFFI CER LEAPHART: Thank you,

Ms. Kenyon. Hell o.

MR, BOND: Hello, Your Honor. My nane is
Rhett, R-h-e-t-t, B-o-n-d, and |'mhere to
submt a letter signed by State Senator
Jonat han W ndy Boy representing Senate District
16, which is located in Box Elder. Wth your
perm ssion, Your Honor, | would like to read to
letter, it is short.

HEARI NGS OFFI CER LEAPHART: Go ahead.

MR BOND: "M . Laslovich, | would like to
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express ny support for the anticipated alliance
bet ween HCSC and Bl ue Cross Bl ue Shield of
Montana. It is ny understanding that HCSC
proposes to bring to scale fiscal strength,
cutti ng edge technol ogy and | eadi ng custoners
service practices to Montana. Wth those
assets we should be able to anticipate a nunber
of benefits when the alliance is approved,
i ncludi ng jobs and i nproved access to care. 1In
addition, | hear the alliance will result in
the formation of a charitable foundation that
is to provide up to $120 mlIlion to keep
Mont anans healthy. | certainly would like to
see a portion of these dollars set aside for
Nati ve Anerican health progranms. Please keep
nme apprised as the regul atory process advances.
Thank you."

HEARI NGS OFFI CER LEAPHART: Thank you,
M. Bond. Good norning.

MR. KUNTZ: Good norning, your Honor. M
nanme is Ray Kuntz, K-u-n-t-z, and I'mthe CEO
of Watkins & Shepard Trucking. W operate in
about 20 states with enpl oyees and Bl ue Cross
Bl ue Shield has been our third-party

adm ni strator and they al so design and
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adm ni ster our well ness program and provide
rei nsurance for close to ten years.

Qur anal ysts believe that this nerger wll
be good for our programfor a few different
reasons. To begin with, the IT systens we
under stand of HCSC are nuch stronger and a | ot
nore sophisticated for adm ni strating than what
the current Blue Cross Blue Shield of Montana
has. W believe that should bring sone
efficiency in the adm ssion and hopefully a
| ower adm ni strative cost to adm ni ster our
cl ai ns.

The other area that plays a big role is in
managi ng our well ness. The current |IT systens
again aren't strong enough to provide the kind
of information that we would |li ke to have it.
We believe that information will be a | ot
stronger with HCSC and really health care costs
are nore about well ness than al nobst anyt hi ng.
If you can keep one person from becom ng
di abetic or one diabetic from needing dialysis
adm ni strative costs | ook snall in conparison.
So better information.

And the last issue is that the fees that

we pay and the outside states for use of their
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Bl ueCard network, it's our understandi ng that
those fees will go away in the four states that
HCSC controls that and there is sone
significant, there is a possibility that
they'Il go away in other states also, but for
sure those four states we understand it. For
those reasons we think that this nerger is good
for Wat ki ns Shepard's 700 people that are being
managed by Bl ue Cross right now. Thank you.

HEARI NGS OFFI CER LEAPHART: Thank you,

M. Kuntz.

MR. DONEY: Good norning, Your Honor. My
nane is Brett Doney with the Geat Falls
Devel opnent Authority. |'ve been asked to read
a letter on behalf of the Geat Falls Area
Chanber of Commerce if | coul d.

HEARI NGS OFFI CER LEAPHART: Coul d you
spell your nane for the record, please?

MR. DONEY: Brett, B-r-e-t-t, Doney,
D-o-n-e-y. And then I'lIl be testifying | ater
on behalf of the Geat Falls Devel opnent
Aut hority.

HEARI NGS COFFI CER LEAPHART: And your
letter is on behalf of who?

THE DONEY: The Great Falls Area Chanber
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of Commerce. This letter was sent to
Conmm ssi oner Lindeen and Attorney GCeneral Fox.
It reads, "The proposed alliance between Bl ue
Cross Blue Shield of Montana and Health Care
Servi ces Corporation neans great things for
Great Falls, a stronger Montana econony and an
even better health insurer for Mntanans.

As you know, Geat Falls is one of
Mont ana' s key economi c centers, serving as the
hub for Montana's Gol den Triangle, hone of
Mal netrom Force Base. The Great Falls area
Chanber of Commerce wants to keep Great Falls
in the forefront of Montana's econony. It is
for this reason that we are enthusiastically
supporting the proposed alliance between Bl ue
Cross Blue Shield of Montana and Health Care
Servi ce Cor poration.

On January 8th the G eat Falls community
| earned that HCSC is | ooking to create over 100
new jobs in the G eat Falls area. These are
good paying, stable jobs that coul d benefit
G eat Falls for years to cone. As business
| eaders in the Electric City, we are always
| ooki ng forward for ways to encourage the

diversification of our comunity's econony. W
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are happy to see that HCSC is dedicated to
maki ng Mont ana hone by bringing jobs to its
city and the surroundi ng areas.

W& believe this new partnership will nean

new j obs, controlled costs, inproved access to
heal t h care i nsurance and better customer
service. Additionally, after exam ning HCSC s
alliances with Blues in other states we are
encouraged by the fact that those states saw
expanded job growh. W are confident that the
same will be true for Mntana, which neans nore
jobs for Big Sky Country in addition to the
hundreds of jobs that Blue Cross Bl ue Shield
already has in the state.™

And this letter is signed by David
W seman, Chair of the Board of Directors.

HEARI NGS OFFI CER LEAPHART: Thank you,

M. Doney. Good norning.

MS. CONEE: Good norning, Your Honor. My
nane is Lora Cowee. |It's L-o-r-a, C o-we-e.
l'mhere to read a |l etter on behalf of the CEO
of Internountain. Internountain is an
organi zation that provides a variety of
children's nental health services across the

state of Montana to children and famlies
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ranging fromresidential inpatient care to
out pati ent-type services.
"Dear Comm ssioner Lindeen: | amwiting

to you today on behalf of Internountain to
of fer our support for the proposed transaction
bet ween Bl ue Cross Blue Shield of Mntana and
Heal th Care Service Corporation. | understand
the office has the inportant duty of review ng
and approving this alliance. Mntana and Bl ue
Cross Blue Shield of Montana has to adapt to a
changing world but in this alliance with HCSC
we see many benefits, not the | east of which is
t he establishment of the charitabl e foundation
to inmprove access, quality and awareness of
health care progranms of all kind across
Mont ana.

The conpani es have proposed setting aside
approximately 120 mllion for health care
rel ated programs and as an organi zati on t hat
deal s specifically wth the many needs of
children that are often tied directly to the
health care system we are supportive of the
establ i shment of this foundation and we are
relieved too that under the proposal that Bl ue

Cross Blue Shield Montana itself would conti nue
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to operate as a not-for-profit and would retain
| ocal | eadership, at the sane tine becom ng a
part of the HCSC team all ows Bl ue Cross Bl ue
Shield to take advantage of that conpany's
scale and remain a viable, conpetitive entity
in a rapidly changing industry.

In short, this is a wn-win from our point
of view. Blue Cross Blue Shield of Mntana
continues to operate with |ocal | eadership but
Wi th access to greater fiscal strength and
cutting edge technology and the entire state
gets the benefit of a substantial charitable
foundation to help us inprove the health care
of all Montanans." Sincerely, JimFitzgerald,
CEO of | nternountai n.

HEARI NGS OFFI CER LEAPHART: Thank you.

Any ot her nenbers of the public wi shing to nake
a statenent not subject to cross-exam nation?
Seei ng none, then next we would have coments
fromthe public fromindividuals who are
wlling to testify subject to
Cross-exam nati on. Good norni ng.

MR, UNTERREI NER: Good norning. Your
Honor, ny nane is Joe Unterreiner. Unterreiner

is spelled U-n-t-e-r-r-e-i-n-e-r. 1'mthe
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Presi dent of the Kalispell Chanmber of Conmerce.

Your Honor, today |1'd |like to be here
today to support the proposed nerger for
several reasons. Your Honor, the health care,
both quality and cost, is a top three issue for
the menbers of the Kalispell chanber. Qur 650
menbers enpl oy over 60 percent of the workforce
in Fl at head County, Montana and both the
quality and cost of health care for our menbers
is a critical conmponent for a conpetitive
wor kf orce for both us and | believe the entire
st at e.

For several other reasons | think are
I mportant for our nenbership, the opportunity
for this nerger offers scaling opportunities
that | think will drive down health care costs,
an i nportant conponent of the Affordable Care
Act is a conversion over to electronic
I mpl enent ati on of technology. | believe that
the scale that this nerger brings wll nake a
beneficial contribution to that.

The access to capital | think froma
| arger conponent is also inportant for several
of the issues that we see inplenented by the

Af fordable Care Act, so that is inportant for

LESOFSKI COURT REPORTING & VIDEO CONFERENCING
406-443-2010




© 00 ~N oo o b~ w N P

N RN N NN R R R R R R R R R
g N W N P O © 0O N o o0 M W N Rk O

Transcript of Proceedings
CONFIDENTIAL PORTIONS REDACTED

63

us. But also just for the jobs that are
retained here in the state, the new jobs that
are proposed to be created in Geat Falls, also
the commtnent to retain the enploynent of the
current enployees of Blue Cross Blue Shield for
Montana | think will contribute to just the
benefi cial workforce environnment, slow prem um
I ncreases, keeping the enpl oyees and al so the
benefit for our own workforce of the retention
of credit for tinme earned for the existing

enpl oyees.

For all of those job creation reasons and
for the inprovenent to the overall workforce
environnent for the state, the Kalispell
Chanber is in support of this proposed nerger.

HEARI NGS OFFI CER LEAPHART: Thank you.
Sir. You' re subjecting yourself to
cross-examnation so | have to ask if anybody
has any questions for you. Any fromthe
Appl i cant ?

MR, MCVAHON: No, Your Honor.

HEARI NGS OFFI CER LEAPHART: Conmi ssi oner ?

MR LASLOVI CH: Yes.
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EXAM NATI ON OF JOE UNTERREI NER
BY MR LASLOVI CH:

Q Good norning, M. -- I'msorry?

A Unt err ei ner.

Q It's Unterreiner?

A Yes, it is.

Q | appreciate you conmng this norning and
your testinony. | just have a few questions in
i ght of what you said.

Can you tell nme, M. Unterreiner, what you
have reviewed relative to this transaction?

A |'ve seen an outline of sone of kind of
the main points of the agreenent. |'m not sure what
the origination or what the, where that draft cane
from

Q Do you know who gave you the outline?

A That was fromthe Wbb Brown, Mntana

Chanber
Q Have you read the application?
A | have not.
Q Have you reviewed any of the pl eadings

t hat are posted on the Comm ssioner's website?
A No, sir.
Q Have you revi ewed anything el se besi des

the outline that was given to you by M. Brown?
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A No.

Q You referenced the quality and cost of
health care for your nenbers. Can you tell ne
specifically how this transaction woul d reduce the
cost or Ilimt the increases to costs for your
nmenber s?

A The scaling opportunities appear to be
beneficial 1 n reducing overall adm nistrative costs.
| think we've got a fine quality of health care in
nort hwest Montana and if there is an opportunity to
scale, to reduce adm nistrative costs | think that's
a benefit for our nenbers, our enployees in
nort hwest Mont ana.

Q Do you know, do your enployers in
nort hwest Montana if they're typically insured by
Bl ue Cross Bl ue Shield of Montana?

A I know many are.

Q And are they satisfied with Blue Cross
Bl ue Shield of Mntana?

A | believe so.

Q And then the only other issue I'd like to
just ask you, M. Unterreiner, is the slow prem um
i ncreases that you referenced in your testinony.
Who told you that?

A Just fromthe testinony we heard this
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nor ni ng.

Q Have you verified it independently?

A I ook at the issues of kind of scaling
and see that that just econonmies of scale | think
are inportant and will contribute to that. That's
just ny personal opinion fromthe observation of
health care systens and how t he enpl oyers | work
W th have reacted to those for the past 16 years as
ny tenure as the chanber executive in Kalispell,
Mont ana.

Q | appreciate that. Thanks.

HEARI NGS COFFI CER LEAPHART: Thank you. I
negl ected to swear you in since you're subject
to cross-exam nation so we'll do it
retroactively here.

(Wtness sworn.)

HEARI NGS OFFI CER LEAPHART: Thank you.
Any questions fromthe Attorney Ceneral's
of fice?

M5. HUBBARD: W have none, Your Honor.

HEARI NGS OFFI CER LEAPHART: Thank you.
You nay step down. Any ot her nenbers of the
public?

MR. DONEY: M/ nanme is Brett Doney. | am

representing the Geat Falls Devel opnent

LESOFSKI COURT REPORTING & VIDEO CONFERENCING
406-443-2010




© 00 ~N oo o b~ w N P

N RN N NN R R R R R R R R R
g N W N P O © 0O N o o0 M W N Rk O

Transcript of Proceedings
CONFIDENTIAL PORTIONS REDACTED

67

Aut hority.
(Wtness sworn.)

MR. DONEY: We support this for four
reasons, one is access to Wrld-C ass and cost
effective health care requires access to
Worl d-Cl ass and cost effective health
I nsurance. The second reason is that we
believe as the health care insurance industry
rapidly changes it's not a question of whether
to merge but finding the right partner.

Mont ana just can't continue being such a snall
provi der and keep up with all of the technol ogy
that is needed to be cost effective. W very
much |i ke the fact that the proposal is to
nmerge with a policyhol der owned entity as
opposed to a for-profit entity.

The third reason is jobs. W've been
working with representatives, site selection
conpani es that Health Care Service Corporation
retai ned since Cctober 2nd when we were first
contacted. They retained one of the best site
sel ection consultants | believe in the conpany,
t he Wadl ey- Donovan G oup out of New Jersey,

t hat conducted a very thorough process that was

driven entirely by workforce. They narrowed it

LESOFSKI COURT REPORTING & VIDEO CONFERENCING
406-443-2010




© 00 ~N oo o b~ w N P

N RN N NN R R R R R R R R R
g N W N P O © 0O N o o0 M W N Rk O

Transcript of Proceedings
CONFIDENTIAL PORTIONS REDACTED

68

down to several Montana comunities and then

t hey brought a consultant in that visited those
communities and then interviewed human resource
managers in the different cities, including a
nunber of them over two days in Geat Falls.

This showed to us that Health Care Service
Corporation is not only well nanaged but very
serious about its commtnent to creating good
j obs and retai ning good jobs in Mntana.

There has been sone concern about jobs
nmovi ng or goi ng away. W have put on the table
wth Health Care Service Corporation two
different state incentive prograns which we
offer to conpanies that are | ooking to bring
new jobs to the state, one is the Primary
Worker Training Program the other is the Big
Sky Trust Fund, both of these are managed by
t he Montana Departnment of Commerce. And they
both by state statute require that they only
count jobs that are new jobs to the state, so
if you nove a job from one community to anot her
or if you cut jobs in one conmunity you can't
count new jobs in the other community, it has
to be new And from day one back on

Cctober 2nd the site selection consultants
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I nvol ved have been steadfast that we are

| ooking at all new jobs and in the Prinary

Wor ker Trai ning grant application that has been
submtted to the Montana Departnent of Comrerce
by Health Care Service Corporation they're

| ooking at 138 net new jobs to the state and |
m ght add that these are good payi ng jobs and
have excell ent benefits package.

Fourthly, we're supporting it because of
Health Care Service Corporation's reputation in
Chi cago, Illinois, Richardson, Texas,

Al buquer que, New Mexi co, North Carolina and
Tul sa, Gkl ahonma where they currently have
operations. Thank you.

HEARI NGS OFFI CER LEAPHART: Thank you,

M. Doney. Any questions fromthe Applicants?

MR, KALECZYC: No, Your Honor.

HEARI NGS OFFI CER LEAPHART: Questions from
t he Conmm ssi oner?

MR LASLOVI CH: Yes, Your Honor.

EXAM NATI ON OF BRETT DONEY
BY MR LASLOVI CH:
Q Good norning, M. Doney. | appreciate you

com ng today. You |l ook good up there, by the way.
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Natural, |ike Justice Leaphart.
HEARI NGS OFFI CER LEAPHART: No robe.

Q (By M. Laslovich) | was interested to
| earn about your discussion regarding the site
sel ection and your role in that process. D d | hear
you say that HCSC hired the firmthat you referenced
to help with the site sel ection process and that
they cane and reviewed the sites, the potenti al
sites in October of 2012, did | understand you
correctly?

A They didn't visit in Cctober. The first
tinme we were contacted by the site selection
consul tant was actually on Cctober 2nd and we were
contacted both directly by the site sel ection
consul tant, \WAdl ey- Donovan G oup, as well as the
Governor's O fice of Econom c Devel opnent and t hat
started the process. W did not know for several
nmonths that it involved either Health Care Service
Corporation or Blue Cross Blue Shield in any way.

Q So what was your understanding then in
Cct ober, you knew it was associated with Blue Cross
or HCSC or you just --

A No, not at all.

Q I'msorry, so what was your understandi ng?

A That it was a custoner service center
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call center operation in the health industry and
that's all we knew until, and | don't have the date,
but a representative of Blue Cross Blue Shield

Mont ana was speaking at a G eat Falls Area Chanber
of Commerce breakfast event and nenti oned there was
sone connection. Up until that tine we didn't know
that either conpani es were invol ved.

Q So is it fair then that in Cctober you
were notified that there is this potential and
they're | ooking for a possible site for a custoner
service operation; is that fair?

A Yes.

Q And until -- well, let me ask this. Wo
was t he person, that Blue Cross Blue Shield
representati ve who announced this at the breakfast?

A I don't renenber the name. | can get that
for you, but...

Q Wll, it's fine. So between the point in
Cct ober and then this breakfast you heard not hi ng
about a site selection in Geat Falls; is that what
| under st ood?

A No, we were working with a site sel ection
consultant and this is nornmal in site selection, we
rarely know who the client is that has retained the

Ssite sel ection.
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Q And you nentioned 138 jobs. Wen did you
| earn that?

A That was over the |ast few weeks in
preparing the, our staff assisted a consultant
retai ned by Health Care Service Corporation in the
preparation of a grant application for the Primry
Wor ker Training Programto the Montana Departnment of
Commrer ce.

Q And when was that application submtted,
appr oxi mat el y?

A In the | ast week and a half, |last two
weeks.

Q And can you say again, |I'msorry,
generally the purpose of the application?

A It's for workforce training noney, it's a
state programthat can provide up to $5,000 for new
enpl oyees on a rei nbursabl e basis for workforce
trai ni ng.

Q And to whom does that npbney go?

A That noney gets reinbursed to the
enpl oyer.

Q So in this instance the enpl oyer woul d be
HCSC, is that what | understand?

A Yes, that's our understandi ng.

Q And so you submt the application. Does
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t he Departnment of Conmerce then deci de whether to
accept or reject 1t?

A Yes, they have a commttee, their staff
| ooks at it first and then they have a committee
t hat nmakes the decision and then if they do award
they enter into a performance contract with the
enpl oyer.

Q And when will we know, is there a tine
frame in the |law that the Departnment of Comrerce has
to deci de?

A Usual ly they're pretty quick. | don't
know if there is atinme frame in the | aw but they
have been actively working on the application.

Q Do you have an antici pati on date when you
woul d hear from thenf

A Probably sonetime within the next nonth.

Q And then after that application is, let's
just assune that it's approved, then what?

A Well, the way the program works is you
have to create the job, you have to hire soneone,
you have to train them and then you submt a request
for reinbursenent and you can be rei nbursed up to 80
percent of the training cost.

Q So is the application your application or

is the application's HCSC s applicati on?
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A It's HCSC s application to the Mntana
Departnent of Commerce, we just hel ped, we hel p our
clients in the preparati on of them

Q Ckay, so you assisted HCSC in the
preparation of the application?

A We assisted HCSC s site sel ection
consul t ant .

Q Ckay. And as part of that application
process do you know if there was a representation
made as to when those jobs woul d begi n?

A I don't know the exact details of the
schedul e and the job creation.

Q Do you have a general understandi ng?

A | believe that the nmaxi num for the program

is over a two- or a three-year period but | don't
remenber whether it was two years or three years.
Q But you don't know when those jobs would

start during that two- or three-year period, is that

what | understand?
A No.
Q Has anyone told you in this application

process that this application that's pendi ng before
the Judge and ultimately the Conmm ssioner and the
Attorney CGeneral, that the decision needs to be nmade

by a certain tinme frame as to whether it's approved
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or di sapproved?

A No, they've separated out, the site
sel ecti on consultants haven't tal ked to us about
this matter at all. W have been contacted by
representatives of Blue Cross Blue Shield of Mntana
and their consultants about this matter.

Q If the application with the Departnent of
Commerce i s di sapproved does that sinply nean that
HCSC woul dn't be rei nbursed $5, 000, up to $5, 000 per
job that's added?

A Ri ght, they would not get the Primary
Wor kf orce Trai ning grants fund.

Q Wuld it still prevent themto your
know edge from providing the jobs in Geat Falls if
the application is di sapproved?

A No.

Q You reference, M. Doney, the reputation
of HCSC in the four states. D d you talk to fol ks
in those four states?

A Yeah, through the International Econom c
Council, which is our econonic trade organization, |
contacted people in those four states in those four
communities. W also did a Google search, which we
usual |y do, | ooking at |ocal newspapers and things

i ke that.
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Q Did you talk to any of the HCSC i nsureds
in those four states?

A No.

Q And then al so, M. Doney, you referenced
keeping up with the IT changes that are required.
Who told you about the I'T changes that woul d be
necessary for Blue Cross Blue Shield of Montana?

