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PROCEEDI NGS

COMM SSI ONER MCCARTY: Good morni ng, | adies
and gentl emen. My name is Kevin MCarty. " m the
i nsurance comm ssioner in the State of Florida.
|'d take this opportunity to call to order a joint
public evidentiary hearing convened by the Florida
Office of Insurance Regul ation and the Florida
Heal th I nsurance Advi sory Board.

We are joined today by our attorney, Bob
Prentiss, who will preside over the hearing after
my introductory remarks. As you recall, May 4th
we had a hearing. W had consultation wth HHS,
and with my coll eagues at the office, we are now
taking an evidentiary hearing in the hopes of
providing and perfecting the record to present to
t he Health and Human Services Secretary Sebeli us.

| want to welcome the menbers of the board
and those who are on the phone, and thank you for
taking tinme to participate in today's hearing. I
want to thank all of you who are here today for
taking time out of your busy schedule to
participate in our hearing as well.

The purpose of our hearing today is to
solicit testinony related to the issue of medical

loss ratio in the health i nsurance market and the
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particul ar effect on the individual market. The
Federal Health Care Reform Act titled, Patient's
Protection and Affordable Care Act, requires
health carriers to meet a new mnimum | oss ratio
begi nning in 2011. Those m nimum | oss ratios are
85 percent in the |large group and 80 percent in
the small group and individual markets.

The federal |aw states that the medical |oss
ratio cal cul ation has three components: The
rei moursement for medical services; the cost for
activities that are envisioned to inprove health
care quality; and, lastly, the cost of all other
non-cl aims costs, excluding taxes and fees. This
is commonly referred to as an adm nistration cost
for health care.

The NAIC, the National Association of
| nsurance Comm ssioners, has recently adopted the
suppl emental health exhibit with instructions
delineating these costs. The NAIC, through the
Acci dent and Health Wrking Group of the Life and
Heal t h Actuarial Task Force, is continuing wth
its related work in the computation of the MR
And yesterday they received the first draft for
comment with expecting to conplete their work by

t he end of Septenber.
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The specific issue we will hear today regards
t he i npact of these new m ninmum | oss ratios on the
Fl orida i nsurance marketplace, and in particular,
t he i ndividual market. The secretary of HHS is
providing in the law the flexibility to adjust the
|l oss ratio requirements in a state if she
determ nes that the 80 percent |oss ratio may
destabilize the state's individual market. W
| ook forward to hearing your testinmny on the
panel s today and provide information regarding
this subject.

l'd like to thank the Florida Channel for
recording the meeting today. And I'd like to
rem nd everyone that is participating to please
speak into the m crophones, and please turn off
your cell phones and communi cati on devices as
well. And I want to thank you, and if you want to
| ook at the meeting and task force, it will be

avail abl e at WSU. org.

Wth that, 1'd like to turn the hearing over
to M. Prentiss of our |egal departnment. M.
Prentiss.

MR. PRENTI SS: Thank you, comm ssioner. My
name i s Bob Prentiss. "' m assi stant genera

counsel with the Office of |Insurance Regul ation.
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Today's evidentiary hearing is [imted in scope.
The focus is on the potential adverse inmpact of
the federal requirements related to medical |oss
ratio, MLR, on the stability of the Florida health
i nsurance markets, and particularly, the

i ndi vidual health insurance market.

Persons testifying and menbers of the public
commenting are instructed to Iimt their conmments
on that particular focus and only that focus. W
will not entertain coments on the merits or
problems with the federal |egislation, any other
facet of the federal |egislation, whether the
| egislation will be around in two or four years or
anything other than the potential adverse inpact
of the federal law relating to MLR on the
stability of the health insurance market,
especially the individual health insurance market.

This is the procedure we will follow today:
Testinony will be given by five people; four
peopl e, each representing a different insurer and
one person representing agents servicing the
i ndi vi dual mar ket .

The testimony is being recorded by a court
reporter. The statements will be made under oath.

Al'l persons testifying will be sworn in by the
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court reporter.

After each one delivers a prepared statenment,
he will answer questions posed by the panel. \When
gquestioning of one is conplete, the next one wil
be sworn in, will deliver his prepared statenent,
and will undergo questioning by the panel and then
on to the third, fourth, and fifth persons.

At that point, the hearing portion of the
meeting will be closed, and the neeting will be

opened for comments fromthe public. Member s of

the public commenting will not be sworn in, | f
you wi sh to be heard, you need to fill out a

request to speak form | believe they're right
outside in the little entryway. Pl ease fill it

out and bring it up and put it at the end of the
t abl e, pl ease. Speaker Number 1, Mark LaBorde.
(WHEREUPON, M. LaBorde is placed under oath
by the court reporter.)
WHEREUPON,
MARK LABORDE
havi ng been first duly sworn to tell the truth,
testified as foll ows:
MR. PRENTI SS: Sir, please state your name
and your position and your affiliation.

MR. LABORDE: My name is Mark LaBorde. | am

FOR THE RECORD REPORTI NG TALLAHASSEE FLORI DA 850. 222. 5491




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

the president for Aetna in the Jacksonville and
Tampa markets in Florida.

MR. PRENTI SS: You may speak.

MR. LABORDE: Thank you

COVMM SSI ONER MCCARTY: Welcome, M. LaBorde.

MR. LABORDE: Thank you, comm ssioner.
would like to start by thanking the comm ssioner,
t he deputy comm ssi oner and the FHIB group for
hol ding this evidentiary hearing today. We
commend you for hearing the critical issue of the
medi cal | oss rati os.