A Two sources, when our public policy
committee was |l ooking at this matter we heard from
several of our investors nenbers that nake up the
devel opnent authority, including sone |ocal health
care providers, including Benefis Health Care, and
they were telling us about the IT that they've had
to invest in.

Al so, we're lucky enough to have a clains
processi ng center of Centene Corporation in G eat
Falls, they're located there in, well, the new
bui | di ng opened in 2006 and representati ves of
Cent ene have been telling us how as health insurance
is changing so rapidly how nuch they've had to
invest. They just built a new data center outside
of St. Louis.

Q Sois it fair that the basis for your
stat ement about keeping up with IT costs is in a

general sense you talked to entities that are
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involved in the health care industry and they're
saying we need to keep up with IT; is that right?

A Yeah, they've just been telling us about
t he enornobus cost involved in doing that.

MR, LASLOVI CH. Thank you, Your Honor

HEARI NGS OFFI CER LEAPHART: Thank you.
Any questions fromthe Attorney CGeneral ?

M5. HUBBARD: Your Honor, we have none but
| don't recall if you swore in the wtness.

MR, LASLOVI CH.  You did.

HEARI NGS OFFI CER LEAPHART: Thank you.
You may be excused. Any other nmenbers of the
public wshing to nake a statenent subject to
Cross-exam nation?

State your nane and spell it, please.

MR. M LTENBERGER: Thank you. Richard
M|tenberger, Mi-l-t-e-n-b-e-r-g-e-r.

(Wtness sworn.)

MR. M LTENBERGER:  Your Honor, |
apol ogi ze, | had an eye doctor's appoi nt nent
here this norning and | didn't nean to be here
for what | think is the professional wtness
testi nony but just as a nenber of the public.

HEARI NGS OFFI CER LEAPHART: Do you wish to

subj ect yourself to cross-exam nation or not?
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MR. M LTENBERGER: Yes, that's fine, |
have no objection to that.
HEARI NGS OFFI CER LEAPHART: Because you
have an opti on.
MR MLTENBERGER: That's fine, |'ve
al ready signed in. Again, R chard
MItenberger, I'"'ma partner with a conpany here

in Hel ena call ed Mountain Wst Benefits

| nsurance Agency. | amactive in an

organi zation call ed the Nati onal Association of
Heal th Underwiters and anot her professional
associ ation called United Benefit Advisors,
bot h nati onal organi zations that are conpri sed
of people in the health insurance consulting
and advi si ng and i nsurance agency busi ness.

| should I guess state that |I'ma forner
enpl oyee sone years ago of Blue Cross Bl ue
Shi el d of Mont ana.

I'"'mhere to stand in support of this
alliance. | have three primary reasons. W
have a busi ness associate we're close to in
Ckl ahoma, Ji m Consendi ne has an i nsurance
agency in Tulsa, we've spoken with himand he
speaks very highly of the Blue Cross Bl ue
Shi el d of Okl ahonma HCSC fol ks that have cone in
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and he's been involved both prior to the nerger
of Blue Cross Blue Shield of Cklahoma and then
since then the i nsurance business in Ol ahoma
says that they're very insurance agent friendly
as well as consuner friendly, a very
progressive organi zati on and said that they
have first-rate technol ogy that's been hel pful
to his clients. So after speaking with Jim
that's one of the reasons | wanted to stand in
support of this.

The second reason woul d be the financi al
support of HCSC. | think it's inmportant that
t he Montana consuners have that kind of
strength available to us. W don't have ot her
nati onal organi zations that are active in the
smal | group and i ndividual marketplace in
Mont ana and so having that kind of strength |
t hi nk woul d be hel pful to protect the consum ng
publi c.

Thirdly, technol ogy, as nmentioned wth
M. Consendi ne, we've |ooked into sone of the
opportunities for increased technol ogi cal
advance with this HCSC al liance and f eel
they're genuine and legitinate and |I'd say

woul d hold that in bal ance with what we woul d
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perceive to be the potential that if the
alliance or nerger were not to be approved that
there woul d probably be a need for a systens
conversion here in Montana. |In the past those
have been fairly disruptive to our custoners
and so rather than have that undertaken here in
Montana with imted resources we think that it
makes sense to just plug into what HCSC has
avai | abl e national ly.

I would al so say that we are not experts
in valuation of insurance conpanies and so
we -- and | say we because ny partner Jim
Edwards and | tal ked about this ahead of tine
and Jimcould not be here -- but we are not
comrenting on the terns of the sale, Your
Honor, in terns of the price tag that's been
attached in the popular press and from what |
can understand the cost basis that Blue Cross
Bl ue Shield woul d be purchased at, we just are
not conpetent to assess that, and we woul d
encourage the regulators to do what they're
doi ng here and just have good due diligence as
to that anpbunt because there is only one
opportunity for the people to benefit fromthis

at this tine. So we are not conmmenti ng one way
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or another on the terns of the sale but sinply
in favor of trying to make this happen for the
peopl e of Montana and for the enpl oyees of Bl ue
Cross Blue Shield who we think without this
nmerger could, in fact, be jeopardized if we
have to go forward wi t hout the additional
resources that HCSC brings to the market.

HEARI NGS OFFI CER LEAPHART: Thank you,
M. MIltenberger. Any questions fromthe
Appl i cant s?

MR, MCMAHON:  Just one, Your Honor.

HEARI NGS OFFI CER LEAPHART: M. MMahon?

EXAM NATI ON OF RI CHARD M LTENBERGER
BY MR MCMAHON:

Q M. MIltenberger, thank you very nuch for
com ng today. Could you describe to Justice
Leaphart the type of clients that your firm advi ses
i n Mont ana?

A We prinmarily advise associ ati ons and
aggregati ons of snaller enployers, Your Honor. W
have | think 11 different associ ations and
simlar-type groups |like the Taft-Hartl ey pl ans,
whi ch are union plans that have a nultiple of

enpl oyers who aggregate their buying power, as well

LESOFSKI COURT REPORTING & VIDEO CONFERENCING
406-443-2010




© 00 ~N oo o b~ w N P

N RN N NN R R R R R R R R R
g N W N P O © 0O N o o0 M W N Rk O

Transcript of Proceedings
CONFIDENTIAL PORTIONS REDACTED

82

as an interlocal agreenent, which is an associ ation,
if you wll, that is not a true associ ation of
governnental entities in the school narketplace. So
primarily associations and interl ocal agreenents.
MR. MCMAHON:  One nore, Your Honor, | know
| prom sed one and here is two.

Q (By M. McMahon) Do you know how many
menbers of those associations that your firm
represents in the total nunber of nenbership?

A In and out of state about 50, 000
i ndi viduals, in Montana closer to 40, 000.

MR. MCMAHON: Thank you, Your Honor.
HEARI NGS OFFI CER LEAPHART: Comm ssi oner ?
MR. LASLOVICH. Yes, sir.

EXAM NATI ON OF Rl CHARD M LTENBERGER

BY MR LASLOVI CH:

Q Good norning, M. MItenberger. It really
Is always good seeing you. | appreciate you com ng
t oday.

A M. Lasl ovi ch.

Q I just have a few questi ons,
M. MIltenberger, particularly with regard to your
| atter comments about not comrenting on the terns of

t he transacti on.
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A Uh- huh.

Q Did | understand your testinony to be that
if the terns perhaps were unfavorable, let ne talk
specifically about the purchase price, that that
coul d change your testinony as to whether you're in
support of this or not?

MR MCMAHON: |I'I1 object, no foundation.
He's testified that he's cone here today
W t hout any opinions with respect to the
pur chase price.

MR, LASLOVI CH  Your Honor, |'m not
tal ki ng about what his opinion is of what the
purchase price is. He said specifically that
he's not commenting on the purchase price but
t hat needs to be considered and ny sinple
question is howinportant is it in terns of
whet her he supports or does not support the
pur chase.

HEARI NGS OFFI CER LEAPHART: How i nport ant
I's the purchase price?

MR, LASLOVI CH: Ri ght.

HEARI NGS OFFI CER LEAPHART: You may go
ahead and answer that.

A Wll, it's very inportant and ny latter

comments were to the effect of I would hope that,
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think it's the Attorney CGeneral's Ofice and the
Conmm ssioner of Securities and |Insurance that have
oversight in this natter that they woul d represent
t he peopl e of Montana wel|l because the peopl e of
Montana's interests is in maxi m zing the fundi ng of
the foundation that's to be set up. And so, yes, if
t he purchase price were deened to be inadequate |
don't view the situation to be one where the car is
just about out of gas and you've just got to get
this thing sold no nmatter what or else it's just
going to pull over to the side of the road and
peopl e would be left without recourse. | think that
if it takes sone tine to get this done then it's
better to get the right price fromthe buyers out of
Chi cago. So, yeah, so | would not support this
alliance or nerger if it went contrary to the
pr of essi onal advice that the Attorney CGeneral or
| nsurance Comm ssioner's O fice received.
Q Thank you, sir.
HEARI NGS COFFI CER LEAPHART: Any questions
fromthe Attorney General ?
MS. HUBBARD: None, Your Honor.
HEARI NGS OFFI CER LEAPHART: Thank you.
Any further questions?

MR MCMAHON: No, Your Honor.
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HEARI NGS COFFI CER LEAPHART: Thank you, you
may step down. Any further public w tnesses
wlling to subject thenselves to
Cross-exam nati on? Good norni ng.

M5. LARSEN. Good nor ni ng.

(Wtness sworn.)

HEARI NGS OFFI CER LEAPHART: State your
nane and spell it for the record.

M5. LARSEN. Certainly. Stephanie Larsen,
Stephanie is spelled S-t-e-p-h-a-n-i-e, Larsen
is L-a-r-s-e-n.

HEARI NGS OFFI CER LEAPHART: Go ahead. You
may proceed.

MS. LARSEN. Thank you. |'m here today
representing the Center for Rural Affairs and
we believe that the review process should give
t he 270, 000 Montana custoners at Bl ue Cross
sone say in this matter, that Health Care
Servi ce Corporation should welcone this, as
they state on their website that they are
custoner owned and focused on their custoner's
needs.

This nmerger to ne represents a substanti al
shift in mssion from providing affordable care

to Montanans as a nonprofit to doing well for
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their policyhol ders and custoners as a
noni nvestor owned entity, which is not governed
as a nonprofit under Montana | aw.

And |'m here today primarily because |
have a |l ot of questions that | don't believe
have been answered that absolutely must be
addressed in nmy opinion before this nerger
occurs, which is why | believe we need a
community inpact study to study how this wll
I mpact Mont anans. Per haps sonme of this
information is known and, if so, it needs to be
made available in a way that's publically
pal atable. |'ve been follow ng the nedi a
coverage of this and | don't have sone of these
questi ons answer ed.

So, for exanple, I would |Iike to know why
this nmerger is necessary, |I'd |like to know what
due diligence was done to solve the underlying
probl em of the mergi ng necessary, if there was
one. Did Blue Cross Blue Shield explore
staying as a nonprofit, did they talk to other
conpani es about acquisition, could they share
t he process of their decision nmaking, was there
conpetitive bidding and, if not, why?

We' ve heard testinony this norni ng about
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how t he conpany was valued and | think that's a
good thing, you obviously wouldn't sell your
house wi t hout an appraisal, but given that

t here seened be sone questions about that
appraisal I'"'ml think rightly skeptical about
what that valuation is right now.

In addition, what will be the inpact, the
actual inpact on Montanans of this nerger,
especially on the nost vul nerabl e popul ati on
such as rural and renote residents, | owincone
i ndi vidual s, the elderly and those with chronic
diseases. 1'd like to know how wi |l the change
structure interact with the federally
facilitated exchange which is being set up.

Wl there be a Blue Cross Blue Shield or

Heal th Care Services Corporation plan avail abl e
on the exchange? Obviously there is |ots of
Mont ana custoners using Blue Cross Bl ue Shield
right now so we want to nake sure that they're
still going to be on the exchange. How w ||
rates change and what will the rate revi ew
process look like? Currently we |ack a robust
rate review in Montana, but at | east Blue Cross
Bl ue Shield of Montana had a m ssion to provide

af fordabl e access with their nonprofit status,
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so how can | be assured that Montanans w |l not
be priced out of the market?

The Center for Wrld Affairs also believes
that the track record of Health Care Service
Corporation in other states does not inspire
our trust immedi ately. For exanpl e,
accunul ation of |large surpluses in other states
suggest they nmay be charging too nuch for their
custoners and Health Care Service Corporation
has a history of segregating healthy people
fromsick people in their risk pools.

An exanple is in Illinois, in the
I ndi vidual market in Illinois, according to
their state insurance comm ssioner, Health Care
Servi ce Corporation charged people extra to
renew the sane policy as a way of segregating
sick people from healthy people in risk pools.
People with health conditions can't easily nove
to a new policy so they have to pay the charge
and stick wwth their current policy. But
heal t hy peopl e can nove to a new Health Care
Servi ce Corporation policy and at a | ower cost
to the risk pool and avoid that charge? W
al so understand that there is a very | ow

medi cal loss ratio of 65 percent in Texas, both
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of those things give ne pause. So this is why
| think there needs to be nore infornmation
avai l able to us before this nerger goes

t hr ough.

Finally, this nmerger would convert a
nonprofit insurer away fromtheir nonprofit
status and not have the m ssion or obligation
to provide health care access, affordable
health care access to Mntanans, which neither
enhances choi ce nor provides nore conpetition
So | wonder as a consuner why this would be
good for Montanans. But if the merger proceeds
the Center for Rural Affairs is keenly
interested in the process of establishing a
conversion foundation. Qbviously we believe
t here nmust be an accurate independent
eval uati on of Blue Cross Blue Shield assets and
that nust be carefully regulated so as to not
short circuit the process and transfer nore
than their fair share of resources to a private
entity.

We believe the foundati on shoul d have sone
noney set aside to prioritize rural health
I ssues since nmuch of the state of Montana is

rural. The foundation should have a specific
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m ssi on gover nance process and that shoul d be
establi shed before the final nerger approval
approved and we don't believe that people
associ ated with Blue Cross Blue Shield or
Heal th Care Service Corporation should be on
t he board of such a foundati on.

So to sumup, | have a | ot of questions
and | think the public needs the answers to
t hese questions that 1've outlined about this
mer ger and about how this merger wll i npact
Mont anans before final approval is given.

I think that there needs to be an
I ndependent, an additional independent
eval uation to protect and preserve the assets
of Blue Cross Blue Shield of Montana and the
questions that |'ve outlined nust be studied
and answered to give the Montanans the

i nformation they need to nake an educated

decision in part because of Health Care Service

Corporation's track record in the state.
HEARI NGS OFFI CER LEAPHART: Thank you,
M ss Larsen. Questions fromthe Applicant?
M. MMahon?
MR. MCMAHON: Thank you, Your Honor.
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EXAM NATI ON OF STEPHANI E LARSEN
BY MR MCMAHON:

Q Good norning, Mss Larsen. Thank you very
much for com ng today.

A You' re wel cone.

Q Coul d you explain to ne what docunents you
reviewed prior to comng to testify today?

A Certainly. | | ooked at sone of the nedia
coverage in various |ocal papers, | |ooked at sone
docunents fromthe Conmm ssioner's Ofice and | had
sone help from col | eagues at Consuners Uni on

Q When you indicate that you | ooked at sone

docunents fromthe Conm ssioner's Ofice was that on
the alliance website?

A ' msorry, what alliance?

Q Al'l the public docunents that have been
filed to date with the Conmm ssioner of |nsurance's
Ofice, did you | ook at those docunents?

A ' mnot sure | understand your question.

Q Did you | ook at the application that was
filed that's on public domain?

| did not.

A
Q Did you | ook at the expert reports?
A | did not.

Q

Did you | ook at the direct testinony that
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will be filed that is filed for purposes of today's
heari ng?

A | did not.
Q Now, you have a | ot of good questions and

it's inportant for you to be here and ask those
questions, but do you think had you taken the tine
to look at all of the docunents that were filed on

t he website naybe sone of those questions could have
been answered?

A I ndeed, which in part was why | suggested
that they need to be in a publicly pal atabl e way
because Mont anans need to have access to that
information in a way that isn't, that's easy to
understand, that isn't difficult to find, that's
condensed in a way that nakes sense to the average
Mont anans.

Q Now, with the website that for purposes of
this transaction, do you understand it's on the
Conm ssi oner of |nsurance's webpage?

A Yes, sir.

Q And you didn't go there, correct?

A Correct.

Q Are you famliar with the Affordable Care
Act ?

A I am
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Q Sone of the questions you had wth respect
to, well, let's just say the MR that you nenti oned,
doesn't that all change under the Affordable Care
Act ?

A Sone of those provisions have not been,
are not in effect right now, and I don't know the
time line with which this nerger could go through
such that sone of it wll change and as we nove
t hrough that process that's part of ny question is
how does Bl ue Cross Blue Shield of Montana and
Heal th Care Services Corporation anticipate as they
change both, as they nerge and as the | aws change
Wth regards to the Affordable Care Act how t hey
anticipate all of those things nerging together.

Q Now with respect to the Affordable Care
Act, what is your understanding of when it goes into
effect?

A Sone provisions are already in effect.

The exchanges are set to be schedul ed January 1st of
2014.

Q Wiat i s your understandi ng of the changes
t hat have already gone into effect as of today?

A There is lots. Could you give ne a little
bit of an idea of what you're | ooking for because

there are lots of changes that are in effect now.
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Q What i s your understanding of what's
already in effect today?

A For exanple, the nedical loss ratio
provisions are in effect, there are provisions --
sorry, there is |ots.

Q There are | ots.

A Yes.

Q Woul d you agree with ne that the health
care industry is experiencing and will continue to
experi ence substantial changes because of the
Affordabl e Health Care Act?

A Absol utel y.

Q And woul d you agree that it's inportant
for the citizens of Montana to have a sound basis as
this process goes forward to be in the best position
avai l able to get the best affordable care under the
Af fordabl e Care Act?

A Yes.

Q And woul d you agree with me that froma
st andpoi nt of size that HCSC has the ability and the
track record to help Montana citizens, Mntana
i nsureds get through this uncertainty with respect
toits scale, its technology capabilities; would you
agree with ne?

A Sorry, | wasn't sure that you were done
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W th your question. | believe that | need a | ot
nore information before | coul d answer that
questi on.

Q Did you speak to anybody at the
Conmmi ssioner's Ofice prior to your testinony today?

A Yes.

Q Who did you talk to?

A |'ve spoken before wth the Comm ssi oner
and with sone of her staff, not about ny testinony
today, I'msorry if that's what you were asking.

Q Did the Commi ssioner's O fice suggest that
you | ook at the website?

A No.

Q Did you inquire how the citizens of
Mont ana can gain access to the informati on about
this transaction?

A No.

Q And they didn't offer it to you, did they?

A Not to ny recollection, no.

Q Ms. Larsen, | certainly appreciate you
com ng here and | certainly invite you to stay for
the entire hearing so hopefully when you | eave naybe
you'll cone back and say all ny questions were
answered. So thank you very nuch for com ng.

A You' re wel cone.
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HEARI NGS OFFI CER LEAPHART: M. Kal eczyc?

EXAM NATI ON OF STEPHANI E LARSEN
BY MR KALECZYC:

Q Ms. Larsen, thank you for coming. | have
a few questions related to the Center for Rural
Affairs.

A Certainly.

Q Is that a Montana organi zati on?

A W are a national organization, we're
based i n Nebraska.

Q Do you have nenbers?

A We have supporters.

Q And when you say "supporters,” what do you
mean by supporters?

A | nean that we have individual donors and
peopl e who read our newsletters and who we
correspond with. W are not organi zed as a
menber shi p organi zati on so, for exanple, our board
menbers are not voted on by nenbers.

Q Are you a not-for-profit organi zati on?

A W are a 501(c)(3) not-for-profit.

Q And you have no nenbers, correct?

A In that sense, yes, correct, we have

supporters, as | said.
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Q Do you have supporters or contributors
| ocated in the state of Montana?

A Yes.

Q How many?

A Approxi mately 1, 000.

Q And do you know where those 1,000 people
are | ocated?

A | could get that information to you. W
have done that analysis, yes, all over the state.
Most -- the majority of our supporters are in rural
communities but they live all over the state.

Q And have your supporters in Montana
witten to you specifically about this proposed
transacti on?

A No, not that | recall

Q Are any of the board of directors nmenbers
of the Center for Rural Affairs Montanans?

A No.

Q Have you solicited the views of any of the

peopl e from Mont ana who have contributed to your
organi zation, solicited their views about this
transacti on?

A | believe we've witten about it in our,
in sonme of our newsletter articles and | haven't

gotten feedback from Mont anans.
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Q Are you the author of those articles that
were in your newsletter?
A | expect that | would have been. It would

either be in enail transactions or newsletter
articles and, yeah, | would have been the author of
t hat .

Q But your information about this
transacti on does not cone from your review of any of
t he docunents that have been filed related to this
transacti on, correct?

A Yes.

Q | have no ot her questions.

HEARI NGS OFFI CER LEAPHART: Thank you.

Questions fromthe Comm ssioner?

MR. LASLOVI CH: Yes, Your Honor.

EXAM NATI ON OF STEPHANI E LARSEN
BY MR LASLOVI CH:
Q Good nor ni ng.
A Good nor ni ng.

Q M ss Larsen, | too want to thank you for
com ng today. | don't know that we've net. Have we
met ?

A | don't believe so.

Q So good to neet you. D d | understand
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your testinony to be that you have these questions,
you want these questions answered and to the extent
they're answered that consistently to your
favorability that you would support this?

A Dependi ng on the answers to the questions?

Q Yeabh.

A Yeah, like we don't have an opinion on the
merger right now. Like | said, we have a | ot of
questions. It is conpletely possible that woul d
support the nerger based on the answers to those
questi ons.

Q Do you have the capability, M. MMahon
urged you to sit through this entire hearing. Do
you have that capability in |ight of your other
duti es?

A | don't.

Q Are you relying on your elected officials

and the people that work for them both the Attorney
Ceneral's O fice and the Conm ssioner of Securities
and I nsurance to assist in answering those
questi ons?
A Yes.
Q Thank you.
HEARI NGS OFFI CER LEAPHART: The Attorney

Ceneral's Ofice?
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MS. HUBBARD: Yes, Your Honor.

EXAM NATI ON OF STEPHANI E LARSEN
BY Ms. HUBBARD:

Q Thank you for com ng, Mss Larsen. You
di scussed the necessity of having an i ndependent
val uati on of the conpany to ensure the correct
anount of public assets to the foundation; is that
correct?

A Yes.

Q Are you aware that the Attorney's
Ceneral's O fice has hired sonmeone to do such an
eval uati on?

A | am now.

Q Are you aware that that valuation can be

found on the Attorney General of Mntana' s website?

A | am now.
Q I encourage you to have a |look at it.
A If I could add that | prepared ny

testinony today prior to arriving and so |'ve
definitely |l earned sone things while listening. |
was aware of the primary valuation, | was not aware
of the one that the Attorney General's O fice has
done and | appreciate that. |'mlooking forward to

| ooking it over and seeing whether, and talking to
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col | eagues to see whether it seens to be
appropriately i ndependent.

Q And | understand that you haven't read the
Attorney CGeneral's expert report yet, but do you
have any reason to believe that the AG s expert
report would not be an i ndependent eval uation?

A I do not have an opi ni on.

Q Thank you.

HEARI NGS OFFI CER LEAPHART: Thank you.
Any further questions?

MR, MCVAHON: No, Your Honor.

HEARI NGS OFFI CER LEAPHART: You nmy step
down. Thank you for your testinony, M ss
Lar sen.

Any ot her nenbers of the public wishing to
make comrent subject to cross-exani nation?
Ckay, seeing none, the next stage of our
proceeding is getting into direct testinony.
Wiy don't we take a break. M watch indicates
five mnutes after 11:00. Shall we reconvene
at 11:157?

(Break taken.)

HEARI NGS OFFI CER LEAPHART: | woul d call

upon the Applicants to call their first

W t ness.
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MR. MCMAHON: Thank you, Your Honor, the
Applicants would call M chael Frank.
(Wtness sworn.)
MR, MCMAHON:  Your Honor, with your
perm ssion may | approach the w tness?

HEARI NGS OFFI CER LEAPHART:  Yes.

DI RECT EXAM NATI ON OF M CHAEL FRANK
BY MR MCMAHON:

Q M. Frank, what |'m handing you is a copy
of your March 5th, 2013 direct testinony. Today do
you affirmthe testinony that you provided in that
docunent ?

A | do.

MR MCMAHON: May | approach the w tness,

Your Honor ?

HEARI NGS OFFI CER LEAPHART:  Yes.

Q (By M. McMahon) |'m handi ng you what's
been marked as Applicant's Exhibit Nunber 9.

MR. MCMAHON:  Your Honor, | have a
courtesy copy for you.
HEARI NGS OFFI CER LEAPHART: Thank you.

Q (By M. McMahon) M. Frank, do you
recogni ze that docunent?

A | do.
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Q Can you tell Justice Leaphart what that
docunent is?
A This is a docunent that was entered into

bet ween Bl ue Cross Blue Shield of Montana, Montana's
Attorney General and Health Care Service
Corporation, it's a stipulation.

Q And M. Frank, the docunment has been nmade
a part of the, quote, public record that's been
filed with the Conmm ssioner of |nsurance Ofice.

For purposes of today we want to nake sure that it's
a matter of the hearing record.
MR. MCVMAHON:  Your Honor, | would nove for

t he adm ssion of Exhibit 9.

HEARI NGS OFFI CER LEAPHART: Any obj ection?

MR, LASLOVICH. W don't object, Your
Honor .

M5. HUBBARD: No obj ecti on.

HEARI NGS OFFI CER LEAPHART: It is

adm tted.

Q (By M. McMahon) M. Frank, between the
time of your direct testinony and subm ssion on
March 5th and yesterday is it your understanding
that the price that HCSC has agreed to pay has
changed?

A Yes.
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Q And what price has HCSC agreed to pay for
the core insurance assets of Blue Cross Blue Shield
of Mont ana?

HEARI NGS OFFI CER LEAPHART: Excuse ne,

M. MMahon, would you focus a little bit nore

on the mc there?

MR. MCMAHON:  Sorry.

Q (By M. McMahon) M. Frank, during the
interimyou indicated that HCSC has agreed to pay
nore than what you testified to in your direct
testi nony, correct?

A Correct.

Q What is that anount?

A Pursuant to the stipulation it's ny
under st andi ng that HCSC agrees to pay $40.2 mllion.

Q M. Frank, is it your understandi ng that
that 40.2 is the maxi num anount ?

A That's ny under st andi ng, yes.

MR. MCVAHON:  Your Honor, we submt the

W t ness for cross-exam nation.

HEARI NGS OFFI CER LEAPHART: Thank you.

VR, MCMAHON: Thank you, M. Frank.

HEARI NGS OFFI CER LEAPHART: Conmi ssi oner,
pl ease. M. Angoff?

LESOFSKI COURT REPORTING & VIDEO CONFERENCING
406-443-2010




© 00 ~N oo o b~ w N P

N RN N NN R R R R R R R R R
g N W N P O © 0O N o o0 M W N Rk O

Transcript of Proceedings
CONFIDENTIAL PORTIONS REDACTED

105

CROSS- EXAM NATI ON CF M CHAEL FRANK
BY MR ANGOFF:
Q Good norning, M. Frank.
A Good nor ni ng.
Q You renenber about ten days ago your

deposition was taken in this nmatter?

A | do.
Q For several hours?
A For several hours, yes.

Q And one of the things we tal ked about at
t hat deposition was Conpany X, wasn't it?

A It was.

Q Now, Bl ue Cross Blue Shield of Montana
ultimately decided to enter into a transaction with
Health Care Service Corporation, correct?

A That's correct.

Q But there was at | east one ot her conpany
that Bl ue Cross of Montana spoke seriously with
about a possible relationship, correct?

A Yes.

Q And that's the conpany that we refer to as
Conpany X?

A Correct.

Q And there were sone advant ages, weren't
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there, of going with Conpany X? For exanple, there

woul d be a geographi cal advantage, Conpany X was

closer, wasn't it, or isn't it, to Blue Cross Bl ue

Shi el d of Mont ana and HCSC?

A Some of the states are cl oser, yes.

Q And also it would have been a different

structure, right, than the structure of the

transacti on wth HCSC?

A Not necessarily, no.

Q Woul dn't Bl ue Cross Blue Shield of Montana

have remai ned an i ndependent corporation?

X?

A Not necessarily, no.

Q Wul d it have been a division of Conpany

A Possi bl y, yes.

Q You could, couldn't you, have continued to

be domciled in Montana, couldn't you?

A " muncertain.

Q Wll, tell me then what didn't you |ike

about Conpany X?

A Wll, we went through a detail ed anal ysis

of Conmpany X and HCSC and there were nultiple

factors that we exam ned in narrow ng our selection

and di scussi ons wth HCSC. Sonme of those factors

i ncl uded size, technol ogy, they al so included
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menbership. Wen | say size | should say financi al
menbership. It included culture, it included their
operations or services, it included their strategic
pl ans and then there were nultiple other factors
that we | ooked at as well.

In I ooking at those factors it was the
Bl ue Cross Blue Shield of Montana's board of
directors' belief as well as the opinions of our
executive teamthat was involved that there were
benefits to HCSC over Conpany X

Q And what were those benefits?

A Let ne just start first with size. The
menber ship size, as has been nmentioned this norning
of HCSC, is 13 and a half mllion nenbers or | arger,
which is substantially | arger than Conpany X s
menbershi p. W thought that that was very inportant
as we get into sone of the uncertainty as we nove
into the ACA or the full inplenentation of the
Af fordable Care Act. So needing to | ook at the size
of the nenbership and spread the potential risk
along with the uncertainty was one factor that
di sti ngui shed HCSC over Conpany X

There are multiple factors, one of the
other factors was just the overall size of the

operation and the adm ni strative cost of Conpany X
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versus HCSC. As | nentioned, HCSC is a nuch | arger
conpany and, in fact, has a |lower adm nistrative
cost than Conpany X. W thought that that would be
a benefit to all of Mntanans and not just to our
menber shi p because the adm nistrative costs al ong
wth the clains costs are what drive our prem um and
if we are able to bring down the adm ni strative cost
that will give us the possibility of lowering the
i ncrease of our prem um
There was al so technol ogy. Conpany X does

not own or does not have a proprietary technol ogy
system and HCSC does. The conpany that Conpany X
had worked for or, I'"'msorry, was utilizing for its
technol ogy is the conpany that we are using for our
cl ai ns processi ng system and our nenbership system
It's two different systenms but the sane conpany and
we had gone through al nost an eight- or ten-year
process of noving our nenbership fromour old system
to our new system and we had a nunber of issues wth
that conpany in doing so and, in fact, have not
fully converted our business.

Q Is that the Tri Zetto systenf

A Yes, sir.

Q And what was the problemor is the problem
wth the TriZetto systen?
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A Wll, we are having a, we were having and
are having a nunber of problens wth our conversion.
The QNEC platformwhich we utilize is not able to
handl e all |ines of business that we operate in
today. For exanple, our federal enployee prograns
busi ness, it's not able to handl e that business.
There were certain and there are certain provider
arrangenents that that systemis not able to handle
or to performon our behal f.

We have issues with the ITS host, which is
our BlueCard systemin bringing in the upgrades, we
also are not able on that systemto support a
Medi care Advant age product. So fromthe Blue Cross
Bl ue Shield of Montana perspective we were having
nunmerous issues wth that system and our concern was
wth Conpany X utilizing the sane vendor and havi ng
an understandi ng of sone of the issues that Conpany
X faced in converting all of its states onto that
platformwe were very concerned wth the technol ogy.

Q D d you have any concerns about whet her or
not Conpany X was profitabl e enough?

A It's ny understanding that the surplus of
Conmpany X is stable.

Q I'msorry, is what?

A | s stable.
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Q I s stabl e?
A Yes.
Q And did you have any concerns about

Company X' s commtnent to nmaintain current
managenent ?

A We did not have concerns about Conpany X s
conm tment to maintaining current managenent but we
did have sone concerns about recent changes in sone
of Conpany X s | eadership.

Q Did you ever or anyone under your
direction ever prepare a grid in which Conpany X and
HCSC were conpared on various criteria?

A W did not and we didn't do that
specifically because the Blue systemis a very snall
system even though we service the United States and
there is 38 plans, it's a very small system and we
wer e concerned about the sensitive nature of that
type of information. |If that information was ever
to for sone reason be | eaked out, the inpacts that
that coul d have on either HCSC, Conpany X or Bl ue
Cross Blue Shield of Montana as we went forward.

Q Dd you ever look into the |evel of
Conpany X' s pricing?

A We did not exam ne the rating of

Conpany X.
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Q And did discussions with Conpany X get to
the stage at which Conpany X offered a certain price
for then?

A We did not have negotiations on price with
Conpany X

Q Now, HCSC and Conpany X were the only two
conpani es that you actually spoke with about a
possi ble affiliation, correct?

A They were the only two conpani es that we
had formal conversations with regarding a possible
rel ati onshi p.

Q Did you have infornal discussions with any
ot her conpani es regarding the rel ati onshi p?

A You know, there have been throughout the
hi story of Blue Cross Blue Shield of Montana and the
fact that we are a part of the Blue system there
have been di scussions with other plans that have
tal ked about how do we share services together, are
there best practices, are there rel ationshi ps that

we can have wth Blue Cross and potentially other

pl ans.
Q Whi ch pl ans have you had di scussions with?
A Wl l, as far as the potential outsourcing
for shared services that | nentioned, there have

been di scussions with Premara in the past where we
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are received services fromPrenara, we are a partner

w th ot her

pl ans, or | should say were a partner on

sone Medi care Advantage products. W had nunerous

conversations and trips with Blue Cross of |daho on

sharing best practices and if there were different

functions that we coul d be perform ng together and,

in fact,

we did forma joint venture with Blue Cross

of ldaho wth one of our subsidiaries.

There had been conversations with Nebraska

on its clains processing systemthat it has with

Nort h Dakota and Wom ng, so those are just a few of

sone of the informal conversations that we' ve had.

Q

Did you ever tal k about a possible

affiliation with Prenara?

A
Q

Conmpany X,

A

No, we did not.
And Premara is a | arger conpany than
correct?

I"mnot sure on the overall size or

menbership of Prenara at that tine.

Q

A
Q
A

It's nore profitable than Conpany X?
| think they've done well.
And so why did you not approach Prenara?

Wll, there were -- like | nentioned, we

had a good working relationship wwth Premara. W

| ooked at the size of Premara and then we al so were
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under the understanding that in the past Prenara had
| ooked to noving into a for-profit entity.

Q And you're famliar, aren't you, with the
fact that the Conm ssioner rejected Prenara's
appl i cati on?

A That's ny under st andi ng, yes.

Q And do you think that once that
application has been rejected Premara would still
conti nue down that path that had been projected?

A | don't have an opinion on that.

Q But for whatever reason you did not pursue
an affiliation wth Premara?

A That's correct.

Q And did you pursue an affiliation wth
Bl ue Cross of |daho?

A No, we did not.

Q And why not ?

A Again, it was just based on size. W
bel i eve that as we nove forward with sone of the
uncertainty in health care reform sone of the
financial issues that we were having as well as the
t echnol ogy i ssues that we were having, we did not
beli eve that Blue Cross of |daho was | arge enough or
woul d be an ideal partner for us.

Q Now, there are sonme substantially sized
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nonprofit Blue Cross plans other than HCSC, correct?

A Yes.

Q One is Carelst in Maryland and D. C. and
Del awar e?

A Yes.

Q And did you speak to them about a possible
affiliation?

A W did not.

Q And why not ?

A In part it was the geographic | ocation and
sonme on size as well.

Q And are you famliar with H ghmark in
Pennsyl vani a?

A Yes.

Q And did you pursue an affiliation with

A W did not.

Q And why not ?

A Because, again, of their geographic
| ocati on and ny understanding of they're prinmarily
operating only in that area.

Q I's there an advantage to conti guousness,
that is, is there an advantage to affiliating with a
conpany whose territory borders on Montana' s?

A | believe there is an advantage to
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affiliating with a conpany that's reasonably cl ose
geographically or has sone types of states that are
simlar to Montana in nature, for exanple, sone of
the, sonme of the rural issues that we deal wth.

Q And Carelst out in Maryland and D. C
certainly is not contiguous, is not close
geographically but it is large, isn't it?

A Yes.

Q And did you consider the fact that nmaybe
its size was great enough that it would outweigh, at
| east cause you to consider them as a possible
affiliation partner?

A You know, | think that the size would have
been possi ble but, again, just wth the geography
i ssues and sone of the cultural issues as well and
the fact that HCSC is actually | arger.

Q And by cultural issues do you nean the

di fference between east and west?

A Sone.

Q Urban and rural ?

A Sone.

Q Anyt hing el se you care to add under the

topic of cultural issues?
A No.

Q D d Blue Cross of Montana ever pursue to
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your know edge an affiliation with Conpany X in the
past ?

A It's ny understanding that they have.

Q And when was that as far as you know?

A It's ny understanding that was sonetine in
the md 1990s. | can't be sure on those dates, but
| believe that it was at the tine when there were,
when | wasn't at the conpany.

Q You weren't at the conpany at all?

A No.

Q And what, if anything, have you heard
about that potential affiliation at that tine?

A You know, the only things that | have
heard is that they did look at affiliating wth
Conmpany X. | don't have any of the details of that
affiliation.

Q You don't know who woul d be the acquirer
for exanple, and who woul d be the acquired conmpany?

A No.

Q Bl ue Cross of Montana doesn't have
shar ehol ders, does it?

A No.

Q Then who owns Bl ue Cross of Montana?

A Bl ue Cross Blue Shield of Montana is a

mut ual benefit conpany that is governed by a board
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of directors wwth a mssion to provide affordabl e
and accessi ble health care to Mont anans.

Q And who owns the conpany?

A Again, it's not owned in my opinion by any
sharehol ders or anybody else, we're there for the
benefit of Montana.

Q Well, do you know whet her the
pol i cyhol ders al so have a status as owners?

A | don't believe so.

Q And do you know whet her the policyhol ders
have annual neetings?

A No, they don't.

Q Then who at Bl ue Cross of Mntana who, if
anyone, is the board of directors responsible to?

A The board of directors is a
sel f-perpetuati ng board that oversees Blue Cross
Bl ue Shield of Montana, so it is responsible for
itsel f.

Q And how woul d a nmenber of the board of
directors be renoved?

A There are certain criteria that are
identified for the renoval of the board based on the
by-l aws of Blue Cross Blue Shield of Montana.

Q And when you say it's a self-perpetuating

board does that nean that the board of directors
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elects new directors fromtine to tine?

A Yes.

Q So Bl ue Cross Blue Shield of Mntana
doesn't file a 10K statenent with the Securities and
Exchange Comm ssi on?

A No.

Q Does Bl ue Cross of Montana have an annual
report that it nmakes available to the public?

A It does have an annual report, yes.

Q And i s that annual report on the Bl ue
Cross of Montana website?

A I'"'mnot sure if the 2012 one is on yet but
t he past ones shoul d be.

Q And does that annual report contain the
sane type of information that a public conpany, a
st ockhol der owned conpany includes in its 10K?

A ' m not sure.

Q What type of information is included in
t he annual report that Blue Cross of Mntana
currently publishes?

A It would provide informati on on Blue Cross
Bl ue Shield of Montana and what it's acconpli shed
over the last year, it would also, if | recal
correctly, provide informati on on conmunity

i nvol vement and it could provide sone financi al
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i nf or mati on.

Q Do you think there is any reason why the
pol i cyhol ders of Blue Cross Blue Shield of Montana
shoul d not have access to the sane type of
i nformation that stockhol ders have access to of
st ock- owned conpani es?

A | believe that the policyhol ders and
others in Montana have access to additi onal
i nformation through the Departnent of |nsurance
t hrough its regul ati on and oversi ght of Blue Cross
Bl ue Shield of Mntana.

Q You don't know t hen whet her Bl ue Cross of
Mont ana nmakes avail abl e the sanme type of infornation
to its custoners as public conpani es make avail abl e

to their stockhol ders?

A |'ve never conpared the two.
Q Now, if this transaction is approved
you'll continue to be president of Blue Cross of

Mont ana, right?

A Correct.

Q And how do you know t hat ?

A That's the conversations that |'ve had
wi th individuals at HCSC

Q And did they cone to you and offer you

t hat ?
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A If I recall correctly, you know, there
have been di scussi ons about all of our enployees and
the fact that all of our enpl oyees would maintain
enpl oynent with Blue Cross and Bl ue Shield of
Mont ana and that's probably when those di scussions
ar ose.

Q And do you renenber who first broached the
t opi c?

A |'ve had conversations with the CEO of
HCSC, Pat Hem ngway-Hal | .

Q But you don't renenber whether she asked
you to stay on or you asked whether you could stay
on?

A | believe it was a mutual conversati on.

Q And so you'll continue to be president of
Bl ue Cross of Montana, which would be a division
t hough of HCSC?

A Yes.

Q And you'll report to the executive
Vi ce- presi dent ?

A Yes.

Q And that executive vice-president wll
report to Pat Hall, the CEO?

A Yes.

Q Now, what about your senior | eaders or
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senior staff nenbers, wll they all have the sane
positions if the acquisition is approved that they
currently have?

A Some of their positions nay change j ust
as, you know, positions have changed over tinme as
we' ve been an i ndependent pl an.

Q So let's take, for exanmple, your general
counsel. WII the general counsel of Blue Cross of
Mont ana today, will she continue to be general
counsel to Blue Cross of Montana, a division of
Health Care Service Corporation?

A I'mnot sure of the exact title that our
general counsel woul d have.

Q Wll, wll there be a general counsel of
Bl ue Cross of Montana, a division of HCSC?

A Again, I'mnot sure of the exact title but
we will have a lead attorney that will be housed in
Mont ana at our facilities.

Q And what about your chief actuary, wll
your chief actuary continue to be chief actuary of
Bl ue Cross of Montana?

A I'"mnot sure of the exact title but he
will still oversee our actuarial functions for Bl ue
Cross Blue Shield of Mntana.

Q And do you know who he'll report to?
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A | don't.

Q Is there a chief underwiter at Blue Cross
of Mont ana?

A We have a director of underwiting that
reports up through our actuary.

Q And do you know what wi ||l happen to your
chief underwiter if the acquisition is approved,
that is, do you know whet her your chief underwiter
wll continue in the sanme position at Blue Cross of
Montana if the acquisition is approved?