Aetna is one of the nation's |eaders in

health care, dental, pharmacy and ot her enpl oyer

benefits. We have 18.6 mllion members nationwi de
and cover nearly 1.2 mllion menbers here in
Fl ori da and empl oy 4,200 -- excuse me, 4,271

Fl ori dians who come to work every day with the
m ssion of improving health care coverage for our
members here and across the country.
Our operations in Florida specifically
i nclude provider and nmember call centers, claim
operations, the processing of conplaints,
gri evances and appeals and provider relations.
Whil e many of these operations may seem

superficially admnistrative, they represent
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critical elements of the support we provide to our
i ndi vidual customers, enployer accounts and

provi der partners. Our enmpl oyees are proud to
serve 16,900 Florida employers, including 15,900
smal | businesses in partner with over 48, 000

Fl ori da medi cal providers and more than 3, 800

Fl ori da agents and brokers.

The issue of the devel opment of the medical
| oss ratio by the NAIC and its pronul gati on and
regul ation by the U. S. Department of Health and
Human Services will have potential inmpacts in
communities across the nation as well as here in
Fl ori da.

We appreciated the opportunity to testify
during the May 4th hearing where we made specific
recommendati ons regarding the MLR. There are two
critical issues that remain outstanding. The two
|'d i ke to address today include, nunber one, the
i mportance of preserving conpetition and choice.

To acconmplish this, we recommend that the
NAI C and the Federal Departnment of Health and
Human Services do the foll ow ng: Establish a
phase-in of the MLR for both the individual and
smal | group market; second, recognize the

interstate nature of |arge group business by
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allowing for national |arge group MR reporting;
and facilitate choice of coverage by allow ng an
aggregation of HMO and PPO coverages.

Secondarily, we will also speak to the
necessity of addressing real drivers of health
care costs. Medi cal loss ratios will not improve
the affordability of coverage and could actually
harm i nportant initiatives that attenpt to address
real delivery systemreformwhile preserving the
quality of care we desire.

Wth regard to the inportance of preserving
competition and choice, to assure that Floridians
and Americans across the country continue to enjoy
conpetitive markets and choice of products, we
recommend three inmportant changes in the NAIC MR
proposal s.

First, the MLR should be phased in across the
country in the individual and small group markets.
In many states, these markets already experience
conmpetitive challenges with the Federal Genera
Accounting Office, GAO, reporting the five | argest
carriers in the small group market represent at
| east 90 percent of the market in 23 of 39 states
surveyed. The NAIC reported that for the

i ndi vi dual market, 20 states had | ess than three
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carriers in the market.

Currently, in Florida, at least 11 insurers
of fer small group coverage in the Florida market,
and at | east 15 companies are offering one or nore
plans in the individual market. W expect
Fl ori di ans would want to preserve robust
conpetition in their market; however, conpliance
with the 80 percent federal MR prior to 2014 is
likely to create conpetitive issues.

It will be difficult for many insurers to
continue to provide coverage in the Florida
i ndi vidual and small group markets during the
transition because most of these products were
priced and sold prior to the new MR rul es.

Current Florida regulation sets MLR' s of 65
percent for insurers and 70 percent for HMO s.
These are dramatically different than the new MR
standards making a cold-turkey conversion
chall enging for the market to absorb.

These products still carry the same
adm ni strative requirements associated with
underwriting, rating and distribution with many
insurers involved with nmulti-year contracts with
brokers and other distribution mechanisms that

cannot be nodified overnight. A phase-in that
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gradually raises the current standards every year
would allow time for insurers to adjust to the new
rules and would help assure conti nued conpetition.

Al so, the health care reformtransition
years, now through 2014, will see a transformation
of the insurance business as insurers reinvent
their products to conme into conpliance with the
Af fordabl e Care Act. This includes benefit
redesign to add a hundred percent coverage for
preventative services, new appeals processes,
eligibility expansions and other initiatives
i ntended to help consuners.

While these initiatives add val ue for
consumers, they will, in the short term also
require sonme intensive admnistrative operations
to i mpl ement. Exi sting | aw al ready woul d have
i mposed unusual adm nistrative chall enges during
this time period because of the federally-mandated
and previously-schedul ed adoption of the new
coding system called ICD-10

Secondarily, on our second reconmmendati on,

t he NAIC should recognize the interstate nature of
the | arge group business by allow ng for national
| arge group M.R reporting. We are appreciative

that the associ ated i ndustries of Florida
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subm tted support for this reconmmendati on as well
as other MLR inmprovements to the NAIC earlier this
summer .

In their letter, they note and I will quote:
Requiring state-by-state reporting would require
mllions of dollars in system changes for
i nsurers. And who pays for these upgrades?

Empl oyer accounts. Large enpl oyers don't need or
want to state -- or want state-by-state m ninum
| oss ratio reporting, and we certainly don't need
t he higher prem ums they would generate, in their
quot e.

It is also inportant to recognize that
state-by-state reporting of |arge group MR s
could result in reducing conmpetition in the |arge
group market. Even in the | arge group market,
insurers may have relatively small enrollments in
certain states. Volatility in the state-by-state
MLR reporting could cause insurers to exit sonme
state markets. This may mean that some | arge
enpl oyers and their enployees who are happy with
their insurer could |lose their option to continue
t hat cover age.