A There will be changes in some of the
underwiting functions with or wthout the proposed
alliance with HCSC just based on sone of the changes
under the ACA.

Q And will there actually be |less of a need
for underwiters because of the ACAs nandating a
particul ar underwiting nethodol ogy?

A There coul d be.

Q And so have you di scussed or consi dered
what underwiters who m ght not be needed in the
future woul d be doi ng?

A | believe that there will still be a
period of tinme in which we will need sone of the
underwiting functions and then, you know, again

either with or wthout HCSC we would be dealing wth
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the issue of the functions that should be perforned
by our underwiters.

Q So the ACA sets out an underwiting
nmet hodol ogy and that underwiting nethodol ogy wl |
apply whether or not Blue Cross of Montana is
acquired by HCSC, right?

A Yes, Blue Cross Blue Shield of Mntana
Wwll need to conply with the ACA regardl ess of any
al liance with HCSC

Q And there will be I ess of a need for
underwriters then regardl ess of whether the
acquisition is approved or not?

A Possi bly, yes.

Q M. Burzynski is your chief financial
officer, right?

A Correct.

Q So if the acquisition is approved w ||
there continue to be a chief financial officer of
Bl ue Cross of Montana?

A No, there wll not.

Q Then what will happen to M. Burzynski's
position?

A M. Burzynski has been with the conpany
for nore than ten years and has held multiple roles

in our conpany and he will be working wth our
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provi ders, as he has done in the past.

Q But the position of chief financial
officer, wll that be abolished or nerged into
anot her position or will sonething el se happen to
it?

A My understanding is that nany of the
financial functions wll be perforned at the
enterprise supporting our |ocal plan.

Q And by the enterprise you nmean at the
hol di ng conpany | evel ?

A At the HCSC | evel .

Q And woul d that be out of Chicago?

A That's ny -- parts of that nay be, yes.

Q Is there a head of clainms at Blue Cross of
Mont ana?

A Today we have a senior director of our
operation staff.

Q And will he still be the head of clains if

Bl ue Cross of Montana becones a division of HCSC?
A She wll still be responsible for
over seei ng the operati ons.
Q And does the head of clains now report
directly to you?
A No, she does not.

Q Does she report to M. Burzynski?
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A That's correct.

Q And do you know who she will report to
after the nerger if the acquisition is approved?

A ' mnot sure exactly who she'll report to.

Q But she'll report to someone at the
enterprise | evel ?

A Correct.

Q Does that also go for the head of custoner
service?

A We have one senior director that oversees
t he operations area, that includes clains, custoner
service and nmenbership, so it's the sane individual.

Q It's the sane individual who is the head
of custoner service is also the head of clains?

A Correct.

Q Wiat about HR, you've got an HR
departnent, right?

A W do.

Q WIIl that run the sane way it's running
today or will there be changes?

A It will run the same way, where the HR
director wll support our |ocal plan.

Q And who will the HR director report to?

A It's ny understanding that she will report

up through the enterprise as well.
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Q And | assune you've also got a head of IT?
A Yes, we do.
Q And an I T departnment?
A Yes.

Q And does the head of the I T departnment now
report directly to you?

A Yes.

Q And then if the acquisition is approved

then who will the IT director report to?
A That will report up to the enterprise
director as well but we will maintain our own | ocal

| T staff and oversi ght at our plant.

Q So today how many direct reports do you
have?

A | have six or seven

Q And of those six or seven if the
acqui sition is approved how many will continue to

report to you?

A "1l still have four or five.

Q Now, if any of the people that we just
di scussed voluntarily | eave the conpany after the
acquisition is consummat ed, assuming that it is
consunmat ed, do you know what, if any, benefits they
w il receive?

MR, MCMAHON:  Your Honor, for this purpose
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of the exam nation, as you understand and know,
enpl oyee | aw requires strict confidentiality

Wi th respect to wages, benefits, who they are
and what they do get and what they don't get.
Sol'"'ma little concerned that we're getting
into an area that is --

HEARI NGS OFFI CER LEAPHART: M. Angoff, do
you have sone questions that do not involve
confidentiality that you could explore first
and then if need be we can ask the public to
| eave for further questions?

MR. ANGOFF: Certainly, Your Honor, and we
have no objection to keeping confidential what
they ask be kept confidential. Wy don't I
conti nue and to the extent that you think it
calls for confidential information to be
disclosed I'll w thdraw the questi on.

MR MCVAHON: O we can wait until he's
done and have all of that exam nation outside
of the public hearing process, whatever is

easi est for you, Your Honor.

HEARI NGS OFFI CER LEAPHART: Well, |'m not
knowi ng what the questions are, |I'mkind at
your nercy. |If you think that you're getting

into areas that involve potential issues of
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confidentiality maybe we can parcel those off
and deal with them | ater.

MR. ANGOFF: | think that makes sense.
Thank you.

HEARI NGS OFFI CER LEAPHART: Maybe you can
proceed with another line at this point and
maybe right after |lunch would be a good tine.
Q (By M. Angoff) M. Frank, |I'msure

you're sorry to hear that for the tine being we'l|l

be abandoning that |ine of questioning.
A Yes.
Q But we'll come back to it. In the

neantine, there are several initiatives that HCSC

and Bl ue Cross of Montana are currently working on,

correct?
A ' mnot sure what you nean by initiatives.
Q Proj ects, Medicare Advantage, for exanple.
A Yes.

Q What is HCSC doing in connection wth
Medi care Advantage wth Blue Cross of Montana?

A As | nentioned previously, Blue Cross Bl ue
Shi eld of Montana as a stand-al one plan was not abl e
to enter into the Medi care Advant age arena once they
identified the different regions for Medicare

Advant age of five or so years ago.
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So we had entered into what's called the
Northern Plains Alliance or the Regional Advantages
Services with sone other Blue plans. It was deci ded
| ast year that that would not continue for a portion
of the Medi care Advantage product, so we are
currently not in the Medicare Advantage |ine of
busi ness for 2013.

Because we wanted to get back into the MA
or the Medicare Advant age busi ness, we had | ooked at
mul tiple options or plans to do that in '13 and
unfortunately none of those worked out. So we are
currently working with HCSC to hel p us operate on
the back office side for a Medicare Advant age
offering in 2014.

Q And your relationship with HCSC in
connection with Medicare Advantage wi |l conti nue
whet her or not the acquisition is approved, correct?

A Correct.

Q And are you al so working wth HCSC
regardi ng your FEP busi ness?

A Yes, we are.

Q And what is FEP busi ness?

A FEP i s the Federal Enpl oyees Program
busi ness and Bl ue Cross Blue Shield of Montana has

been in that |ine of business for a nunber of years
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but unfortunately | ast year we, nmaybe the year
before, we had to close down our Geat Falls office
for adm nistrative cost purposes, nove that back and
we were having i ssues with our FEP service scores
and in addition our current clains processing
system QNEC, is not able to handle or process our
FEP busi ness so we were | ooking to outsource that
busi ness regardl ess of the alliance.

Q So the rel ationship between HCSC and Bl ue
Cross of Montana regarding the FEP business wll
conti nue regardl ess of whether the acquisition is
approved?

A That's correct.

Q VWhat, if anything, is Blue Cross of
Mont ana currently doi ng regardi ng the exchanges in
connection w th HCSC?

A Specific to working with HCSC we are
wor ki ng on our exchange readi ness platformwth
HCSC.

Q And what does that work consi st of?

A It consists of us being able to cap into
the HCSC front end or platform which we woul dn't be
able to devel op on our own. That then connects or
wll connect with the federally funded exchange and

possi bl y sone ot her exchanges.
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Q When you say the HCSC front end, is that
the sane thing as a user interface, is that what the
consuner sees when he or she goes to the Internet?

A Yes.

Q And HCSC has al ready devel oped t hat?

A They' re working on that.

Q And Bl ue Cross -- and how nuch, if
anyt hi ng, has Blue Cross of Montana done regarding a
front end?

A W had been working on sone itens rel ated
to the exchange but | will tell you that our
t echnol ogy was not where it needed to be.

Q And about how many people at Bl ue Cross of
Mont ana are wor king on the exchange-rel ated proj ect
wi t h HCSC?

A Vell, | don't know the exact nunber that's
wor ki ng with them

Q Appr oxi mat el y, ball park?

A You know, | would say 10 to 15 j ust
dependi ng upon different areas of the conpany.

Q And do you know how many peopl e at HCSC
are working on it?

A | don't have the nunber, no.

Q And this relationship regarding the

exchanges w Il continue regardl ess of what happens
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wth the acquisition, right?

A That's correct.

Q Did the discussions about any of these
three projects, what | call projects with HCSC, the
Medi care Advant age, the FEP busi ness and the
exchanges, did any of these di scussions predate your
di scussions with HCSC about a potential alliance?

A Once we started to have di scussions with
HCSC we i mmedi ately did not know what the structure
of the ultimate transacti on would be but we did
start di scussions about a possible relationship for
those three projects at that time as well.

Q So let's tal k about the structure then of
the relationship, of the affiliation. Wen Bl ue
Cross initiated discussions with HCSC about a
possible affiliation did it have an idea of the type
of structure it wanted to see, the type of structure
it wanted to see the affiliation take?

A We thought that it was inportant to have
those conversations wth the potential partner to
come up with the final transaction.

Q But did you have any idea yourself of what
you wanted the structure of the affiliation to | ook
i ke?

A We didn't have an idea on the specific
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structure but we had an idea on certain things that
we wanted to accomplish through the rel ationship.

Q And as we di scussed two weeks ago, Bl ue
Cross of Montana certainly is not, it's not
realistic to think that Blue Cross of Montana woul d
acquire, would be the acquiring conmpany and HCSC t he
acqui red conpany?

A Not when you | ook at the size of our plan,
no.

Q But besi des the current structure answer,
whi ch is an asset purchase, correct?

A Yes.

Q Were there other types of structures that
you | ooked at?

A You know, there were discussions on,
agai n, what we thought woul d be the best way to form
the relationship to provide Blue Cross Blue Shield
of Montana the services, the resources and sone of
the risk sharing that it needed, which ultimately
led to the asset purchase agreenent.

Q And did you ever talk to an investnent
banker about what the structure of the affiliation
shoul d be?

A Not that |I'm aware of.

Q Who, if anyone, did you rely on then for
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advice as to what the structure of the affiliation
shoul d be?

A W did hire an attorney named Mark
Droppert from Graham & Dunn, along with one of his
partners, David Lundsgaard, who assisted us.

Q And ot her than | egal advice, which |I'm not
asking you to discuss, did they provide any ot her
type of advice?

A You know, M. Droppert has experience in
the health care field so he was hel pful in the
di scussi on of the APA.

Q WAs t here anyone el se that you relied on
for advice as to what the structure of the

affiliation should | ook |ike?

A Not externally, no.
Q Internally?
A Vell, we relied on our own staff as we

went through this process.

Q Woul d M. Burzynski be one of the people
that you relied on?

A " msure we had conversations wth
M. Burzynski, again, about what our objectives were
and what we needed to acconplish through it and how
that led to the ultimate rel ati onshi p.

Q And who else did you rely on?
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A You know, |I'msure there was i nput from
ot hers on our executive team

Q Do you recall who?

A Not specifically, no.

Q I n your discussions with HCSC about what
the ultimate structure of the affiliation would | ook
| i ke what i1issues had to be negoti ated out besi des
the structure itself, what other i1issues did you
di scuss with HCSC?

A Well, there was a |l ong process to
ultimately end up at the final APA, as with, you
know, any transaction there are various terns that
we discussed. | think what readily cone to mnd are

what woul d happen w th our enpl oyees, what would
happen with our enpl oyee benefits, you know, what
woul d happen to our insured nenbers and our

sel f-funded nenbers for their protection. So those
are sone that readily cone to m nd.

Q Were those anong the issues that you
consi dered the nost inportant?

A Not necessarily. |I'msure | ranked them
but obviously the protection of our enployees and
our nmenbers ranked right at the top.

Q What ot her issues, if any, did you

consi der inportant?
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A Well, I'"'msure that there were others that
were di scussed as far as in any transaction, you
know, which assets that would be transferred, the
assets that would remain, what woul d happen w th our
subsi di aries, how we would work with providers, |'m
sure there were others as well.

Q Were you concerned that there could be
| ayoffs as a result of the affiliation?

A W went into, in our discussions with
HCSC, about the need to protect our enpl oyees. |
was nore concerned about l|ayoffs if we did not have
the affiliation.

Q So were you concerned at all about |ayoffs
wth the affiliation?

A Not foll owi ng our discussions, no.

Q They assured you that all of your
enpl oyees would renain with Blue Cross of Mntana?

A That's correct.

Q Did they assure you that everyone woul d
remai n i n Montana?

A They assured us that no one would have to
nove.

Q They didn't assure you that everyone woul d
stay in their current job?

A Correct, they did not.
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HEARI NGS OFFI CER LEAPHART: M. Angoff, it
I's noon so if you have an appropriate place for
a break. | don't want to interrupt you.

MR, ANGOFF: This would be an appropriate
pl ace for a break, Your Honor.

HEARI NGS OFFI CER LEAPHART: Let's take a
break until 1:30.

MR. ANGOFF: Very good. Thank you,

M. Frank.
(Lunch break taken.)

HEARI NG OFFI CER LEAPHART: Let's
reconvene. At this point due to concerns over
confidentiality we're going to go into a cl osed
session for a period of tine anyway and so |
woul d ask that everybody with the exception of
the I awers working on this case please step
out into the hallway and we'l|l shut the doors.

(Confidential portion of

transcript.)
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(Confidential portion
concl uded.)
HEARI NG OFFI CER LEAPHART: Ckay, you can
pr oceed.
VR. ANGOFF: Thank you, Your Honor.
CRCSS- EXAM NATI ON OF M CHAEL FRANK ( Conti nued)
BY MR ANGOFF:
Q M. Frank, do you recall this nmorning you

had a brief discussion with M. MMhon about the
stipulation that Blue Cross and HCSC had entered
into wth the Attorney General ?

A Yes.

Q And he showed you what's been marked as
Appl i cant Exhibit 9, correct?

A He did.

Q And in Applicant Exhibit 9 it says that
this stipulation or all obligations pursuant to this
stipulation will expire on March 30 of this year,
correct?

A That's ny under st andi ng.

Q And why is that?

A It's ny understanding that the March 30th
date is related to the necessity to, for the

positions in Geat Falls.
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Q And how do you cone to so understand?

A That has been shared wth ne by HCSC.

Q Are you famliar with Colleen Reitan's
prefiled testinony saying that February is the
deadl ine for being able to begin finalizing these
custoner service plans?

A | did not review her prefiled testinony.

Q And have you done i ndependent anal ysis as

to what you believe the deadline is for finalizing
cust oner service plans?

A No.

Q March 30t h, you understand that March 30th
of this year is before the date on which the parties
must submt to the Judge their proposed findings and
concl usi ons?

A That's ny under st andi ng.

Q Now, the stipulation provided, didn't it,
that the price for the assets that are being
purchased would be 40.2 mllion?

A That's ny under st andi ng.

Q And are you famliar wwith M. Gl asso's
study that was done in connection with the
appl i cati on?

A | amfamliar with the anount that he

i dentified.
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1 Q Ckay, what was that anmount?

2 A $17.6 mllion.

3 Q And t hat anobunt was based on, wasn't it,
4] M. Galasso' s assunptions which were arrived at in
5| conjunction with the advice of Blue Cross?

6 A | have not reviewed his study but that's
7| ny understandi ng.

8 Q Then how did Blue Cross arrive at the 40.2
9 mllion price having earlier been advised by

10| M. Galasso that the value of the conpany was 17.6
11| mllion?

12 A Blue Cross did not arrive at the $40.2
13| mllion price.

14 Q Ckay, who di d?

15 A | believe those were with HCSC.

16 Q But Blue Cross has signed this

17 stipul ation, correct?

18 A That's correct.

19 Q So presunably Blue Cross agrees that the
20| 40.2 mllion purchase price is reasonabl e?

21 A Correct.

22 Q And what is that belief that it's

23 | reasonabl e based on?

24 A It's ny understandi ng based on the

25| different valuations, as Mss Hubbard tal ked in her
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opening, that it was within the range of the
val uati ons.

Q So M. Galasso had a valuation that was
substantially simlar. 1Is it fair to say one of
M. Gl asso's scenari os produced a val uati on that
was substantially simlar to the 40.2 mllion?

A If I recall correctly there was a
val uation that was close but | can't recall the
details of that.

Q Is there any other basis for this 40.2
mllion price that you're aware of?

A Not that |I'm aware of.

Q Now when you were di scussing a possible
affiliation wth HCSC, when, if at all, is the first

time that the issue of the price to be paid for the
assets to be transferred was raised?

A | believe it was in |l ate June or sonetine
in July where we were discussing different possible
structures and we had agreed that, that there would
be a val uati on done and HCSC woul d either accept or
reject that val uation.

Q And who raised it?

A I can't recall who raised that.

Q And before that discussion did you ever

talk wthin Blue Cross about tal king about the price
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that would ultimately be paid for the assets that
are being transferred?
A No.
Q You said in your deposition that |awers

tal ked to you about price, right; do you renenber
t hat ?

A That the |awyers tal ked to ne about the
price, | don't recall that in ny deposition but I
may have.

Q But you don't recall that?

MR. MCMAHON:  Your Honor, if he has a
speci fic page nunber with respect to the
deposition it nay hel p.

MR. ANGOFF: Yes, page 113 lines 8 to 14.

MR MCMAHON: Do you have a copy for
M. Frank to have?

HEARI NG OFFI CER LEAPHART: Yes, show him a
copy of the deposition.

MR. ANGOFF: May | approach the w tness,
Your Honor .

HEARI NG OFFI CER LEAPHART:  You nay.

Q (By M. Angoff) M. Frank, could you
pl ease read lines 9 to 14 from your deposition?

A It says "Wo, if you renmenber, who first

broached the idea, who first brought up the issue of
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price?" and "I think we first tal ked about price at
one of the Chicago neetings and it was not a

di scussi on about what the price would be but nore of
a di scussion fromsone of the counsel talking to us
about the conversion statute and how to arrive at
price."

Q And ny only question, M. Frank, is do you
happen to recall whether those | awers were Montana
| awyers or Chicago | awers?

A I don't recall.

Q Did HCSC ever offer to pay for a val uation

of Blue Cross Bl ue Shield of Myntana?

A Not that |I'm aware of, no.
Q D d they ever suggest a joint eval uation?
A Not that |I'm aware of, no.

Q Had Bl ue Cross Bl ue Shield of Montana ever
val ued the conpany before deciding to talk with HCSC
about an affiliation?

A Not that |I'm aware of.

Q D d you ever ask an investnent banker to
val ue the conpany?

A No.

Q Have you gotten a fairness opinion froman
I nvest nent banker on this case as of today?

A Not that |I'm aware of, no.
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Q Did you ever determ ne how nuch HCSC coul d
afford to pay?

A No.

Q Did you ever | ook at characteristics of
HCSC t hat m ght make Bl ue Cross of Mntana worth
nore to HCSC than an appraisal price?

A No.

Q D d you ever | ook at how nuch HCSC had
paid for its other acquisitions?

A No.

Q Dd you ever | ook at how nmuch ot her Bl ue
Cross plans who acquired Blue Cross plans had paid
for those plans?

MR, MCMAHON:  Your Honor, |'msorry, but
fromthe standard of the statutory requirenents
under the conversion statute we've all owed
M. Angoff sone | eniency about other conpanies,
but the statute requires fair narket val ue of
the transfer of Blue Cross Bl ue Shield of
Mont ana.

HEARI NG OFFI CER LEAPHART: (bj ection
noted. Proceed.

Q (By M. Angoff) 1Is it too |late now for
anot her conpany to cone in and offer nore for Bl ue

Cr 0oss?
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A You know, the -- it is.

Q Did you ever think that you could get a
hi gher price by having multiple prospective bidders
bi d agai nst each ot her?

A You know, we did not consider any type of
bi d because of the nultiple factors that we took
into account in determ ning what we believed woul d
be the best partner and then also the fact of the
ulti mate conversion statute and the requirenent for
an i ndependent val uati on.

Q Did you ever think that you should see how
much ot her conpanies were willing to pay before
rejecting thenf

A No, agai n, because of the requirenents
under the conversion statute.

Q Did you ever think that you had a duty to
the Montana public or to your policyholders to get
t he hi ghest price possible for the conpany?

A | believe that we have the duty in Mntana
to foll ow the conversion statute, as vague as it is,
and that we've agreed to follow it to the
determ nati on of val ue.

Q Now, you agreed to the transacti on subj ect
to a price to be determ ned, correct?

A W were, we had established the basic
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structure of the transaction, we were continuing to
perform due diligence, just as HCSC was conti nui ng
to performdue diligence and | believe at the sane
time the valuation was bei ng conduct ed.

Q Have you ever agreed to any ot her
transaction subject to a price to be determ ned?

A I have been involved in transacti ons where
met hodol ogi es have been established for the
determ nati on of val ue.

Q And t hese net hodol ogi es were established
after you agreed to the, after you agreed to the
transacti on?

A Not after we've agreed to the transaction
but after we've agreed to sonme of the structural
itemns.

Q And what were those transactions?

A Sone of those were when | was in private
practice as an attorney.

Q But since you ve been at Bl ue Cross of
Mont ana have you?

A W have agreed to a set nethodol ogy.

Q And what transaction was that in
connection with?

A When we were working through the

transacti on between Western States and Payne
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Fi nancial Goup there was basic agreenent on the
met hodol ogy and then the infornmation would identify
a price.

Q And in this case though did you agree on a
nmet hodol ogy?

A We did not have a net hodol ogy because it
was set by the statute.

Q Have you di scussed wth HCSC at any tinme
your conpetition in Montana?

A We have discussed with HCSC the fact that
there is nore conpetition in Montana and, in fact,
nore national multistate conpetition.

Q And what do you base your statenent on
that there is nore national and nultistate
conpetition on?

A The fact that PacificSource is doing
busi ness in Montana and we are now seeing nore of a
presence from G gna and, in fact, that United Health
Care was recently awarded the Tri Wst contract and
w |l have the | argest stake in Mntana.

Q Had you di scussed with HCSC t he taxes that
t he merged conpany would be likely to pay in
Mont ana?

A | have not.

Q Have you di scussed wth HCSC t he federal
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taxes the nmerged conpany would be likely to pay?

A | have not.

Q Have you di scussed with HCSC the things
that HCSC s i ncreased bargai ning, the things that
t he i ncreased bargai ni ng power that the nerged
conpany woul d have would all ow the nerged conpany to
do?

MR, MCMAHON: (Cbject to foundation, Your

Honor .

HEARI NG OFFI CER LEAPHART: Do you want to
| ay sonme nore foundation?

Q (By M. Angoff) You have di scussed the --
you' ve been negotiating the integration of Bl ue
Cross of Montana with HCSC, correct?

A Yes.

Q And one of the benefits of the acquisition
is, isn't it, that it would allow Bl ue Cross of
Mont ana to take advantage of the greater scal e that
HCSC has, correct?

A We woul d be able to take advantage of the
scal e on an adm ni strative standpoint with HCSC
systens and back of fice work.

Q You woul d al so be able to take advant age
of the increased bargai ni ng power by reason of their

size that HCSC brings, wouldn't you?
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A No.

Q Way not ?

A Because HCSC does not bring nenbership to
the state of Montana so |'m not sure how we're going
to have any increased bargai ni ng power.

Q So you have to buy typing paper, or |
guess you can't call it typing paper anynore, or
conput er paper, iIf HCSC buys it on behalf of all 13
mllion menbers they would get a | ower price,
woul dn't they, than if Blue Gross did it on behalf
of its 270,000 nenbers?

A "' m not sure how HCSC woul d negotiate for
typi ng paper.

Q It may not be the nost el oquent exanpl e,
but won't the nerged conpany have nore strength
because they' ve got nore lives and, therefore, nore
potential volune, won't they have nore bargai ni ng
power with vendors?

A Possi bly with sone.

Q And then you think they will not have,
that the nerged conpany woul d not have nore
bar gai ni ng power with others?

A It depends on the vendors, or the
rel ati onship, so..

Q Woul d the nerged conpany have nore
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bar gai ni ng power with doctors?

A Not in my opinion.

Q And what about with hospital s?

A Not in my opinion.

Q Wiat about wi th agents?

A Not in my opinion.

Q But you're famliar, aren't you, wth
M. Gallaso's study and his assunption that Bl ue
Cross of Montana woul d be payi ng agents 1 percent
l ess in comm ssion in 2013 and thereafter?

A I'"'mfamliar with that because you brought

it up in ny deposition.

Q But have you read M. Gl asso's report?
A | have not.

Q But you know it's a part of the record?
A Yes.

Q Have you di scussed with HCSC t he products
that you'll be selling through the exchange if the

transaction i s approved?

A | personally have not.

Q Do you know i f anyone el se at Bl ue Cross
has?

A It's ny understanding that others in our

conpany have tal ked with HCSC about exchange

products.
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Q And do you know whet her they've di scussed
pricing?

A They have not is ny understandi ng.

Q And do you know whet her they've di scussed
products that will be sold outside of the exchange?

A | believe they have.

Q And do you know what products woul d be
sol d outside of the exchange?

A I don't know the benefit design of the
products that will be sold outside of the exchange.

Q And do you know what, if any, products

that are not subject to the Affordable Care Act Bl ue

Cross wll be selling after January 21st, 20147?
A | do not.
Q M. Frank, as president of Blue Cross of

Montana | assunme you're famliar with Blue Cross
Bl ue Shield of Montana's annual statenent for 20127
A |'ve seen parts of it, yes.
Q Are you famliar with the five year
hi storical data pages?
A I can't recall offhand.
MR, ANGOFF: Well, Your Honor, nmay | have
this marked as Conmm ssioner's A for
I dentification?

HEARI NG OFFI CER LEAPHART:  You nay.
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What's the exhibit I D on this again?

MR.  ANGOFF: Exhi bit A

Q (By M. Angoff) M. Frank, |'ve shown you
what's been marked as Conmi ssioner's Exhibit A for
identificati on and ask whether you can identify it.

A It's our, it's the Blue Cross Blue Shield
of Montana's annual statenment for the year ended
Decenber 31st, 2012.

MR, ANGOFF: Your Honor, the parties
havi ng agreed to foundati on and authenticity, |
nmove that what's been nmarked as Conm ssioner's
Exhibit A for identification be admtted into
evi dence as Comm ssioner's Exhibit A

HEARI NG OFFI CER LEAPHART: Any obj ection?

MR, MCMAHON: No objection, Your Honor,
from Bl ue Cross of Montana.

M5. LENMARK: No obj ecti on.

HEARI NG OFFI CER LEAPHART: Attor ney
Cener al ?

MS. HUBBARD: No obj ection.

HEARI NG OFFI CER LEAPHART: It's adm tted.
Q (By M. Angoff) M. Frank, could you turn

to page 28 of Conm ssioner's Exhibit A?
A ' msorry, which page?
Q Page 28, which is headed Five Year

LESOFSKI COURT REPORTING & VIDEO CONFERENCING
406-443-2010




© 00 ~N oo o b~ w N P

N RN N NN R R R R R R R R R
g N W N P O © 0O N o o0 M W N Rk O

Transcript of Proceedings
CONFIDENTIAL PORTIONS REDACTED

181
H storical Data.
A Yes, |I'mthere.
Q And | just want to nmake sure | understand
a few nunbers on that page. |If you go to line 5 do

you see that it says total revenue?

A Yes.

Q Am | reading that correctly, does it show
Bl ue Cross of Montana's total revenues going from
516 mllion in 2008 to 601 mllion in 2012?

A Ceneral ly, yes.

Q And at the sane time that your revenues
went up your clainms adjustnent expenses went down,
correct, they went from36 mllion in 2008 to 30
mllion and 31 mllion in 2012?

A Yes, they did.

Q Do you know why that is, do you know why
t here was such an i nprovenent?

A ' mnot sure specific to that line 7, no.

Q Do you have any idea, did your clains
adj ust ment function change during that period?

A I'mnot sure what's all captured in the
cl ai ns adj ust nent expenses so I'msorry, | can't
answer that.

Q On the other hand, your total adm nistered

expenses went fromd47 mllion to 52 mllion between
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2008 and 2012, right?
A According to this, yes.

Q You say "according to this," do you have
any doubts that this is accurate?

A No.

Q And your total adm nistrative expenses
from 2008 t hrough 2011 renumi ned substantially
constant, while your total revenues went up from 516
to 562 between 2008 and 2011. Do you see that?

A Yes.

Q And so ny question is, do you know why
there was this sudden junp in total adm nistrative
expenses of about 5 mllion in the one year between
2008 and 20127

A l"mnot sure of all of the factors that
are included in the total adm nistrative expenses on
line 8 so | can't answer that.

Q Would M. Burzynski be nore famliar with
this?

A ' massum ng so but |'mnot sure.

Q And if M. Burzynski wouldn't who woul d?

A | believe sonebody el se fromour finance
depart nent woul d be.

Q But M. Burzynski's in charge of the

finance departnent, correct?
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A That's correct.
Q And then going down to line 12, that shows
you had a positive net incone in all years except

for 2009, correct?

A That's correct.

Q Wiy was 2009 so bad, do you know?

A | don't. | don't recall.

Q And you weren't CEO at the tine, right?
A That is correct.

Q So you had a positive net incone in all

years expect for one in that five-year period but if
you'll go down to page 23, I'msorry, line 23, that

shows that you had a negative underwiting gain for

all those five years, correct?

A W had a negative underwiting gain for
all of those as identified in line 9 as well.

Q Very good. But | assunme that you
targeted -- did you target a positive underwiting
gai n?

A It was our goal to have a positive
underwriting gain but unfortunately based on clains
costs, technology costs, adm n and ot her things we
weren't able to achieve a positive underwiting
gai n.

Q And your M.R on page 19 in all five years

LESOFSKI COURT REPORTING & VIDEO CONFERENCING
406-443-2010




© 00 ~N oo o b~ w N P

N RN N NN R R R R R R R R R
g N W N P O © 0O N o o0 M W N Rk O

Transcript of Proceedings
CONFIDENTIAL PORTIONS REDACTED

was at least 83, at mnimumit was 83.8, right?

A On page what, |I'msorry?

Q On line 19.

A Ch, line 19. At least 83 according to
this, yes.

Q And you're famliar with the U S
Departnent of Health and Human Services MR rul e?

A Cenerally, yes.

Q And you conplied with that rule in 2011
right? Blue Cross Blue Shield of Montana did not
owe a refund because it didn't conply with the MR
didit?

A Bl ue Cross Blue Shield of Montana did not
have to make a refund because it exceeded the
m ni nrum MLRS.

Q Bl ue Cross of Montana will have a seat on
the HCSC board if the acquisition is approved,
correct?

A That's correct.

Q And will you be -- will that seat be
your s?

A No, it will not.

Q Wio will be serving on the board?

A The process that will be followed to

184

identify the board nenber, is that nanes have been
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submtted to the HCSC board and then they w |
identify the Blue Cross Blue Shield of Montana board
menber that will sit on the HCSC board based on the
criteria that they've identified.

Q So you don't know who the individual wll
be who wll be a nenber of the board?

A No.

Q And there wll be a Montana affiliate
board, correct?

A Yes.

Q And what is that board?

A That board wll be -- all nenbers of our
current board have been offered the opportunity to
continue to serve on the board follow ng the cl osing
of the transacti on.

Q And this board woul d be an advi sory board,
correct?

A | believe that it wll have the
responsibility to oversee part of the | ocal
operations, to provide input on the | ocal operations
of our Blue Cross Blue Shield of Montana pl an.

Q But it won't be voting on HCSC conpany
deci si ons?

A | don't believe so.

MR. ANGOFF: No further questions, Your
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Honor .

HEARI NG OFFI CER LEAPHART: Any questions
fromthe Attorney General ?

M5. HUBBARD: No further questions, Your
Honor .

HEARI NG OFFI CER LEAPHART: Questions from
HCSC?

MR, KALECZYC. No further questions.

HEARI NG OFFI CER LEAPHART: Redirect from
Bl ue Cross?

MR, MCMAHON: Thank you, Your Honor.

DI RECT EXAM NATI ON OF M CHAEL FRANK ( Conti nued)

BY MR MCMAHON:

Q M. Frank, early on in M. Angoff's
exam nation of you this norning he tal ked about what
other entities Blue Cross talked to with respect to
potential alliance or partnership. Do you recall
t hat ?

A Yes.

Q Did Blue Cross Blue Shield of Montana
consi der any ot her Bl ue plans?

A Bl ue Cross Blue Shield of Montana | ooked
at all Blue plans and elim nated Bl ue plans based on

sone of the factors that | identified this norning.
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For exanple, we elimnated the for-profit Blue pl ans
t hat exi st under the Well Poi nt Napa unbrella, and
that's approximtely 14 plans because we did not
want to nove to a for-profit plans. W then | ooked
at the size and geographic | ocation of many of the
single-state plans and elimnated those plans. W
then, as | nentioned this norning, |ooked at the
multistate plans that we di scussed and t hen narrowed
it to the two that we ultinately had di scussi ons.

Q Now, from a standpoint of the history of
how Bl ue Cross arrived at the decision to request
the Attorney CGeneral's O fice and the Conm ssi oner
of I nsurance to approve the alliance, in your direct
testinony do you recall testifying of the process?

A Yes.

Q And how t hat process took a nunber of |
woul d say years and nont hs, correct?

A From when we first started tal ki ng about
the need to do sonmething different within our
conpany, Yyes.

Q So it wasn't as perhaps nmaybe left with
the inpression that it was a rushed deci sion?

A No, | think it was a very deliberate
decision after |l ooking at nmultiple options.

Q And those nultiple options included shared
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servi ces?

A Yes.

Q Qut sourci ng servi ces?

A Yes.

Q For purpose of the conversion statute do

you agree that Blue Cross Blue Shield consented to
being treated as a public benefit corporation?

A For purposes of this transaction and the
consent order, yes.

Q It's a nutual benefit, isn't it?

A That's correct.

Q Now, the annual report that the
Conmm ssioner's Ofice has nmarked and identified and
i ntroduced as Exhibit A that's filed with the

Comm ssioner's Ofice, isn't it?

A Yes.

Q It's a matter of public record?

A Yes.

Q | believe on Exhibit A M. Frank, on
page 5 -- do you still have it up there?

A Il do. It will take me a mnute to get

t her e. Yes.

Q Li ne 49, can you explain to Justice
Leaphart what that |line 49 represents?
A That's what we would typically refer to as
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our surplus or our reserves. | think in the
sinplest ternms it's the anmount that we essentially
have available to utilize for paynent of clains for
sone of our admi nistrative expenses, technol ogy
expenses, those types of things.
Q Now, because there is a conparison of your

current year and prior year, do you see that on page
57?

A Yes.

Q There is a decrease in the surplus?

A Yes.

Q Has that decrease in the surplus from
2011, 2012, is that normal ?

A We have been seeing years where we' ve been
seeing a decrease in our surplus, yes.

Q M. Angoff tal ked to you about the
proj ects, the FEP busi ness, the exchange readi ness,

t he Medi care Advantage. Do you recall that |ine of
questi oni ng?

A Yes.

Q And you had indicated with respect to
exchange readi ness Blue Cross wouldn't be able to do
it on your own; do you recall that?

A | believe we would have still participated

on the exchange but we woul d not have been able to
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afford the technol ogy or the other itens which |
bel i eve are necessary to put us in the best |ight on
t he exchange.

Q Are you able to explain to Justice
Leaphart the cost of that technol ogy?

A I don't know t he exact cost of the
technol ogy but I know that we have | ooked at it and

when you conbine that cost with the other technol ogy
projects that we have it would severely cut into our
surplus and | don't think we'd be able to conpl ete
that along with our other projects.

Q I do understand you correctly, M. Frank
that while price was not negoti ated between the
parties, the parties did negotiate on how the price
woul d be determ ned?

A Yes.

Q And that would, and as | understand based
upon your testinony, how the price would be
negoti ated was direct part and parcel wth the
conversion statute, correct?

A How price woul d be determ ned was part and
parcel to the conversion statute, yes.

Q Now you i ndicated in your answers to
M. Angoff that regardless if the alliance goes

t hrough or not the Medicare Advantage, the FEP
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busi ness, the exchange rate would still continue

wth HCSC, correct?

A Yes.

Q Is that going to continue through
eternity?

A No, it was a set term

Q WAs size of conpetition in Montana a

factor with respect to Blue Cross Blue Shield of

191

Mont ana' s consi derati on of alliance or a partnership

w t h anot her Bl ue pl an?

A It was the size of the conpetition, the
fact that much of the conpetition is operating in
multiple states, which we do not. So it was size
pl us some ot her things.

Q Now, when | say size of conpetition |
refer to, and | apol ogize for not indicating
earlier, size of nenbership of those other
conpetitors?

A That's what | woul d consider the size as
wel | .

Q Do you know whet her, how many nenbers
Ci gna or Aetna or United have?

A | believe that they can range anywhere
fromprobably 10 or 12 mllion up to 40 mllion.

|"mnot certain on the size of those entities.
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Q So in that respect was it inportant for
Bl ue Cross Blue Shield of Montana to be able to
conpete on those nenber sizes?

A It was very inportant for us to conpete,
again, for many of the things that we've tal ked
about as far as scale, admnistrative cost,
spreading the risk over nmultiple nenbers, and it was
al so i nmportant when we | ooked at size because we did
not want to do a transaction with a plan, with a
Bl ue plan, and then have to do it agai n because of
size or other issues.

Q Wth respect to Conpany X, did it have
f ewer nenbers than HCSC?

A Yes.

Q And as | understand what you just | ast
said, you didn't want to go through multiple
conver si ons?

A W didn't want to go through nultiple
transactions with nultiple different conpanies.

Q So there was a concern that wth respect
to the size of nenbership you wanted to nake sure
that if this happened this was the only tinme it
happened?

A Yes.

Q Now, i n consideration of HCSC, as |

LESOFSKI COURT REPORTING & VIDEO CONFERENCING
406-443-2010




© 00 ~N oo o b~ w N P

N RN N NN R R R R R R R R R
g N W N P O © 0O N o o0 M W N Rk O

Transcript of Proceedings
CONFIDENTIAL PORTIONS REDACTED

193

understand the factors that you tal ked about in your
direct testinony and again with M. Angoff today, a
very inportant factor was the nonprofit status,
correct?

A That's correct.

Q And HCSC is a not-for-profit conpany,
correct?

A That's ny under st andi ng, yes.

Q And that was determ ned before Blue Cross
went down this path with HCSC, correct?

A As | nmentioned to you earlier, when
| ooki ng at the universe of Blue plans we elim nated
the for-profit Blue plans, yes.

Q M. Frank, M. Angoff tal ked at sone
| engt h about Bl ue Cross not having asked for prices
from ot her conpanies. Do you recall that?

A Yes.

Q Can you explain to Justice Leaphart why
t hat was not done?

A Well, as | explained before, there is
mul tiple factors that went into our ultimate
deci si on maki ng about form ng an alliance and then
what we thought would be or which entity we thought
woul d be the best partner. For exanple, |ooking at

t echnol ogy, | ooking at size, financial strength,
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culture, protection for enployees, |eadership, |ocal
presence, use of nane, those types of things, so

t hat drove where we went on | ooking at potenti al
partners. Once we started to discuss structure, as
| nentioned, we then started to follow the
conversion statute and the requirenents under the
conver si on stat ute.

Q And as M. M I tenberger, you were here
t oday when he testified, do you renmenber that?

A Yes.

Q This wasn't a situation where a car was
runni ng out of gas and pulled over and had a fire
sale, was it?

A ' mvery concerned about the future of our
conpany and al t hough we nay not be out of gas today,
| believe that our board of directors and nyself and
our executive team have the obligation to, for the
citizens of Montana to have the strongest
not-for-profit Blue plan that we can possi bly have.
And when you | ook at the issues that we're facing
wth the uncertainty of health care and the ACA, our
t echnol ogy needs, our inability to maintain or to
reach an underwiting gain on a consistent basis, we
may not be the car running out of gas but | don't

want to becone the car running out of gas and we
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have to take those into account and strengthen our
pl an for Montana.
Q So Blue Cross is being proactive rather
t han reactive, correct?
A Yes.
MR MCMAHON: | don't have anything
further, Your Honor. Thank you.
HEARI NG CFFI CER LEAPHART: Thank you. Any
recross?

MR. ANGOFF: Yes, Your Honor.

CROSS- EXAM NATI ON OF M CHAEL FRANK ( Conti nued)
BY MR ANGOFF:

Q M. Frank, you told M. MMahon that the
parties did not negotiate the price in this
transacti on but that they did negotiate on how the
price would be determ ned. Do you renenber that?

A Yes.

Q So when you negoti ated on how the price
woul d be determ ned what position did you take, how
did you want the price to be determ ned?

A I think the parties cane to agreenent that
there woul d be an i ndependent val uati on and HCSC
woul d either accept or reject that price.

Q Well, did you have a position, before Blue
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Cross Blue Shield Cross and HCSC cane to that
agreenent, did Blue Cross have any ot her suggestion
as to how price should be determ ned?
A Not that |I'm aware of, no.
Q And do you recall HCSC ever maki ng any
ot her suggesti on?
A Not that I'm aware of, no.
MR. ANGOFF: Not hing further, Your Honor.
HEARI NG OFFI CER LEAPHART: Thank you.
M. Kal eczyc?

MR, KALECZYC. Thank you, Your Honor.

CROSS- EXAM NATI ON OF M CHAEL FRANK

BY MR KALECZYC.

Q Wth respect to the question of price,
M. Frank, would it be in your opinion in the best
interest of Blue Cross to get the highest price
possible for its core assets without regard to
either factors such as profit versus nonprofit
status or the technol ogy avail abl e from ot her
conpani es?

A | think as in any transaction there is
mul tiple factors that go into play and cone into
play for the long-termviability, the stability of

the plan, sone of which you ve identified |ike
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t echnol ogy, enpl oyee base not-for-profit status. So
| think you have to |l ook at the nultitude of factors
to get the best partner for the plan for the conpany
that may be involved in the transaction.

Q And you say, M. Frank, that you want to
consi der those for the best interests of the plan
and conmpany. Do those also translate into the
interests of the public in the state of Mntana?

A | believe they do because | believe that
it's in the best interest of the public to have the
strongest not-for-profit Blue plan that we can to
continue the service that we've provi ded over the
| ast 72 years.

Q And that strength does not in your view
translate directly into getting the | argest purchase
price in the best interests of the public in
Mont ana; is that correct?

A Agai n, you've got to get the purchase
prices allowed for under the conversion factor, but
there is nultiple factors that go into any
transacti on.