Most consumers and public policymkers view

the | arge group market as a success story.
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Coverage is adm nistered efficiently, and 95
percent of |arge enployers offer insurance to

t heir enpl oyees. Pol i cymakers should be cautious
about imposing state-by-state MLR rules in a

mar ket that is working well.

The final recommendation: The NAIC should
facilitate choice of coverage by allow ng
aggregation of HMO and PPO products in the MR
cal cul ation. The current NAIC proposal would
require insurers to report separate MLR s for
their HMO versus PPO business in many st ates.

This could cause insurers to decrease the
offering of different products and eli m nating
poi nt of service and dual -choice options where
empl oyers all ow enpl oyees to choose either a PPO
or an HMO. Anericans |like choice.

About 44 percent of enmployers with more than
200 enpl oyees allow their enployees to choose
anong nmore than one option. Insurers may
di scontinue this popul ar benefit because these
products are priced in a way that blends the PPO
and HMO opti ons. If the MLR is forced to be

cal cul ated separately, it would not match the

underlying prem um assunmpti ons. Choices like this

coul d di sappear.
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In the small group market nationally,
enrollees are divided between HMO and PPO
enroll ment. About 50 percent of enrollees are in

PPO coverage and about 41 percent are in HMO.

Some insurers may not be able to continue to offer

both of these choices if the MR requirements are
to be adm nistered separately on a state-by-state
basi s.

Secondarily, as | nmentioned, we'd like to
speak to the necessity of addressing real drivers
of health care costs. Medi cal | oss ratios wil
not improve affordability of coverage and could
actually harminmportant initiatives that attenpt
to address real delivery systemreform while
preserving the quality of care we desire.

The NAIC MLR continues to penalize insurers
that invest in quality-enhancing activities such
(i ndiscernible) review, retrospective utilization
review and the adoption of |1CD-10 code sets that
wi Il enhance future medical care studies.

The centers for Medicare and Medicaid
services, CMS, quantifies the |argest drivers of
cost increases as hospital costs at 32 percent of
spending growth in 2009, physician services at 24

percent of spending and growth in 2009 and
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pharmaceuticals at 9 percent of spending growth in
20009.

Cost shifting by the government also adds to
the private sector prem uns. Cost shifting is
where the government underpays providers so that
the providers are forced to charge nore to private
i nsurers. For exanple, Medicare only covers 91
percent of the hospital cost and pays 89 percent
of the average physician rate.

Medi caid pays a far small er percentage of
t hose costs. For Medicaid, hospitals receive
payment of only 88 cents for every dollar spent by
hospitals caring for Medicaid patients.

Specifically, these underpaynments result in a
typical insured famly paying almst 11 percent
more in prem uns or about $1,788 in additional
cost per famly, $1,512 in higher prem ums and
$276 in higher out-of-pocket expenses.

In conclusion, a common sense, practical
application of health care reformis critical. | f
the NAIC MLR is not nmodified, there will be a
reduction in choice and competition in the
i ndividual, small, and even the | arge group
mar ket s.

We recomend that the MLR be phased in and

FOR THE RECORD REPORTI NG TALLAHASSEE FLORI DA 850. 222. 5491
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that the |arge group market be treated as the
interstate market it is with insurers reporting a
single MLR for their | arge group market in their
HMO and PPO busi ness. | n addition, policymkers
shoul d refocus their efforts on the real
underlying cost drivers of health care.

Again, 1'd like to thank the comm ssi oner,

t he deputy comm ssioner and the board for hearing
my remar ks today.

MR. PRENTI SS: Thank you, M. LaBorde. W
have questions by the board?

COVMM SSI ONER MCCARTY: Thank you again for
your testinmony. Wuld you elaborate a little bit
nmor e. You' ve gone into some detail as to the
potential disruptions of consumer choice in
products. Can you specify if failure of the

phase-in of the MLR, what specific inpact you

bel i eve that has on your conpany or what reduction

in choices would result?

MR. LABORDE: The adoption of the Patient

Protection Act has obviously put a great number of

adm ni strative responsibilities, additional
responsibilities as | mght call them wupon al
the insurers.

The ability to comply with that in immediate
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formreally places us at a real challenge in being
able to, as well, offer the robust product
offerings we currently have in the marketplace to
remain compliant and to effectively be able to
afford the admnistration to undertake those
changes that are needed.

COMM SSI ONER MCCARTY: I n your professional
opi ni on, do you believe that failure to i nmplement
this over a three-year period would result in
reduced conpetition?

MR. LABORDE: Yes. It is my professional
opi ni on that the chall enges that an i medi ate
i mpl ement ation of the MLR would initiate, 1f you
will, would be an inpediment to potential new
conpetitors within the marketplace and also a
potential challenge for those that are within the
mar ket pl ace at this time.

COWMM SSI ONER MCCARTY: Thank you. Yes, M.
Jackson.

MR. JACKSON: | have a question, if | may.
You had nmentioned in your comments that you're
concerned about the underpayment of providers by
the federal government for those products and that
it would adversely have an inmpact on payments to

providers but in the private sector, if |
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understand; is that correct?

MR. LABORDE: The item was specifically with

regard to cost shifting.

MR. JACKSON: Cost shifting, right.

MR. LABORDE: The private sector then bears
t he additional cost that the providers must

collect in order to cover their costs.

MR. JACKSON: Okay. How does that affect the

i nsurance industry in terms of their payments to
the providers? |Is that not by contract? |Is that
already fixed in place, or does that affect the
rates that insurers pay providers when there's
cost shifting by the federal governnment?