MR. KALECZYC. Thank you. | have no
further questions, Your Honor.
HEARI NG OFFI CER LEAPHART: Any ot her

questions? You may be excused. Your next
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W t ness?

MR. MCMAHON:  Your Honor, M. Burzynski
has been sequestered, if it's okay we'll go
find him

MR. LASLOVI CH  Your Honor, can we take a
short break?

HEARI NG OFFI CER LEAPHART: Sure. Take a
ten-m nute break until five after.

(Break taken.)
MR. MCMAHON:  Your Honor, Blue Cross Bl ue
Shield of Montana would call Mark Burzynski .
(Wtness sworn.)
MR, MCMAHON: May | approach, Your Honor?
HEARI NG OFFI CER LEAPHART:  Yes.

DI RECT EXAM NATI ON OF MARK BURZYNSKI

BY MR MCMAHON:

Q M. Burzynski, what |'mhanding to you is
a copy of your March 5th, 2013 direct testinony.

A Ckay.

Q Did you affirmthe statenments that you
made in that direct testinony?

A Yes.

Q Since your direct testinony was filed are

you aware of a change of the purchase price that you
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testified to in your direct testinony?

A Woul d you pl ease restate that?

Q Since the direct testinony was filed are
you aware of a change in the purchase price that you
testified to in your direct testinony?

A Yes, | am

Q And what has that purchase price changed
fromand to?

A It changed from 17.611 mllion to 40.2
mllion.

MR MCMAHON: | offer the witness for

Cross-exam nation, Your Honor.

HEARI NG OFFI CER LEAPHART: M. Angoff?

CROSS- EXAM NATI ON OF MARK BURZYNSKI

BY MR ANGOFF:

Q Good afternoon, M. Burzynski .

A Good afternoon.

Q Do you recall the week before | ast that we
met when your deposition was taken?

A Yes, | do.

Q Now, you've been with Blue Cross of
Mont ana for how | ong?

A Thirteen years.

Q And you' ve had several different jobs,
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That is correct.

You were in governnent relations for a

Yes.

And you' ve also dealt with providers?
Yes.

And since 2010 you've been CFO, right?
Correct.

And you're al so an account ant ?

Yes.

And as CFO you're responsi ble for the

fi nance departnent?

A

Q >» O » O » O P» O >» O

Yes.

And the accounting departnent?
Yes.

And treasury functions?

Yes.

And budgeti ng?

Yes.

And the actuarial departnent?
Yes.

And the underwriting departnent?
Yes.

And you're also responsible for strategic
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pl anni ng?

A Yes.

Q And you are also involved in the
negoti ati ons between Bl ue Cross Bl ue Shield of
Mont ana and HCSC about the terns of the acquisition,
correct?

A No.

Q You weren't involved in negotiating wth
HCSC?

A Correct.

Q Wren't you on a teamthat was responsible
for working out the specific terns of the
affiliation wwth HCSC after the board decided to
appr oach HCSC?

A My focus was the adm nistrative services
agr eenent .

Q That was your only focus with HCSC? You
weren't involved in negotiating the terns of the
transaction wth HCSC, is that what you're sayi ng?

A Correct.

Q Were you involved in negotiating the
i ntegration of Blue Cross of Montana w th HCSC?

A Wul d you define -- | lost ny train of
t hought, I'm sorry, but woul d you define
I ntegration, please?
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Q After the parties agreed to affiliate
i ssues have to be worked out, don't they, as to how
t he conpanies are going to join together?

A Under st ood.

Q And you have been involved in that

process, haven't you?

A Yes.
Q And what's been your involvenent in that
process?

A My primary responsibility has been the, as
| nentioned earlier, the admnistrative services
agreenent where we are outsourcing functions and
duties to HCSC.

Q And you're also involved in planning for
t he exchanges, aren't you?

A | amresponsible for it, yes.

Q And what exactly are you responsi ble for
in connection with the exchanges?

A Maki ng sure we're successful on the
exchange.

Q And so what are the tasks, what are the
functions that you' re responsible for in connection
with the exchanges?

A Coul d you nmaybe restate that, please?

Q I think the question is clear. Wat are
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the functions that you're responsible for in
connection with the exchanges?

A I amresponsi ble for making sure that we

are successful on the exchange and as a result we
have, to that end | should say, we have a team of
i ndi viduals that are working in conjunction with the
teans at HCSC to make sure that we are functional on
exchange.

Q And you're responsi ble for that teanf

A Yes.

Q And are you al so responsi ble for preparing
t he annual statenent that's filed with the
Departnent of | nsurance each year?

A The annual statenent is conpleted by the
finance departnment, which | oversee.

Q Now, when we spoke two weeks ago you said
that Blue Cross of Montana targeted a one half of 1
percent underwiting gain; do you renenber that?

A | remenber the conversation. | think
the -- I"mnot sure | heard you correctly but it was
a .5 percent underwiting gain.

Q Right, .5 percent. And .5 percent is
equal, isn't it, to one half of 1 percent?

A Correct.

Q And in the | ast several years Blue Cross
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of Montana has not made that target .5 percent, has

it?
A Correct.
Q It's had an underwiting | oss?
A Correct.
Q But except for one year it still nade a

net profit right out of the last five years?

A Woul d you repeat that?

Q Yes. Over the nost recent five-year
period from 2008 to 2012, Blue Cross still had a net
profit in all but one year, correct?

A To the best of ny recollection, yes.

Q And that's because it had ot her i1 ncone
that was greater than the anpbunt that the conpany
| ost on underwiting, correct?

A Correct.

Q And nost of that i ncone was investnent
i ncone; is that right?

A Yes.

Q And are there other sources of incone
besi des i nvestnment incone that are other incone?

A I ' massuni ng when you say i nvest ment
i ncome that, are you excluding or including incone
from our subsidiaries?

Q I ' m excl udi ng i ncone from subsi di ari es.
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So incone fromsubsidiaries is another type of
I ncone?
A Yes, and we have generated inconme from our
subs.
Q And so for four of the last five years

your inconme from subsidiaries and i nvestnent incone

has been nore than your | oss on underwiting,

correct?
A To the best of ny recollection, yes.
Q Now, one of the goals of the acquisition

is, isn't it, to enable Blue Cross of Mdintana to
post underwiting gains rather than underwiting
| osses?

A Preferred, yes.

Q And do you know whether if the acquisition
i's approved whether HCSC will continue to target the
one half of 1 percent underwiting gain that Bl ue
Cross of Montana now targets?
| do not know that.
Have you had any di scussi ons about that?

No, | have not.

QO » O >

Now, the higher the underwiting gain the
hi gher the premiumis going to be all other things
equal , correct?

A Pl ease state it again.
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Q Sure. Everything el se equal, all other
things remai ni ng the sanme, the higher the
underwriting gain the higher the premumis going to
be; isn't that right?

A | can't say | can answer that.

Q Way not ?

A | don't know that | can agree with you.
I'"mtrying to think it through.

Q Ckay, tell nme why, tell ne why that is not
a true statenent.

A That prem uns woul d necessarily be higher
if the underwiting gain is higher?

Q Al'l other things equal, yes.

A Not to qui bble, and | apol ogi ze, but when

you say "all other things equal,"” could you define
that or at | east describe that for ne, please?

Q Al'l other things equal, the higher the
underwiting gain the higher the premumis going to
be. | would like you to tell ne whether you agree
wth that and if you don't to tell ne why you don't
agree with that.

A The underwiting gain is dependent on a
variety of factors, including your utilization and
adm ni strati ve expenses, so to the extent that those

are |lower or higher that wll affect your
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underwiting gain or |oss.
Q Sure. But |I'msaying all things, all
ot her things equal, that's the prem se of ny
question, |I'm sinply asking, holding everything el se

equal isn't it true that the higher the underwiting
gain the higher the premumis going to be?

A 'l say yes.

Q Did you ever participate in any di scussion
with Blue Cross of Montana, at Blue Cross of Mntana
rather, in which changing the underwiting profit
target of one half of 1 percent was di scussed?

A You're asking if | participated in
di scussi ons changi ng that?

Q Yes, was that issue ever discussed at Bl ue
Cross of Montana to the extent you can recall ?

A I will say that there was discussion of
establishing a .5 so | don't knowif that's
technically changing it but establishing the .5.

Q WAs there ever any di scussi on of naking
that .5 higher, of having a higher target
underwriting profit?

A No.

Q Was there ever a discussion of having a
| ower underwiting profit target than .5 percent?

A No.
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MR, ANGOFF:  Your Honor, we nay want to
for just the next few m nutes nmake these
questions confidential. Wy don't | ask one
questi on and give counsel an opportunity to
make that request.

HEARI NG OFFI CER LEAPHART: Ask the
question and you hold off on the answer.

Q (By M. Angoff) M. Burzynski, if the
acqui sition is approved do you know whet her you wil |
still be the CFO of Blue Cross of Mntana?

HEARI NG OFFI CER LEAPHART: Counsel, are
you okay?

MR MCMAHON: | think it's okay if he
answers the question.

HEARI NG OFFI CER LEAPHART: Ckay.

A | have been told | will not be.

Q (By M. Angoff) So do you expect to be
the CFO of Blue Cross of Montana if the acquisition
I s approved?

A No.

Q Way not ?

A Because at the local |evel ny position
woul d not exist and |'ve been told that.

Q So there would no | onger be a CFO of Bl ue

Cross of Montana, correct?
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A Correct.

Q Then what position wthin the HCSC
enterprise would performthe functions that you now
do as CFO of Blue Cross of Mntana?

A The financial function, many of the
functions that you nentioned earlier would be
handl ed at the enterprise | evel.

Q Well then if there is not going to be any
CFO of Blue Cross of Montana if the acquisition is
approved and you're now the CFO of Blue Cross of
Mont ana, woul d you want to, do you want to stay with
the conpany if the acquisition is approved?

A Yes, | do.

Q And have you had di scussions as to what

your role would be?

A No.
Q If you decide to | eave voluntarily do you
know what, 1 f any, benefits you wll receive?

MR. MCMAHON: Your Honor, this is probably
an issue wth respect to the confidentiality of
M. Burzynski's enpl oynent, so..

MR. ANGOFF: No objection. Wth a caveat
that we're happy to proceed for purposes of
this hearing today on a confidential basis,

t hat doesn't nean that the Departnent
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necessarily agrees that as a matter of lawthis
area shoul d be kept confidential.

HEARI NG OFFI CER LEAPHART: Do you want to
go into confidentiality right now or do you
want to hold it off to the end of your
quest i oni ng?

MR. ANGOFF: | guess | prefer to go into
It now.

HEARI NG OFFI CER LEAPHART: Ckay. Once
agai n, we have to ask everybody other than the
attorneys directly involved in this case to
pl ease exit out into the | obby area and have
t he doors shut.

(Confidential portion of

transcript.)
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(Confidential portion

concl uded.)

HEARI NG OFFI CER LEAPHART: Let the record
reflect that the public has been all owed back
into the roomand M. Angoff can continue wth

hi s exam nati on of M. Burzynski

CRCSS- EXAM NATI ON OF MARK BURZYNSKI ( Cont i nued)
BY MR ANGOFF:

Q M. Burzynski, forgive nme, I'"'mgoing to
repeat | argely several questions that were asked
when the public was out of the room which should not
have been nade confidential so |'m going to repeat
them | hope you'll bear with ne.

When your deposition was taken the week
before |l ast you said that the anmount of surplus Blue
Cross targets doesn't depend on a fornula, right;
isn't that right?

A Yes.

Q And i nstead you said it depends on
nodel i ng, correct?

A Yes.

Q And you tal ked about nodeling five risks

and you at that tinme could recall three big ones,
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correct?
A | don't know that | could recall the
t hr ee.
Q And one of themwas trend rates, right?
A | don't recall that.

MR. ANGOFF: May | approach the w tness,

Your Honor?

HEARI NG OFFI CER LEAPHART: You may.

Q (By M. Angoff) M. Burzynski, could you
turn to page 113, pl ease, of that deposition and
could you read lines 6 and 7?

A Underwriting performance, technol ogy
needs, trend rates, those are probably the three big
ones.

Q Ckay. And so does that refresh your
recollection as to what you testified in your
deposi ti on?

HEARI NG OFFI CER LEAPHART: Does t hat
refresh your recollection?

THE W TNESS: Excuse ne, | was readi ng.

HEARI NG OFFI CER LEAPHART: Sorry. Go
ahead and read.

A Pl ease ask the question again.

Q (By M. Angoff) Yes, does that refresh

your recollection as to what you testified in your
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deposition?

A | renmenber the conversation.

Q So in recent years your actual trend has
turned out to be higher than the trend you assune,
ri ght?

A Yes.

Q Has it turned out to be about a point and
a half higher?

A | don't recall

Q More than that, nore than a point and a
hal f ?

A All |1 can say is it was significant.

Q And significant would certainly be greater
than a point then, right?

A Yes.

Q Now, in the course of your discussions
wth HCSC when, if at all, did you first hear the
i ssue of the price that HCSC woul d pay for Bl ue
Cross of Montana broached?

A I would say it was in Septenber.

Q And who broached it?

A The price canme out of the work that was
done by Dr. Gal asso, the independent fair market
val ue.

Q There was a tine, wasn't there, when there
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was sone di scussion as to the price that HCSC woul d
pay for the assets it's acquiring from Bl ue Cross of
Mont ana, correct?

A Yes.

Q And so |I'maware of Dr. Gal asso's st udy,
but what I'"'mtrying to find out is when did the
first discussion about that price take place between

HCSC and Bl ue Cross of Montana?

A It only took place in the context of the
fair market valuation. It wasn't discussed other
t han t hat.

Q VWll, howdid Dr. Galasso cone then to do
his fair market val uation?

A According to statute we had to have a fair
mar ket val uati on done and so Dr. Gal asso was
contacted to do that val uation.

Q Dd you instruct himto do that val uation?

A Yes.

Q And di d sonmebody instruct you to instruct
Dr. Galasso to do that valuation?

A Yes.

Q And who was that?

A Jerry Lusk, the chairperson of Blue Cross
Bl ue Shield' s board.

Q And approximately when did M. Lusk give
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you t hose instructions?
A I would say the end of July, the beginning
of August.
Q And was M. Lusk involved in discussing

the affiliation wth HCSC?

A No.

Q Do you renmenber the neeting that HCSC went
to in Three Forks, Montana on June 1l1lth, do you
remenber that neeting?

A Yes, | do.

Q WAs M. Lusk there?

A Yes, he was.

Q And was the chair of the board of HCSC

A | don't believe he was there.

Q Now, as the CFO of Blue Cross of Montana
you' ve seen various, you've overseen various
acquisitions that Blue Cross of Montana has nade,
correct?

MR, MCMAHON: (Cbj ection, no foundation.

Q (By M. Angoff) Has Blue Cross of Montana
made acqui sitions while you ve been CFO of Bl ue
Cross of Mont ana?

A No.

Q It's nade no acquisitions?
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A None that -- you m ght have an exanpl e but
none conme to m nd.
Q Si nce you' ve been at Blue Cross of Mntana

in any capacity has Blue Cross of Mntana nade any
acqui sitions?

A No.

Q And you' ve been at Blue Cross of Mntana
si nce when?

A Thirteen years, 2000.

Q And to your know edge within that 13 years
Bl ue Cross of Montana has made no acqui sitions?

A Not to nmy know edge.

Q As CFO of Blue Cross of Montana have you
ever estimated the value of Blue Cross of Montana?

A Wile | was CFO?

Q Yes.

A QG her than related to this transacti on?

Q Yes.

A No.

Q Have you ever estinmated the val ue of Bl ue
Cross of Montana before you were CFO?

A No.

Q In connection with this transacti on what

val uati on of Blue Cross of Mntana have you done?

A I haven't personally done any.
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Q Have you ever convened a conmittee to
estimate the value of Blue Cross of Mntana?
A No.
Q Have you ever instructed any individual or

a teamof individuals to estinmate the val ue of Bl ue
Cross of Montana?

A No.

Q Now as Blue Cross CFO you're famliar wth
t he Blue Cross nane and mark, right?

A Yes.

Q Have you ever seen a report as to what the
val ue of the Blue Cross nanme and mark is?

A No.

Q You' ve never seen a report done by the
Bl ue Cross associ ati on about the val ue of Blue Cross
nanme and mar k?

A No.

Q Have you ever tried to place a val ue on
the Blue Cross name and mark yoursel f?

A No.

Q Have you ever instructed any commttee or
team of individuals to value the Blue Cross nane and
mar k?

A No.

Q Now, as CFO of Blue Cross of Mntana do
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you nmake it your business to know about ot her
acqui sitions that occur in the health insurance
busi ness?
A Cccasionally | read about themin
peri odi cal s.
Q Are you famliar with the proposed Aetna,

Coventry acqui sition?

A No.

Q Do you know whet her there is an Aetna,
Coventry acqui sition?

A No.

Q Now, as CFO of Blue Cross of Montana is it
fair to say that you're famliar wth other proposed
acqui sitions of other Blue Cross conpani es that have

occurred?

A Yes.
Q Whi ch ones are you famliar wth?
A The ones that have occurred wthin

regi ons, HM.

Q I'"'msorry, HM ?

A Wiich is the, | think it's Pittsburgh
based, Western Pennsyl vani a plan, Carelst and then
the various acquisitions that Anthemdid for their
for-profit group.

Q Now, wth respect to any of these
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acquisitions did you ever | ook into how much the
acquiring conpany paid for the acquired conpany?

A No.

Q Did you ever seek to see how nmuch per
menber, per covered life the acquired conpany pai d?

A No.

Q The acquiring conpany paid?

A No.

Q Now what about the acquisitions that HCSC
has nade in the past, have you | ooked into themto
see how nuch HCSC paid for the conpanies that it's
al ready acquired?

A No.

Q And then | guess you haven't val ued how
much HCSC pai d per covered life in connection with
any of those acquisitions?

A No.

Q And what about the Blue Cross plans that
have converted to for-profit status, are you
famliar with the anount that they' ve rai sed through
an initial public offer?

A No.

Q And did you ever review the price that was
offered for Blue Cross conpani es where the

acqui sition was di sapproved by the insurance
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comm ssi on?
A Woul d you pl ease repeat that?
Q Yeah. Did you ever review the price that

was offered for Blue Cross conpanies by a potenti al,
by a woul d- be acquirer where the acquisition was
di sapproved by the insurance departnent?

A No.

Q And then | assune you never reviewed the
Conmi ssion's opinion in any of those matters?

A Correct.

Q Did you ever review the estinmated | PL
price of Blue Cross conpani es whose applications to
convert to for-profit status were denied by the
I nsurance depart nent?

A No.

Q Did you ever think you should get the
hi ghest price you possibly could for Blue Cross of
Mont ana?

A The only price that | was focused on was
the one that would be delivered by the i ndependent
evaluator trying to determne a fair market val ue.

Q Did you ever discuss with anyone at Bl ue
Cross of Mntana the question of whether you should
get the highest price you possibly could for the

conpany?
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A No, we followed the statute.
Q Did you ever review the process, if any,
t hat ot her Blue Cross conpani es which were acquired

went through to determ ne the purchase price of the

conpany?
A No.
Q Now, your insureds are the owners of the

conpany, right?
MR, MCMAHON: (bj ection, no foundation.
Q (By M. Angoff) Do you know who owns --
Bl ue Cross of Montana doesn't have stockhol ders,
right?
THE WTNESS: I|I'ma little confused right
NOW.
HEARI NG OFFI CER LEAPHART: He's asked you
i f you know does Bl ue Cross of Montana have
st ockhol ders.
A W do now.
Q (By M. Angoff) So Blue Cross of Mntana
is not owned by stockhol ders, correct?
A Correct.
Q Vel l, do you know who does own Bl ue Cross
of Mont ana.
A | consider it a state entity.

Q l''msorry?
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A We serve the interests of the state.

Q Meani ng t he peopl e of Mont ana?

A Correct.

Q Do you know what assets of Blue Cross of
Mont ana HCSC has agreed to acquire?

A Yes.

Q What are those assets?

A HCSC i s acquiring our |ines of business
and our operating assets.

Q Are there any assets of Blue Cross of
Mont ana that HCSC is not acquiring?

A Yes.

Q And what are those assets?

A Those are our investnents, which are part

surplus, and buil dings would be the primary ones.

Q And what wi |l happen to those assets?

A They will end up in the foundation that's
created should the alliance be approved.

Q Have you ever done any investigation of
the effectiveness of foundations that have resulted
from conversions in other states?

A No.

Q Did you study the integration process that
occurred between Blue Cross of New Mexi co and HCSC

when Bl ue Cross of New Mexi co was purchased by HCSC?
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A No.

Q Did you study the integration process that
Bl ue Cross of Cklahoma went through when Bl ue Cross
of Okl ahoma was purchased by HCSC?

A Could I ask, what do you nean by study?

Q Do you know what the process was that Bl ue
Cross of Okl ahona went through when they agreed to
an affiliation wth HCSC?

A No.

MR, ANGOFF: No further questions, Your

Honor .

HEARI NG OFFI CER LEAPHART: Attor ney

Cener al ?

M5. HUBBARD: W have none, Your Honor.
HEARI NG OFFI CER LEAPHART: M. Kal eczyc?

CROSS- EXAM NATI ON OF MARK BURZYNSKI
BY MR KALECZYC.

Q M. Burzynski, | just wanted to talk to
you for a nonent about the assets that are going to
be acquired and not acquired by HCSC. | believe
your testinony in response to questions from
M. Angoff was that the |lines of business and
operating assets would be acquired but investnents

in buildings would not be acquired; is that correct?
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A Yes.

Q In addition to that are there other |ines
of business that Blue Cross Blue Shield of Mntana
has now t hat would not be acquired by HCSC such as
WB| ?

A WEl or the entities in Conbined Benefit
Managenent, Inc., CBM, are subsidiaries as opposed
to lines of business. The CBM would be left in the
f oundat i on.

Q Thank you. | have no ot her questions.

HEARI NG OFFI CER LEAPHART: For ny benefit

WSl is Western States | nsurance?

MR, KALECZYC. l'msorry, Western States
| nsur ance.

HEARI NG OFFI CER LEAPHART: Ckay.

REDI RECT EXAM NATI ON OF MARK BURZYNSKI
BY MR MCMAHON:

Q M. Burzynski, do you recall M. Angoff's
questi oni ng about your study or anal ysis of other
transacti ons of other Bl ue plans?

A | do recall the conversation.

Q Do you know if those other acquisitions,

i ntegrations, whether it's a alliance or whatever,

wer e they governed under the Montana conversion
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statute?

A They were not.

Q So when he tal ks about whet her you did any
research with respect to those other transactions or
proposed transacti ons or whether a conm ssi oner of
i nsurance said yes or no, would you agree with ne

that they weren't under the conversion statute?

A Yes, | woul d.

Q W are under the conversion statute,
correct?

A Yes.

Q And Blue Cross is conmtted to conply with
t he conversion statute, correct?

A Yes.

Q You tal ked about assets that HCSC was

acquiring in this transaction, correct?

A Yes.

Q Is HCSC taking any surplus from Bl ue
Cross?

A No.

Q And that surplus, one of the things that
it's used for and can be used for is to cover fully
insured lives?

A Yes.

Q Have you ever | ooked at from a standpoi nt
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of an estimate of what that surplus/reserves to
cover may be worth?
A Yes.
Q Can you tell Justice Leaphart what that
i s?
A | would estinate that at 200 percent RBC

t hat nunber night be approximately $50 nmillion and
at 375 percent RBC that nunmber m ght be closer to
$90 mllion.

Q And that surplus stays here in Mntana,
doesn't it?

A Yes, it does.

Q Now, M. Angoff asked you about whet her
you' ve ever seen any studi es about the value of the
Bl ue Cross nane and mark, do you recall that |ine of
questi oni ng?

A Yes.

Q Do you recall any studies of the Bl ue

Cross nane and nmark under the Mbntana conversi on

statute?
A No.
Q In your direct testinony you tal ked about

vari ous capital expenditures that Blue Cross w |
save if this transaction goes through, correct?

A Yes.
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Q Now, fromthose capital expenditures if
the alliance doesn't go through will Blue Cross have
to make those investnents?
A Yes.
Q And coul d you refresh ny recoll ection how

much that is?

A The estinmate is just over $100 million.

Q You had sone di scussion with M. Angoff
regarding .5 underwiting gain targeting, correct?

A Yes.

Q And do you renenber the |ine of
questioning we said all things considered equal if
the underwiting gain is .5 percent, the higher the
underwiting gain all things being equal the higher
t he prem um nmay be?

A Yes.

Q If a conpany has a .5 percent underwiting
profit target but has 11 to 12 percent
adm ni strative costs and one conpany has a 2 percent
underwiting target with 7 percent adm nistrative
expenses, what conpany nmay have hi gher prem ums?

A The first one.

Q  Wy?

A Because with the .5 and the hi gher

adm nistrative retention prem uns woul d be higher.
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Q So really you have to conpare apples to
apples in that type of discussion, don't you?

A Yes.

Q Wien we' re tal king whet her the prem uns
are going to increase or decrease?

A Correct.

Q Now, M. Burzynski, when M. Angoff was
tal ki ng about froma standpoint there is going to be
no CFO at Blue Cross Blue Shield of Montana if this
transacti on goes through, correct?

A Correct.

Q And | believe your testinony was that you

would |Iike to be enpl oyed by HCSC, correct?

A Yes.

Q Wiy is this transaction so inportant to
you?

A Because it will fundamental ly change Bl ue

Cross and Blue Shield of Montana's ability to serve
the residents of the state in terns of technol ogy,
assunption of risk, access to subject matter

experts, the creation of econom es of scale, ability
to conpete with the new mar ket pl ace where our
conpetitors have 13, 18 and 35 mllion nenbers. W
just couldn't possibly conpete wth 245, 000 nenbers

agai nst that kind of conpetition. Because of that
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we woul d have the ability to get out, we'll have the
ability to get on the exchange.

Currently HCSC has over 1,500 people
wor ki ng on health care reform that's fire power
that Blue Cross Blue Shield of Montana just would
never ever have wth approximately 530 enpl oyees.
Health care reformis very conplex, very
technol ogically demandi ng and the only way we are
going to be able to conpete and serve the residents
of the state of Montana effectively is through the
resources afforded us by HCSC. This is the nost
important thing | wll do in ny care career.

Q Do you believe that in attenpting to seek
the Attorney CGeneral's approval and the Conm ssion
of I nsurance approval in this transaction that Bl ue
Cross is being proactive or reactive to the change
in the health care industry?

A Very nuch proacti ve.

Q Thank you, M. Burzynski.

HEARI NG OFFI CER LEAPHART: Any further

questions, M. Angoff?

MR. ANGOFF: No questions, Your Honor.

HEARI NG OFFI CER LEAPHART: You may step

down, M. Burzynski. Thank you.

MR, KALECZYC. If we could take a quick

LESOFSKI COURT REPORTING & VIDEO CONFERENCING
406-443-2010




© 00 ~N oo o b~ w N P

N RN N NN R R R R R R R R R
g N W N P O © 0O N o o0 M W N Rk O

Transcript of Proceedings
CONFIDENTIAL PORTIONS REDACTED

242
break so we coul d change.
HEARI NG OFFI CER LEAPHART:  Sure.
(OFf the record briefly.)
MR. KALECZYC. Your Honor, 1'd like to
call M. Janes Kadel a.
(Wtness sworn.)
DI RECT EXAM NATI ON OF JAMES KADELA
BY MR KALECZYC:
Q Wul d you state your nane for the record,
pl ease?
A Janmes Kadel a.
MR, KALECZYC. May | approach the w tness,
pl ease?

HEARI NG OFFI CER LEAPHART:  Yes.

Q (By M. Kal eczyc) M. Kadela, |'ve handed
you your prefiled testinony dated February 8th,
2013. Is that, in fact, your prefiled testinony?

A Yes, it is.

Q For purposes of the hearing today do you
adopt the statenents contained in that prefiled
testi nony?

A Yes, | do.

MR KALECZYC. Your Honor, we submt the

W tness for any cross-examn nati on.
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HEARI NG OFFI CER LEAPHART: M. Angoff?
CROSS- EXAM NATI ON OF JAMES KADELA

BY MR ANGOFF:

Q Good afternoon, M. Kadel a.

A Good afternoon.

Q You'l | be pleased to know | have very few
questions. First, in your direct testinony you note

that after acquisitions in other states the Bl ue
Cross conpany there saw a very substantial increase
i n nmenbershi p, Cklahoma, for exanple, saw a 47
percent increase, correct?

A Yes.

Q And Texas a 148 percent increase, that was
over several years?

A Yes.

Q And then since 2001 you say New Mexi co has
seen a 30 percent increase in nmenbership?

A R ght.

Q Have you done any anal ysis of the anpunt
of increase that you project Blue Cross of Mntana
woul d receive if the acquisitionis --

No, we haven't done any anal ysis.

A

Q ' msorry?
A We have not done any anal ysis.
Q

Woul d you expect it to be within the range
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of the other three states?

A It's hard to know. There is so nany
different factors that go into growh that it would
be hard for ne to estinate.

Q Do you know whet her there are any factors
uni que to the Montana market which would indicate
either a higher or | ower nenbership growth than you

had i n your other states?

A None that |'m aware of.

Q Have you done any anal ysis of the Mntana
mar ket ?

A No.

Q Is this your first tine in Hel ena?

A Yes.

Q Have you done a market share anal ysis of

t he Mont ana mar ket ?

A No.

Q You al so say in your prefiled testinony
that FEP business if the acquisition goes through
w || be handl ed out of your Abilene service center?

A That's correct.

Q And that includes for the Montana FEP
busi ness?

A That is correct.

Q Have you had any di scussions with the
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peopl e at Bl ue Cross of Mntana who are wor ki ng on
t he FEP busi ness today?

A Yes, we have.

Q Ckay, and could you tell ne the thrust of
t hose di scussi ons?

A W' ve tal ked about the reason that we have
consol idated into one center was based on the
f ederal governnent asking so we can get better
econom es of scale by putting that business in a
common place and we tal ked about the fact that we
woul d like to nove their business in there and
they' ve agreed with that prem se.

Q And do you know what woul d happen to the
peopl e at Blue Cross of Montana who today are
wor ki ng on the FEP busi ness?

A At this point we tal ked about we woul d
need themin the interimfor other conversion work
but then we would | ook to replace their work if the
transaction is approved with other work either
t hrough growt h of the Montana busi ness or through
nmovenent of work that support our other four HCSC
st at es.

Q And by replace their work you don't nean
replace them you nean --

A Not them correct.
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Q -- you would give themdifferent --
A D fferent work, yes.
Q But you would continue to retain those

i ndi vi dual s - -

A Yes.
Q -- 1 n sone position or another?
A Yes.

Q And then you al so tal k about the next
generation or NGEN team correct?

A Correct.

Q Wiat is that?

A That is the teamw thin HCSC that's
preparing for the exchanges. So as Mark nenti oned,
there is about 1,500 enpl oyees and contractors
wor ki ng on everything from desi gni ng our nmarketing
strategies to building up systemcapabilities and
t hen preparing our workforce to be able to handl e
t he additional nenmbership growth that we expect.

Q And what has your involvenent with the
NGEN t eam been?

A I have oversight of all of our projects
w thin HCSC, so just naking sure we get the right
resources to work on it.

Q So you oversee all 1,500 people who are

working on the transition to exchanges?
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A No, | ensure that HCSC provides the right
resources to work on projects, so | do not oversee
them al | .

Q Do you know what the NGEN team has done
wth respect to marketing for the exchanges?

A H gh level I'"maware of the anal ysis
t hey' ve begun to do on the types of constituents
that are uninsured in our states and preparing
mar keti ng plans to reach those nenbers.

Q And what is that anal ysis?

A It's just | ooking at an analysis of the
uni nsured, what popul ati on groups nmake those up and
then how to best reach those, whether that's through

di rect advertising or through conmmunity based

gr oups.
Q And do you know what products HCSC -- | et
nme strike that. Do you know what benefit packages

HCSC w I | be selling through the exchanges?

A We're still working and finalizing those.

Q And do you know whet her HCSC w || be
selling the sane benefit packages in all four and if
the acquisition closes five of its states?

A They are substantially the sane, there
could be narket differences that cone into play

based on state mandates and requirenents.
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Q And do you know whet her HCSC woul d be
selling one standard benefit package at each of the
netal levels or nmultiple benefit packages?

A At | east one at each |evel.

Q Do you know whet her there is a maxi mum
nunber of plans that HCSC woul d be selling at each
| evel ?

A No, | don't know.

Q And do you know what, if any, analysis of
pricing the NGEN team has done through the
exchanges?

A I''mnot aware of the pricing. | know
they're working on it.

Q And is the NGEN team al so wor ki ng on
HCSC s selling outside of the exchanges after 20147
A That teamis focused on primarily the
exchanges. Sone things they'll do will carry over
to outside the exchange but that's not their nain

f ocus.

Q Is HCSC going to sell a catastrophic plan
t hrough t he exchange?

A | believe so.

Q And what is a catastrophic plan?

A It's a high level kind of high deductible

plan that's available to certain subsets of the
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mar ket .

Q And have you been involved in any issues
resulting fromthe transition from HCSC s present
underwriting and rating nethodol ogy to the
underwriting and rating nethodol ogy that will be
required by the Affordable Care Act?

A No, |'m not.

MR. ANGOFF: No further questions, Your

Honor .

HEARI NG OFFI CER LEAPHART: Thank you.

M ss Hubbar d?

M5. HUBBARD: W have none, Your Honor.
HEARI NG OFFI CER LEAPHART: M. MMahon?
MR, MCMAHON:  None, Your Honor.

HEARI NG OFFI CER LEAPHART: M. Kal eczyc?

REDI RECT EXAM NATI ON OF JAMES KADELA
BY MR KALECZYC.

Q M. Kadel a, when M. Angoff asked you
about the growth that has been experienced by HCSC
with Blues plans in New Mexico, Cklahoma and Texas |
t hi nk you responded and said that there are several
factors that figure into whether there is growh
after HCSC has engaged in consolidations. Could you

explain to Justice Leaphart what those factors are?
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A I can give you a few factors that woul d be
the relative conpetitive offering that we woul d have
versus the other carriers in the state, whether
that's fromcapabilities or frompricing. It would
al so i nvol ve just the magni tude of avail abl e
business that is open to bid in that narket, so sone
groups sone up for bid every several years, a |lot of
that would factor into even the potential for
gr ow h.

Q Wien you say "capabilities,” what did you
mean by capabilities?

A Sone of that's the technol ogy that we have
to offer, so whether that's technology to allow for
better self-service by nenbers, and HCSC has a | ot
of that with web and nobil e capabilities that other
carriers don't. It could be capabilities around
hel pi ng to manage nedi cal costs, such as our
I ntegrated health managenent tools, and then it
could al so be wel |l ness-type offerings to help ensure
a heal t hi er popul ati on.

Q If the alliance is approved in the state
of Montana do you anticipate that your web and
nobi | e capabilities will be brought to the Bl ue
Cross Montana pl an?

A Yes, they would be brought upon conversion
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to our systens.

Q How about your well ness pl ans?

A | woul d assune sone of those would al so be
br ought forward, yes.

Q And integration of technol ogy?

A Yes.

Q You were involved directly in the state of
Gkl ahoma with its consolidation; is that correct?

A Correct.

Q And what was the nature of your
i nvol verrent i n Gkl ahoma?

A I was the business | ead on the operati onal

integration of the two pl ans.

Q And you're bringing that experience and
expertise now to this transaction?

A Yes.

Q M. Angoff asked you and he quoted from
your direct testinony about the growh in Texas, New
Mexi co and Okl ahoma. During the transition and the
consol i dati on process was any business | ost by those
pl ans?

A Not that | recall

Q In determ ning capabilities and
sati sfaction of consuners and potential consunmers

does clains handling fit into that anal ysis of
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whet her there is a potential for growth?

A Definitely that would be, tinely and
accurate claimpaynent would factor in.

Q Refresh ny nenory, how many cl ai ns does
HCSC t hrough its four Blues plans currently handl e?

A Over 750, 000 cl ains a day.

Q And what does that translate into for a
year ?

A Al nost 200 mllion clainms a year.

Q Are a | ot of those clains handl ed by

t el ephone?

A Tel ephone or el ectronically, yes.
Q How many tel ephone calls do you get?
A How many tel ephone calls? From nenbers

it's about 30,000 per day, so 15, 20 mllion a year.

Q Does that include calls from providers?

A Anot her simlar number for providers.

Q And if this alliance is approved for the
state of Montana do you know whet her HCSC pl ans on
putting a call center in Mntana?

A Yes, our goal would be | ocal people
perform ng those functions using our enterprise
t echnol ogy.

Q And what kinds of calls would be fiel ded

through this new Great Falls office?
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A The Great Falls office would be provider
calls for eligibility and benefit information for
our other four HCSC st ates.
Q So they would handle calls for the other
four states as well as potentially from Montana?
A Potentially, but nost of the Montana calls

we woul d assune woul d be here in Hel ena.

Q And M. Angoff asked you about the work on
t he exchange that you're currently doing. How nany
people are involved in that?

A It's upwards around 1, 500.

Q And do you have an estimte of how many
hours has been spent so far by these people in
preparing for the exchange?

A To date it's about 300, 000 hours.

Q And woul d t hose capabilities then be
brought to the state of Montana if this is approved?

A Yes.

MR. KALECZYC. Your Honor, | have no ot her

questions. Thank you, M. Kadel a.

HEARI NG OFFI CER LEAPHART: Any furt her
questions, M. Angoff?

MR. ANGOFF: Not hing further, Your Honor.

HEARI NG OFFI CER LEAPHART: Any further

questions? You may step down.
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MR. KALECZYC: We'd call Maurice Smth.

(Wtness sworn.)

DI RECT EXAM NATI ON OF MAURI CE SM TH
BY MR KALECZYC.
Q Good afternoon, M. Smth.

A Good afternoon.

Q And woul d you state your nane for the
record?

A My nanme is Maurice Smth, Ma-u-r-i-c-e,
Smi t h.

MR, KALECZYC. May | approach the w tness
pl ease?
HEARI NG OFFI CER LEAPHART:  Yes.

Q (By M. Kaleczyc) M. Smth, |'ve just
handed you what was your direct testinony previously
subm tted on February 18, 2013. Is that, in fact,
your direct testinony?

A It is.

Q And do you adopt that for purpose of the
heari ng today?

A Yes, with the acknow edgnent that there

was a stipulation around the price of 40.2 mllion.
Q And so in your direct testinony you refer
to a price of 17.6 mllion?
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A | did.

Q And you are aware that it's 40.2 mllion
that has been stipulated by the Attorney General,
HCSC and Bl ue Cross Blue Shield of Montana as the
acqui sition price?

A ' m awar e.

MR KALECZYC: Wth that, Your Honor, |
submt the witness for cross-exam nati on.

HEARI NG OFFI CER LEAPHART: M. Lasl ovi ch?

MR, LASLOVI CH. Thank you, Your Honor

CROSS- EXAM NATI ON CF MAURI CE SM TH
BY MR LASLOVI CH:

Q Good afternoon, M. Smth.

A Good afternoon.

Q It's good to see you again and | hope you
feel as good as | do about a G een Bay Packer asking
a Dal | as Cowboy questi ons.

HEARI NG OFFI CER LEAPHART: If | can say in
jest, Your Honor, we should take his testinony
with a grain of salt in light of his NFL team
A W will rise again.

Q (By M. Laslovich) Fair enough, fair
enough.

M. Smth, in your direct testinony you
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talked a little bit about the status of HCSC being a
not for, having a not-for-profit phil osophy,
correct?

A Correct.

Q Do you know what the | egal status is of

HCSC in Il linois?
A A nutually reserved conpany.
Q So can you explain to nme the

not-for-profit portion is based on what HCSC has in
their by-laws and articles of incorporation; is that
ri ght?

A That's ny under st andi ng.

Q And do you know if HCSC wants to becone a
for-profit conpany how they' ||l be able to do that?

A I do not know that.

Q Did | al so understand your direct
testi nony that you for purposes of -- let ne get
this correct. Let ne back up a little bit. You're
responsible, M. Smth, for overseei ng HCSC s
corporate nergers and acquisition strategy, correct?

A That is correct.

Q Sois it fair to say that you were
responsi ble for, one of the people responsible for
the decision to partner with Blue Cross Blue Shield

of Mbont ana?

LESOFSKI COURT REPORTING & VIDEO CONFERENCING
406-443-2010




© 00 ~N oo o b~ w N P

N RN N NN R R R R R R R R R
g N W N P O © 0O N o o0 M W N Rk O

Transcript of Proceedings
CONFIDENTIAL PORTIONS REDACTED

257

A That is fair, | was part of the team

Q You al so di scuss in your testinony how
HCSC rei nvests its earnings for the benefits of its
menbers, correct?

A That is correct.

Q Can you give ne sone exanples of sone of
those reinvestnents that specifically directly
benefit HCSC nenbers?

A Well, first surplus, you know, it's for
the protection of the HCSC s policyholders. So as
HCSC of fers new products, new capabilities, to the
extent that those products and capabilities need to
be devel oped, surplus is one way to do that but we
make continual investnments in our technology. You
heard Ji m Kadel a tal k about nobile platforns. W
make continued i nvestnents into our claimsystem we
make conti nued i nvestnents into our people and
resour ces.

One of the assets that Montana is | ooking
to acquire fromus is HCSC s expertise, so we invest
in our people as well and just being good, "Il call
it good community and civic partners and where HCSC
continues to advi se. But in the overall investnent,
it cones in a nultitude of ways and it's nore

i mportant now with the exchanges in front of us,
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we're certainly going to nake | arge investnents,
whi ch you heard that a team of about 1,500 people
are working and getting ready for that effort as
wel | .

Q | appreciate that. So related to the
surplus portion of your testinony you reference
ri sk-based capital. WIIl you explain to Justice
Leaphart in laynen's terns what that is?

A Ri sk-based capital in the nost sinplest
way, it's a fornula that was designed by actuaries
under the Conmm ssion of the National Association of
| nsurance Conmm ssioners and what it's designed to do
is determine the riskiness of a particular entity.
To oversinplify it, the math is you | ook at the
surplus that the entity has over its relative risks.
The risks are cal cul ated and conputed t hrough a
scientific algorithm devel oped by those actuari es.