MR. LABORDE: It affects the rei mbursement
| evel s that the hospitals and doctors need from
the insurers in order for themto maintain their
busi nesses, if you will. And so, what it truly
affects in the long run are those fol ks that pay
for their medical insurance because -- and to
answer your question, M. Jackson, they are not
fixed in -- you know, there m ght be sonme
mul ti-year contracts, but those contracts are

constantly up for renegotiation, if you will,

t hroughout the State of Florida is a good exanple.

And when we face those negotiations as an
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i nsurer/payer with those participating hospitals
and physicians, they're under a greater pressure
for greater demands for reimbursenment from
conmpani es like Aetna given the continued reduction
in the government reinmbursement plans |ike

Medi care and Medi cai d.

MS. GALLETA: Hel |l 0? Could you el aborate
again, please, on how requiring a separate MR for
PPO s and HMO S will limt choice?

MR. LABORDE: Sur e. Many plan sponsors offer
benefit plans, particularly those in the |arge
group market, which have HMO and PPO s side by
si de.

It is the practice of the insurance industry
in our dealings with those plan sponsors to view
those in an aggregate basis. I n other words, you
could have, if I mght use the example, a scenario
t hrough which an MCR (sic) on a PPO plan is, let's
say, 90 some-odd percent, and yet the MR on the
HMO is in the 70 area.

The aggregate view of that particular risk
fromthe insurer point of viewis that it is an
acceptable medical |loss ratio, and based upon the
choi ces that that enployer has made on behal f of

their enmpl oyees and their dependants, they believe
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that's an appropriate representation of the
benefit offering they wish to make to their

enpl oyees.

If we were forced into the position of, then,

having to solve for separate and distinct MR s

bet ween a PPO and an HMO, many enployers will face

the fact of having to elim nate one of those

coverage options because it's nmore poorly

perform ng and the increases that would have to be

passed along to it. And, as such, the enpl oyees
could potentially lose their choice in that
matter.

MS. GALLETA: Thank you

COWMM SSI ONER MCCARTY: Are there any other
gquestions?

DEPUTY COWMM SSI ONER SENKEW CZ: Not at this
time.

COVMM SSI ONER MCCARTY: We don't have any
ot her questions at this time, but just remain
avai |l able as we may call you up again as we have
some di scussion.

MR. LABORDE: Thank you

MR. PRENTI SS: M. Brad Bentl ey.

(WHEREUPON, M. Brad Bentley comes forward

and i s placed under oath by the court reporter.)
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WHEREUPON,

BRAD BENTLEY
havi ng been first duly sworn to tell the truth,
testified as foll ows:

MR. PRENTI SS: Good morning, M. Bentley.

Pl ease state your name, your affiliation and your
(i naudi bl e) .
MR. BENTLEY: My name is Brad Bentley. ' m

vice-president of underwriting for AvMed Heal th
Pl ans.

MR. PRENTI SS: You may proceed.

MR. BENTLEY: Comm ssioner MCarty, Deputy
Comm ssi oner Senkewi cz, menbers of the Florida

Heal t h I nsurance Advi sory Board, good morning and

t hank you for the opportunity to speak here today.

As | indicated earlier, my name is Brad
Bent | ey. | "' m vice-president of underwriting for
AvMed Health Plans. AvMed is a relatively small,
not-for-profit, regional health plan |licensed
solely in the State of Florida.

As such, we are concerned with the m nimum
medi cal |l oss ratio requirement and the potenti al
uni ntended consequences of its inmedi ate
i mpl ementation, particularly in the individual

mar ket .
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AvMed has been a participant in the |arge and
smal |l empl oyer group markets for several decades;
however, we are a relatively recent entrant into
t he i ndividual market having |l aunched our first
product line in the early part of 20009.

The future holds much uncertainty for
consumers who are currently insured through the
enpl oyer market. Our organi zation has made
substantial investment in individual product |ine
as we want to have a long-term presence in the
mar ket to serve new menmbers, as well as existing
members who may ultimately transition fromthe
enpl oyer market to the individual market. We
currently have approximately 2,000 nenmbers
enrolled in one or nmore of our individual health
pl ans.

| would like to briefly outline some specific
concerns to conpanies |ike AvMed who are small
start-up plans with |low enrollment in the
i ndi vidual mar ket space and specifically why we
need transitional assistance in terms of conplying
with the mnimum | oss ratio requirenents.

Our first concern as a health plan with | ow
enrollment is sinply with the volatility

associ ated with | ow membership volume and the
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resulting inability to accurately predict what the
medi cal loss ratio will be over the policy period.

The intent of the m nimum medical |loss ratio
requi rement, we believe, is to protect consumers
from being charged prem unms that are unreasonabl e
in relation to the benefits being provided. W
want the same for our customers. We want our
customers to see val ue associated with the
prem ums they pay for health care coverage.

For start-up conpanies with |ow enroll ment,
the ability to meet a medical |oss ratio standard
does not necessarily mean that that conpany's
customers are getting value for their prem um
dol I ar. Conversely, an inability to meet those
requi rements does not necessarily mean that its
customers are not getting val ue.