So the conponents of that risk are |ike
underwiting risk, which | ooks at the health of your
busi ness, |l oss trends, assets risks, the things that
you' ve been investing in, subsidiary risk and one
other, adm nistrative risk, how efficient you are
wth your admi nistrative expenses, and it takes kind
of a conposite score of all those things and cones

up with a hypothetical anmount of surplus, a mddle
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anount that you need. So you take your surpl us,
divide it by this hypothetical risk nunber and that

result is your RBC, your risk-based capital for an

entity.
Q | appreciate that. So the RBC for HCSC as
of Septenber 30th, 2012, | believe, you correct ne

if I'"mwong, as of Septenber 30th, 2012 -- naybe
I'"'m-- "Il say 2012, was 1, 227 percent?

A | think that's a Decenber 31, 2011 nunber.

Q Thank you. So do you know what the RBC
nunber was as of Decenber 31st, 20127

A 1,241, | believe.

Q 1, 241 you sai d?

A Yes.

Q And do you know, M. Smith, historically
what HCSC s RBC has done?

A Yeah, | nean, you can see in the five-year
history that it's been inproving over the last five
years.

Q So do you recall what it was five years
ago, what the RBC was?

A | don't.

Q But it's fair to say that the RBC rati o as
of Decenber 31st, 2012 is higher than it was five

years ago?
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A That is fair.
Q Has it gone down at all to your
recollection in the last five years?
A Not in the last five years.
Q And then also is there a statutory m ni rum

requi rement for RBC in Mntana?

A In Montana, |I'mnot aware of it in
Mont ana. But assunming that the Montana falls under
the NAIC, which is the National Association of
| nsurance Comm ssi oners, there would be a 200
percent m ni mum but no conpany is really operating
at that level, it has to be sonething nore than that
because they would not be able to weather any
adver se busi ness conditions for a period of tine.

So that's a pretty thin nmargin so you see conpani es
operate at |l evels nmuch greater than that.

Q So what practically happens then, if you
can explain for the Judge if a conpany does not neet
that m ni rum 200 percent threshol d?

A Every state is different, but if it gets
too low it can actually go into receivership, you
know. But | think |ike nbst conm ssioners, |ike
yoursel f, you probably not only | ook at the RBC
today but where it's trending to determ ne whet her

you are satisfied wth the business plan and the
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action that the conpany has taken to shore it up.
Q And simlarly, are you aware of whet her
the Blue Cross Blue Shield association has a m ni nrum

requi rement --

A I am

Q -- regardi ng RBC?

A ' m awar e.

Q And what is that?

A 375, but | think that's really nore of our

early nonitoring system [It's not -- nobst conpanies
are going to operate at a higher RBC than that
because snall changes in your underwiting or asset
risk can actually produce significant changes in
your RBC.

Q Ckay, so explain to ne this early, if you
can expand on this early nonitoring process.

A 375 is, you know, in ny view, | don't know
how NAI C woul d articulate it, but it would be that
t he conpany would want to protect the Blue system
so they want to make sure they understand whet her a
conpany i s having trouble or not ahead of it
becom ng a problem for the conm ssion.

Q So then | understand then, if the conpany
is below the 375 percent threshold, RBC threshol d,

then for purposes of the Blue Cross Blue Shield
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associ ati on they consider the conpany could
potentially be in trouble?

A Trouble is ny word but | think they woul d
actual ly have nore di scussions with the conmpany and
understand its business pl ans.

Q And then do you know if the Blue Cross
Bl ue Shield association has an RBC threshold for
pur poses of considering whether the Blue plan is a
strong pl an?

A " mnot aware of that.

Q And do you know, M. Smth, if any other
states have caps on the RBC anount ?

A " mnot aware of that.

Q And do you have an opinion as to whether
an insurer's RBC can be too high?

A | don't have an opinion on that.

Q You do not have an opi ni on?

A (Shakes head.)

Q You al so discussed -- well, before we
| eave that | should back track a little bit. Are
you famliar with Blue Cross Bl ue Shield of

Mont ana' s RBC?

A Sonmewhat, yes. | saw the filing.
Q l''msorry?
A | saw the filing.
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Q By the filing what are you referring to?

A The filing history page that you can
comput e t he RBC.

Q But prior to seeing that today you weren't
famliar with Blue Cross Blue Shield s RBC?

A No, but | did see that before today.

Q Thank you. You also tal ked in your
testi nony about not having access to the, that
HCSC -- |let ne try to be nore articulate here. You
tal ked in your prefiled testinony about HCSC not
havi ng access to the capital markets like a, for
exanple, for-profit conpany; do you recall that?

A Yes.

Q And you al so reference too that HCSC s
access is not as broad as other, as a for-profit
conpany; do you renenber that?

A Kind of. Tell nme what | said again. |
apol ogi ze and maybe you can refer me to a page.

Q Il will. Do you have it in front of you?

A I do. | do recall that conversation in ny
prefiled testinony. HCSC did not have access to
capital markets, | just wasn't sure.

Q Yeah, that's where I'mgoing to | ook. So
it's page 5, M. Smth, at the top of page 5 on

lines 1 and 2 you di scuss not having access, the
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sane access to capital markets that a public conmpany
has and then if you see -- did you follow that?

A Yes.

Q And then if you | ook down to |line 22 you
say in the mddle of that sentence the options and
terms of access and capital markets are not as broad
as they are for public conpanies turning to that

page. Do you renenber that?

A | do.
Q Can you tell ne what you nean by not as
br oad?
A So a public company, if it wants to invest

or take any strategic initiatives, if it doesn't
have that noney in reserves it actually can tap the
capital marks by issuing additional stock and that's
a very effective and efficient way to raise | ots of
noney. The point here is that, you know, for a
noni nvest or owned conpany we actually can have
l[imted access to the narket and it can issue debt
but it's a very difficult thing to issue debt in a
mar ket. So HCSC has private placenent debt but it
does not have broad access to the capital markets.
Q Ckay, | appreciate that. So because of
that, because of the not having as broad of access

to the capital markets essentially HCSC is rel ying
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A Sur pl us.
Q -- its surplus?

A Ri ght .

265

Q And to get that surplus obviously you have

underwiting gain, you have investnent incone?

A That's correct.
Q What ot her Kkinds of incone?
A Those are the two -- | nean, those are two

pri mary sources of incone.
Q M. Smth, the financial review of the

transaction you said in your testinony that you

were, that was one of your responsibilities; is that

correct?
A Yes, part of the team
Q Did you negotiate a purchase price with

Bl ue Cross Bl ue Shiel d?

A | did not.

Q And do you know why?

A Everyone was follow ng the statute, the
statute called for a fair nmarket valuation and
that's what we accept ed.

Q Is it your understanding of the fair
mar ket statute that it requires, that the purchase

price needs to be the fair market val ue?
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A That was ny under st andi ng.

Q All right. And is that based on your
readi ng the statute?

A | did read the statute after | did it
early on. | can't tell you | renmenber all the
details of it.

Q You al so tal ked about how you were al so
responsi ble to advise the HCSC board of directors,
is that right, regarding the financial piece of the
transaction with Blue Cross Blue Shield of Mntana?

A That's correct.

Q And if you can el aborate on what the
extent of that work invol ved.

A So just as in any transaction, any
mat eri al transaction to the conpany, we woul d advi se
t he board of the entity that we're | ooking to, or
busi ness we're | ooking to acquire, we woul d advi se
them of just the general facts of the business, we
woul d provide themw th various financial data and
any other data that would help themin arriving at
t he conclusion that we arrived at ultimately.

Q Are you famliar with any of the other
HCSC acqui sitions in Texas and New Mexi co and
Gkl ahoma?

A Famliar with thembut | wasn't a part of
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those teans, no. | was around at the conpany but |
wasn't part of those teanms that put those pl ace.

Q Ckay, so to what extent is your
famliarity with those?

A | understand, in Texas and in Il ahoma |
under stand those were nergers and New Mexi co was
nore of an asset purchase.

Q Any ot her under st andi ngs?

A No, not really.

Q You also talked in your prefiled
testinony, M. Smith, about it being significant
t hat Blue Cross Blue Shield of Montana has had
positive net incone in recent years whil e having
underwiting |osses. Do you renenber that?

A Somewhat , yes.

Q Par don ne?

A Somewhat , yes.

Q Well, I'lIl refer you to page 9 starting at
line 9 and you can perhaps refresh your nenory.

A Ckay.

Q So based on your testinony there aml to
understand it that you have concerns about Bl ue
Cross Blue Shield of Montana's underwiting
practi ces?

A Not about the underwiting practices but
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the underwiting result. The result is that if this
I's your core business and you're actually seeing

| osses in your core business then you have to take
upon various strategies or engage in various
strategies to shore that up. So it's not really the
practice itself but it's really the result.

Q And so as part of the, if | understood
too, as part of the decision of HCSC entering into
this transaction you were part of the due diligence
team is that right, on the financial piece?

A | don't think you would call it
traditional due diligence per se but yes.

Q So when you were conducting that work,
whet her it's due diligence or not, did you have
concerns about their underwiting practices?

A Not concerns about the practices but | had
concerns really about the issue of or the fact that
t hey have not achi eved underwiting gains for a
peri od of years.

Q And did you discuss those wth Blue Cross
Bl ue Shield of Montana?

A No, | nean, it was obvious they filed
statenents so there was no discussion really
necessary.

Q You also in your prefiled testinony tal ked
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about HCSC s denonstrated conmm tnent and strong
conmmtment to remaining a nonprofit conpany. Do you
remenber that?

A | do.

Q And what do you nean by denonstrated and
strong conm t nent ?

A I've been at the conpany 20 years and the
conpany has touted it as a not-for profit m ssion,
everything it does it takes the |long-term
perspective in terns of what's good for the nenbers.
| see instances where, as | changed jobs | think
there were places where the conpany could have cut

and run when things weren't going so well and they

stuck it out. | think that's a denonstration to its
nonprofit mssion. 1've seen civil and community
engagenent at every level, that's huge. | see

custoners' service scores and the provider
relationship and it's very positive. | think from
the president, fromthe board down you really hear
it's a not-for-profit mssion. So | think it's very
important to the conpany and we all subscribe to it.

Q Do you have any concerns that that w |
change in the immedi ate future?

A | don't.

Q How about | ong ternf
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A | don't see a change in |long term but
obvi ously, you know, you can't foresee it or
foretell what that may | ook |like, but if sonething
happened so catastrophic that caused you to rethink
your busi ness nodel you have to be prudent and do
that, but there are current plans and | don't think
there are any current desires to do sonething |ike
t hat .

Q So no one has expressed a desire, whether
it be an officer or a board nmenber, that HCSC shoul d
becone a for-profit conpany; is that correct?

A Ch, no. That is correct.

Q D d you verify the capital expenditure
requi rements that Blue Cross Blue Shield of Montana
felt they needed to --

A | did not.

Q You al so di scussed admi ni strative
synergies that this transaction would bring to both
HCSC, Blue Cross, along with your four our states;
do you recall that?

A Yes.

Q I n your opinion what does Blue Cross Bl ue
Shield of Montana bring to the transaction as part
of those adm nistrative synergi es?

A What does Montana bring?
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Q Correct.
A Well, I would -- they would bring
expertise, so they bring enpl oyees and experti se,
t hey bring nenbers, nenbership to us. So, | nean,
sinple math is that you spread the costs across a
greater base. So if we have 13 mllion and we take

13.2 and 13.3 and the unit cost is going down for
the entire enterprise, not only across Mntana but
the entire enterprise would actually benefit from
that, so that is huge too. So any tine that you can
make scal e adjustnments or scale increases it
actually benefits the entire enterprise and that's
huge for both conpanies. But then you have the
i ntangi bl es |i ke enpl oyee capabilities and solid
| eadershi p, those are all things that would help the
conpany becone nore efficient than it is today.

Q As part of those adm nistrative synergies
woul d you agree that the rel ationships that the Bl ue
Cross team Blue Cross Blue Shield of Montana team

has with providers would be a benefit to HCSC?

A That the | ocal team has with providers?

Q Yes, sir.

A Vel |, sure.

Q So by providers | nean hospitals and
doct ors?
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A Yes.

Q I want to talk a little bit about the
purchase price, M. Smth, you referenced that in
your direct. Your understandi ng was prior to
yesterday that HCSC was willing to pay $17.6 nmllion
for Blue Cross Blue Shield of Montana's core
busi ness; is that correct?

A That is correct.

Q And pursuant to that stipulation the

purchase price is now 40.2 mllion, correct?
A That is correct.
Q Were you a part of the discussions about

that stipul ati on?

A About the stipul ati on?

Q Yes.

A I was part of the discussion about 40. 2,
yes.

Q And let ne back up a little bit,
M. Smith. Howdid we arrive at the $17.6 mllion?

A Thr ough the work of Jim Gall aso.

Q And Jim Gal | aso was the actuary who val ued
t he core business on behalf of Blue Cross Blue
Shield of Montana; is that right?

A Yes.

Q And he was not doing that on behal f of
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HCSC, correct?
A Correct.
Q So Gallaso cane up with the $17.6 mllion.

Do you know how the $40.2 mllion was arrived at?
A Well, | wouldn't characterize it as a
result of negotiation, if you wll. | nean, so you

have two experts, you have MS - -

MR, KALECZYC. Excuse ne, Your Honor, at
this point I don't knowif M. Laslovich is
starting to nove toward asking the client,
asking M. Smith either about attorney-client
privil eged di scussions that were had or if he
Is going to nove into the area of settl enent
di scussi ons that were conducted under Rul e 408.
Under either of them | believe those kinds of
questions aren't appropriate to be asked of
this or any witness. | would |ike sone
clarification of where M. Laslovich is going
at this point because he may be treading into
Rule 408 territory.

HEARI NG OFFI CER LEAPHART: Can you
generalize as to where you're goi ng?

MR, LASLOVI CH. Ceneralizing, yes, Your
Honor. W certainly know how we arrived at the

$17.6 million and now |I' m expl ori ng how we

LESOFSKI COURT REPORTING & VIDEO CONFERENCING
406-443-2010




© 00 ~N oo o b~ w N P

N RN N NN R R R R R R R R R
g N W N P O © 0O N o o0 M W N Rk O

Transcript of Proceedings
CONFIDENTIAL PORTIONS REDACTED

274

arrived at the $40.2 nillion and whether there

was reliance upon the valuations that were

conducted as part of the transacti on.

HEARI NG OFFI CER LEAPHART: Do you have
objection to that?

MR, KALECZYC. |If the question is whether
they relied upon or reflect the various
valuations | do not have an objection to that
particul ar questi on.

MR LASLOVICH | don't know where we | eft
off, Your Honor. | know M. Smth was talking
about - -

HEARI NG OFFI CER LEAPHART: | think you had
inquired as to what went into the $40.2 nillion
figure, what was relied on.

Q (By M. Laslovich) So go ahead,

M. Smth. |'msorry.

A Wll, the $40.2 million -- | probably
shoul d step back and tell you that when |I' m | ooki ng
at this transaction |I'mnot | ooking at just $40.2
mllion, I"ml|ooking at a transaction that's nuch
greater than that, it's the $40.2 mllion plus the
reserve requirenents that we need to cover it to
take on the business, plus the investnents that we

need to make into Blue Cross of Mntana and nmake it
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a vi abl e going concern, which is the outline. So we
were actually tal king about a nunber that's way
greater than that.

But when you take the $40.2 nillion, |
should say add the $40.2 mllion and you assune at a
bal ance sheet of about $166 mllion in surplus in
the Moss Adans report, it puts us into the range of
the MDS valuation, which it's really a net range.

Q Sois it fair to say that the val uations,
that the MDS Consul ting valuation was utilized as
part of the $40.2 mllion?

A Utilized, considered perhaps.

Q How about the Mbss Adans val uati on, was
t hat consi dered?

A Yes.

Q And t hen how about Dr. Gallaso, woul d that
be considered since it's part of the Mdss Adans
val uati on?

A Yes.

MR. LASLOVI CH  Your Honor, | believe
t hose are ny questions. Thank you.
HEARI NG OFFI CER LEAPHART: Thank you.
M ss Hubbard, do you have any questions?
MS. HUBBARD: No, Your Honor.
HEARI NG OFFI CER LEAPHART: M. MMahon?
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MR, MCMAHON: No, Your Honor.
REDI RECT EXAM NATI ON CF MAURI CE SM TH
BY MR KALECZYC:

Q It's getting late in the afternoon and |
appreci ate you hanging in with us, M. Smth.

A Thank you.

Q I'd like to begin where M. Lasl ovich
basically left off, and | believe in response to one
of his questions about what was considered you said
that it's nore than just the $40.2 nillion asset
purchase price, that there are other factors and one
of themyou said was what is the inpact on taking on
this new busi ness and how does that affect reserve
requi rements. Do you renenber your testinony on
t hat ?

A | probably spoke too quickly. You
probably shoul d di sconnect them because they're both
rel evant and | should be clear and sl ow down a
little bit. So you have the purchase price
certainly and then nationally we tal ked about RBC,
we' ve had to cover the reserve requirenents. Since
we're not taking any of the surplus with us we'd had
to cover those reserve requirenments. As you heard
through all of the testinony today, even if you took

them at the absolute m ni numyou would actually tal k
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about a nunber of 50 mllion, but certainly that's
not a natural operating |level. You know, assune a
natural operating level is closer to an 400 RBC or
100 mllion for these purposes.

Q So the $50 million figure, this is a
nunber that you heard from M. Burzynski's

testinony, is that what you renmenber?

A Yes, but it's a cal cul abl e nunber.
Q It's a what nunber?
A It's a nunber that can be computed. |If

you |l ook at the five year history page, which was
Exhi bit A earlier, you see in a risk-based capital
formul a where we tal k about real surplus over

hypot heti cal surplus, a need, that nunber is roughly
24 mllion, so doubling the 24 is 48, so call it 50
mllion in round nunbers so it's actually a nunber

t hat can be conput ed.

That is the bare m ninmum state m ni mrum
that you can have, that no conpany woul d operate at
that | evel successfully. So if you think about any
real operating |level you would tal k about a nunber
around 400 percent or nore, nmuch nore than that.

That woul d be the npst standard to operate a conpany
probabl y.

You tal k about -- so that would transl ate
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into sonething like $100 mlIlion reserve

requi rements that HCSC woul d have to cover at a
mnimum at a m ninum not even in the 500-sone
percent that you take today. So you take the

aver age plus whatever you need to invest in the

busi ness, what you heard M. Kadela tal k about, to
make it a viabl e business going forward. So you
take all of those things taken together puts you, in
my view, in a range above a range that's within the
MDS report, MDS is M. Blackner's report.

Q And that 50 to $1 million that woul d be
needed for surplus to cover the liabilities and
clains associated with taking on the Mntana
menber shi p, that would have to cone out of the
current surplus that HCSC has?

A HCSC woul d have to earmark that nuch of a
surplus for those itens because we woul d take both
the risk and not the surplus.

Q Now, are you famliar with the
adm ni strative costs that the Montana plan currently
has in order to operate?

A Not really, not really.

Q Do you know how t hose conpare to HCSC s
adm ni strative costs?

A Cenerally |I do, | know that they're
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higher. But | don't know any particul ars because
you have to go through and figure out where and why.

Q In | ooking at this transaction do you
anticipate that if the alliance is approved that the
Mont ana adm nistrative costs will conme down nore in
line with where HCSC s adm nistrative costs are?

A That woul d be ny assunption, but |'m going
to caution that not only do you have to when you
conpare adm nistrative costs you have to conpare the
capabilities that HCSC picks up. So to the extent
they pick up nore capabilities, you know, you have
to factor for that in as well, so it has to be an
appl es-to- appl es conpari son.

Q And is it fair to say, M. Smth, that
adm ni strative costs are a factor in determ ning
whet her there is an underwiting loss or gain in a
particul ar year for a conpany?

A It's fair.

Q And so if adm nistrative costs are higher
that coul d adversely affect underwiting gain and
m ght produce an underwiting | oss?

A That's correct.

Q Do you recall the questions that
M. MMahon asked M. Burzynski concerning the two

hypot heti cal s, one of a conpany that has an
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underwiting target of 0.5 percent but 12 percent
adm ni strative costs and anot her conpany that m ght
have a 2 percent underwiting gain target but 7
percent adm nistrative costs; do you recall those
questi ons?

A | do.

Q And do you recall M. Burzynski's answer
t hat he thought that possibly the rates charged to
consuners m ght be lower for the conpany that has
the 2 percent gain but |lower adm nistrative costs?

A Yeah.

Q Wul d you agree with his statenent that
that could be the case?

A That's very difficult to answer. | think
you're really |l ooking at a very narrow focus. The
basi c prem se says that if you have | ower
adm ni strative costs then obviously you have a
better chance of producing an underwiting gain and
if you have | ower adm nistrative costs then
obvi ously you charge less in premuns to cover that.
So it's probably artificial to box it into this
bi nary answer to say that either this happens or
t hat happens because you're lowering it by the other
t hi ngs that woul d change al ong the |ine.

An exanple of that is do you change your
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revenue, your conm ssions are likely to change so
it's really not the best way to | ook at that. |
think there is an unfair prem se for a cost share.
Q So would it be fair to say, M. Smth,
that in the real world considering all of the
factors that you just testified to there never
really is a situation where all things are equal ?
A | think that's right.
MR, KALECZYC. | have no ot her questions
of this w tness.
HEARI NG OFFI CER LEAPHART: Thank you. Any
further cross, M. Laslovich?
MR. LASLOVICH No, sir. Thank you.
HEARI NG OFFI CER LEAPHART: You may step
down. And I'mgoing to declare us in recess
until tonorrow norning.
VR. ANGOFF: Thank you, Your Honor.
(The proceedi ngs were concl uded

for the day at 5:00 p.m)

* * * % * * * %
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