Because of the volatility associated with | ow
enrol Il ment, meeting the MLR requirenment for
smal | er health plans such as ours will |ikely be
i nfluenced by nore random events as opposed to
specific actions taken by us. Thus, for small
start-up plans, the MR calculation result is not
a reliable metric to assess health plan val ue and
quality. In fact, | would argue that even for

| arger plans the MLR nmetric has |limted useful ness
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to the consuner. Rat her, each i ndividual consumer
must make the decision as to what constitutes

val ue based on his or her own criteria for judging
quality, service, and benefits in relation to

prem ums. Conpetition across a variety of health
pl ans is what insures that each consumer's own

i ndi vi dual needs can be met through the exercise
of choi ce.

Our second concern has to do with the
m sal i gnment of the time period over which claim
costs are measured for purposes of calculating a
medi cal loss ratio and the time period for which
claimcosts are estimated in the devel opment of
prem um r at es.

As you know, the individual product is
currently a medically-underwritten product. The
val ue of the medical information gathered at tinme
of member application declines over a period of
years and significantly so after the first policy
year.

This means that claimcosts for individuals
are not likely to increase at a steady rate over
the first few years of the policy. Rat her, we
expect to see significant escalation in clains

costs over time as the value associated with the
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medi cal underwriting wears off.

To protect consumers from fluctuations in
prem um rates, premuns are devel oped based on
| oss ratios expected to be incurred over the
lifetime of the policy. Thi s provides the
consumer with more predictable changes in prem uns
fromyear to year; however, this results in
medi cal |l oss ratios that are low in the early
portion of the policy lifetime and higher as time
progresses.

The irony is that the very mechanismthat is
designed to protect consumers from significant
increases in premums fromyear to year wil
generate a |ower than required loss ratio in the
first few years of the policy and noncompliance by
t he health plan, especially a small start-up
health plan |ike AvMed.

The |l oss ratio requirement for a new or
start-up plan whose entire menbership consists
solely of new policyhol ders does not serve its
i ntended purpose on behalf of the consunmer. W
need to have some alternate mechanismto
denonstrate to our custonmers that our premuns are
reasonable in relation to the benefits being

provi ded.
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Our third concern deals with the inmpact of
benefit design on the MLR results. W all know
that increases in the underlying cost of
heal thcare are responsible for the |evel of
prem um i ncreases that consumers have been faced
with. This has driven up consumer demand for
policies that have more significant |evels of

deducti bl es and nmenber cost-sharing. These

policies are becom ng nore and nore popular in the

mar ket because of the prem um savings that they
generate for the purchasers.

This creates a couple of problens with

respect to the MR cal cul ati on. First, as already

noted, |ower prem unms are generated for the higher

deducti ble health plans that consumers want;

however, it is not necessarily less costly to

adm ni ster these progranms than it is to adm nister

richer benefit designs that carry higher prem uns.

Our organi zation invests heavily in quality

i mprovenment activities and other services that our

menmbers val ue. The cost of some of those

activities and services will be able to be counted

in the numerator of the medical loss ratio

cal cul ati on, but the cost of some of those

services may ultimately not be able to be counted.
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As menbers mgrate to | ower cost benefit
designs, health plans will need to spread the sane
adm ni strative costs over a nuch | ower prem um
base making it more difficult to meet the m ni num
| oss ratio requirenment. In fact, dependi ng upon
t he average | evel of medical benefits being
purchased by the consumer, one conpany's MR may
| ook very differently than another company's MR
when, in fact, they provide the same | evel of
service and have the same |evel of adm nistrative
expense. Again, this points out the fl aws
i nherent in the MLR calculation as a means through
which to assess the ultimte val ue being provided
to the consuner.

As a start-up plan operating in the
i ndi vidual market, virtually all of our members
are enrolling in these | ower-cost, |ower-prem um
pl an designs. This makes it more chall enging for
us to conmpete in the market because we have not
yet established the econom es of scale relative to
ot her pl ans.

Some pl ans have expressed the intent to
consi der the reduction or elimnation of services
t hat many consumers find valuable. W do not

believe that this is the best result for Florida's
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consumers.

Based on the these concerns and others, we
strongly urge that the final rules and regul ati ons
for inplementing the m nimum medical |oss ratio
requi rement provide for some transitional relief
for conpanies serving the individual market,
especially smaller start-up plans whose own
actions may not be able to directly influence the
outcome of the MR test.

We understand that the NAIC has just rel eased
its draft of the proposed MR regulations. W're
in the process of review ng and eval uati ng that
proposal. W do believe that the transition
peri od between 2010 and 2014 will be critical to
t he success of health care reform and sincerely
hope that regul ations provide for an effective
transition so as to avoid potential disruption of
coverage for Floridians.

The State of Florida is fortunate to have an
i nsurance mar ket that has many participants
of fering many choices for Florida residents. W
understand the intent of the MR requirenment and
share the same goal of insuring the reasonabl eness
of premum rates being charged in the market;

however, we firmy believe that it is conpetition
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anong many mar ket participants that will
ultimately insure that consumers receive value for
their prem um doll ars.

W t hout addressing the concerns |'ve
expressed and sonme transition inplenmentation
relief and the concerns expressed by others, we
are fearful that carriers will be placed in the
unt enabl e position of having to consider reducing
services, elimnating services or exiting the
mar ket al t oget her. Further, if these issues are
not addressed, they will beconme significant
barriers to entry for potential new health plans
considering entrance into the market as we did
back in 2009.

| f these concerns are not addressed, we
believe that the end result would be
destabilization of the market and fewer choices
for the residents of Florida.

Again, we urge you to petition the secretary
of HHS to adopt transition rules that phase in
compliance requirements and/or to adjust the
m nimum | oss rati o percentage as is currently
allowed in the Federal Health Care Reform Law.

That concl udes my conments. Again, | thank

you very much for the opportunity to speak here

FOR THE RECORD REPORTI NG TALLAHASSEE FLORI DA 850. 222. 5491

31




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

t oday.

MR. PRENTI SS: Thank you, M. Bentley. And
|'d open it up for questions by the board.

COMM SSI ONER MCCARTY: Thank you, M.

Bentley. We appreciate your testimny, and |

t hi nk your particular point of view froma small
mar ket is a very inmportant part of our market.
How many menbers do you have in Florida?

MR. BENTLEY: We have approximtely 310, 000
members statew de currently, but only 2,000 in the
i ndi vi dual mar ket .

COMM SSI ONER MCCARTY: | appreciate you going
t hrough and providing a background about how t he
| oss ratio devel ops over tine. | think that's
i mportant, particularly in the consideration that
we give to enmerging conpanies and emerging
mar ket s.

Do you believe that the inplementation of the
| oss ratio of 2011 woul d destabilize Florida's
mar ket ?

MR. BENTLEY: Yes, | do. For us, as | had
menti oned and for all the reasons | mentioned,
it's going to be difficult, if not impossible, to
comply because of that disconnect between how the

|l oss ratio is cal cul ated and how prem uns are
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devel oped.

And, you know, destabilization, in my
opinion, has to do with either a reduction of
services that are currently being provided to
consumers in the market or carriers exiting the
market. And if this is not phased in, | see both
of those things as potential things that can occur
in Florida.

COWMM SSI ONER MCCARTY: Thank you very much.
Furt her questions? Ms. Senkewi cz.

DEPUTY COWMM SSI ONER SENKEW CZ: Thank you,
comm ssioner. So just to follow up on the
comm ssioner's point and for the record to really
ki nd of explore that just fully, as | understand
it, because you have a young -- you're an
imature, let's say, market because you're a new
entrant, you've only got 2,000 people.

And the principles of insurance and
durati onal experience would show that -- and this
is what | believe you were saying -- that in the
early years, you have underwritten these people;
they're less likely to have claim. So,
therefore, in year one, let's say, your medical
|l oss ratio is going to be nmuch | ower.

MR. BENTLEY: Correct.
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DEPUTY COWMM SSI ONER SENKEW CZ: And you have
much higher adm nistrative costs that you have
expended into setting up your market. But if it

is set on a year-by-year basis w thout any

transition, you, in fact, mght be in the position

of having to do significant rebates, would you
not ?

MR. BENTLEY: Yes. | think we would be in
t hat position for that very reason.

DEPUTY COWMM SSI ONER SENKEW CZ: And then to
carry that further, so you've done significant
rebates; you've invested a | ot of noney

adm ni stratively. Year two comes around, year

three, the loss -- the claims start piling up and,

in fact, your -- because of the prem um that you
al ready rebated, would you not be in the position

of potentially taking | osses? And, in fact, it's

almost like a vicious circle that you really can't

catch up to the noney that you' ve collected and
rebated when you had such a young mar ket that
didn't have the claims costs because they devel op

over tinme.

MR. BENTLEY: That's correct. | mean, we are

in the risk business, and we understand that

there's an upside gain potential and there's a

FOR THE RECORD REPORTI NG TALLAHASSEE FLORI DA 850. 222. 5491

34



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

downsi de gain -- or a downside |oss potential.
And what this does for a new or start-up plan is
it completely renoves the upside gain potential,
| eaving essentially losses in future periods. And
that is just an untenable way in which to operate
a market and | think will reduce conpetition in
the market, which is very badly needed.

DEPUTY COWMM SSI ONER SENKEW CZ: And if, in
fact, that plays out, would you, in fact, have to

consi der exiting the market?

MR. BENTLEY: We would -- we don't want to
say that.

DEPUTY COWMM SSI ONER SENKEW CZ: | said
consi der.

MR. BENTLEY: We would have to consider every
option available to us in ternms of complying with
this new regulation. And we think the answer |ies
in either adjustment of that percentage or some
transition or phase-in, especially with respect to
new pl ans who have very volatile clains associ ated
with [ow enroll ment. And, again, whether we
comply or not is going to have little to do with
actions that we have taken specifically as an
organi zation. They are going to be random events,

and | don't think that that was the intent of the
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| aw when it was originally devel oped.

DEPUTY COWMM SSI ONER SENKEW CZ: And just one
final question, at |east for now, the transition
t hat nost people are tal king about is through 2014
because the law is clear, | think, that starting
in 2014, it will be calculated on a three-year
rolling basis. So do you think that if we were to
transition to that higher nunmber, 80 percent in
2014, would that make it easier for you, then, to
stay in the market and service your customers and
give them value for their dollar?

MR. BENTLEY: It would certainly make it
easier, but it wouldn't necessarily alleviate the
entire set of issues depending on what our
enrol Il ment level is in 2014.

DEPUTY COWMM SSI ONER SENKEW CZ: Thank you.

COMM SSI ONER MCCARTY: Ms. Kammer .

MS. KAMVER: | just had a question on whet her
or not the credibility factors being devel oped by
t he NAIC assist you at all because of the size and
maturity of your business or |ack of it?

MR. BENTLEY: They have that potential, but
we are still review ng that proposal. | don't
know i f what came out |ast night is 100 percent

consi stent with some of what |'ve seen previously
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in devel opment . But we have to take a | ook at

t hat . Certainly, we would be a proponent of
credibility adjustments as a way of reflecting the
true risk or the true expected | osses within that
product |1 ne. But it's too early for me to tell
because we have not reviewed what came out | ast

ni ght.

COMM SSI ONER MCCARTY: Yes.

MS. GOODHUE: Hi . Forgive me because | don't
have a | ot of the technical background, but as a
consumer advocate, |I'mjust trying to understand
the challenge, and | think both of the testinmonies
t oday have hel ped me understand the chall enge that
needs to be met.

But I"'m-- just for my own information, what
is the current mnimum | oss ratio or medical |oss
ratio for the small and individual groups? |
think the previous speaker nmentioned 65 and 70
percent? | guess I'mtrying to understand the
chal | enge of you having to get up to 80 to 85 in
2014. Vhat is the percent of the average are
small groups? What are they | ooking at now?

MR. BENTLEY: The requirements currently in
Florida is 70 percent for entities |licensed as

HMO s, which our conpany is, and it's 65 percent
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for insurance conpanies.

MS. GOODHUE: And that's followi ng the
current definition of medical loss ratio in
Fl ori da, but not -- because those rules are still
bei ng proposed. So | guess that's followi ng a
definition now, but the definition will also
change in what would make up those?

MR. BENTLEY: Yeah. There are two things
happening with the new | egi sl ation. Number one,
there is an increase in the percentage from 70 to
80 in our case. But there's also a difference in
terms of how that's determ ned because under --
barring what comes out in terns of the
transitional relief or nulti-year averaging, it's

been expressed as 80 percent on a one-year basis

initially; whereas, the Florida requirenment to get

a rate filing approved contenplates a 70 percent
m nimum | oss ratio over the lifetime of the
contract or the policy, recognizing that you have
| ow claims cost followed by escalation in clains
over time.

And that's what | was trying to point out
earlier froma consumer perspective. That's a
protection for consumers because what you don't

want us doing is rating for the actual risk in
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each year because those members will then get
very, very high increases as the inpact of medical
underwriting wears off.

So this is a way of snoothing that out to
make it more pal atable to the consumer. But it
makes it darn near impossible, then, to conmply
with the one-year calculation of the nmedical |oss
rati o under the federal requirement when your
entire book of business, like ours, is made up of
t hese new policyhol ders.

MS. GOODHUE: Thank you.

COMM SSI ONER MCCARTY: Thank you. Yes,

Joan -- Ms. Galleta.

MS. GALLETA: Just a follow-up. | understand
you to say that you had 2,000 individual members
at this point have entered the market in 20009.
Woul d you say that the | egislation that has passed
has i mpacted your business plan at this point to
go forward in other areas of Florida that need
i ndi vi dual mar ket expansion?

MR. BENTLEY: It hasn't really inmpacted it at
this point. Our intent is to develop a bl ock of
busi ness and then expand into other markets. The
new | egi sl ation certainly provides one other set

of criteria to evaluate in terms of what we
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ultimately do in that product line, and it
presents a concern to us in that regard because we
wi |l always have, for quite sometime, even past
2014 if we continue to grow, we're going be
bringing in a |ot of people who are at the
begi nning | evel of that claim costs curve. And
they're not going to generate that 80 percent | oss
ratio, so that's a consideration for us as we nove
forward and consider our future plans.
MS. GALLETA: Thank you
MR. PRENTI SS: Any ot her questions by the
board? Thank you, sir
MR. BENTLEY: Thank you
MR. PRENTI SS: Speaker Number 3, M ke Corne.
COVMM SSI ONER MCCARTY: Welcome, M. Corne.
MR. CORNE: Thank you, comm ssioner.
(WHEREUPON, M. Corne comes forward and is
pl aced under oath by the court reporter.)
WHEREUPON,
M KE CORNE
havi ng been first duly sworn to tell the truth,
testified as foll ows:
MR. PRENTI SS: Good Morning. Would you state
your name and your affiliation and what your

position is?
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MR. CORNE: My name's M ke Corne. ' m
vice-president with Golden Rule Health Insurance
Conpany, and we are a subsidiary of United Health
Car e.

MR. PRENTI SS: You may proceed.

MR. CORNE: Thank you for having me and
inviting our organization. W think this is a
very inmportant issue and we're happy to testify.

For more than 60 years, Golden Rule's offered a

wi de range of quality health insurance options for

i ndi viduals and famlies. I n addition, we offer
short-term coverage to fill in the gaps for those
t hat are between jobs, durations of one to six
mont hs.

As you know, The Patient Protection and
Af fordable Care Act is largely a conpl ex piece of
| egi slation that requires extensive federal
rul emaki ng and substantial regulatory and process
changes for states and insurance conpani es.

While we wel come efforts by states and the
federal government to gather detailed information
about the practical application of new MR
standards that become effective January 1, 2011,
we remain concerned about unintended consequences

and potential disruption for consumers.
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|'d Iike to focus on the market in ny
testinony today. While the NAIC is carefully and
t houghtfully devel opi ng nmodel guidelines for the
MLR regul ations that are in effect January 2011,
we in the industry face the practical problem of
having to price insurance policies for 2011.

Those that we'll sell next year, we had to

price -- begin pricing |last February, so, what,

ei ght, nine nmonths ago. Before federal health
care reform even passed, we'd already priced those
policies.

Wth specific regards to the individual
insurance market, we are concerned that the
current MR requirement of 80 percent effective
2011 could create significant disruption in the
mar ket. There are four points we would like to
make, and, again, | want to focus on the market.

First, some carriers may stop selling to new
customers so some newer carriers may concl ude that
their small scale -- and | think this goes to the
poi nt the gentl eman before me who spoke was
making -- will not allow themto cover the cost of
di stribution and adm nistration of new business.

As a practical matter, the loss ratio

pattern, which he mentioned, for underwritten
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medi cal business is not | evel over the lifetime of

any given policy. There are |lower nmedical |oss
ratios in the first years, and they are higher in
subsequent years.

Contrary to that, in the first year, the
acquisition costs, the underwriting costs, the
M B, the cost necessary to conplete medical
underwriting upfront, as opposed to post-claims
underwriting, are higher. W don't have those
costs in the follow ng years.

So at the same time, our adm nistration and

comm ssion costs are the highest in the first year

of the new policy. The conbi nati on of the high

first-year cost to underwrite new business and the

potential consumer rebates because of |ow | oss
ratios in the early years could lead carriers to
cease new business sales. And | think the AvMed
t al ked about that.

Wt hout a phase-in in the 80 percent
requi rement or the latitude to use a rolling

met hod to calculate |loss ratios, there may be

uni nt ended consequences of |ess conmpetition in the

market. We think it is a barrier to entry. And
think that was tal ked about a little bit as well

before my presentation -- before this testinmony.
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You know, it's very difficult to come in
because you have 20 percent to work with in that
first year, so you're putting on all this new
busi ness, and you're probably going to spend nore
t han 20 percent on comm ssions and ot her
acquisition costs. And you know that between the
rebate and the clains paid, you ve got to spend
80. So | think you nmade the point, Ms. Senkew cz,
t hat you're now already over a hundred and you've
just started to play. So it's not sustainable and
it's a barrier to entry.

My second point, carriers could exit the
mar ket rather than maintain a business at a | oss.
So | was tal king about those that are entering the
mar ket or those that are actively selling in the
mar ket. And now | want to talk a little bit about
t hose that have an existing book of business and
t he chall enges that they're going to confront.

Nati onwi de our average individual prem um
rates are approximately half the cost of simlar
group coverage, so the individual market, half the
cost of the small group market. That is primarily
due to individual underwriting. Admnistrative
costs and comm ssions, however, are roughly

equi val ent on a per person basis. And |I'mtalking
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about dollars now, so it costs us the sanme.
Therefore, as a percentage of prem unms, individual
product adm nistration costs are roughly twi ce as
| arge as in the small group market.

Consequently, compliance with an 80 percent
loss ratio in the individual market will be very
challenging relative to the small group market.
Phasing in the MLR over time will give carriers
time to adjust internal cost structures to meet
t hese new requirenments. So the way we like to
t hi nk about it is an adjustment to our business
model .

We' ve had a business nmodel for years that has
evol ved or changed in terms of process over tine.
And we are an innovative group. We can change
over time, but we would |like to have the time to
change because change is, in fact, best
acconmmodat ed as a process rather than an event.

So we need time to change our business nodel .

My third point: Consumers could | ose
i mportant resources for information if brokers are
forced out of the marketplace. Today, the
significant portion of individual health insurance
in the market is purchased by consumers with the

assi stance of a professional, licensed insurance
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broker. As a result, brokers are vital to the
snmoot h functioning of the insurance market.
Consumers rely on brokers as a single point
of contact to, one, present themwi th a wide
variety of carriers, plan designs and pricing.
Thi nk about it |ike one-stop shopping. You know,
|'ma consumer and | want to buy insurance.
don't want to have to call every insurer and try
to pull together all the pieces of information to
compare all these plans and all these prices to
find the plan that best suits ny needs at a price
point | can afford. That's one role that the
trusted advisor plays.
Two, they help them select the best plan for
t hem and navigate the enroll ment and underwriting
process. So the application process, as well as

the need to go through the medical underwriting

process, which at times involves gathering medical

records and the like, so, again, we're back to
conpl eting the medical underwriting right up
front.

The third thing they do is, of course, they
provi de ongoi ng service after the sale. So as

service needs arise, maybe the first time someone

has a claimor the first time they have a prem um
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problem they're going to call their broker, and
the broker is going to help navigate through the
conpany to get those issues resolved, so they play
an i mportant role.

As mllions of new entrants to the health

i nsurance mar ket obtain individual insurance

coverage for the first time -- so this lawis
supposed to bring in 45 mllion or 40 mllion or
however many -- you have all these mllions of

peopl e that are now going to conme and try to buy
i nsurance for the first time, the role of the
broker will be even nore important than it is
t oday because of the price of individual health
i nsurance, which is much | ower on average than
group insurance prices.

And because of the considerable upfront
investment in servicing new customers, broker
comm ssions tend to be higher in the first year --
and | tal ked about this a little bit already --
and | ower in subsequent years. For exanple, a
typi cal schedule m ght feature a 20 percent first
year conpensation for a broker with a 5 percent or
a 10 percent trailing in subsequent years because
there's not as nmuch start-up service. The

application process is resolved so the first year
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costs go down.

Under an 80 percent MR, 100 percent of the
first year adm nistrative and profit allowance
wi Il be consumed by the typical broker comm ssion.
So if you've got 80 percent in rebates and cl ai ns
costs, plus 20 percent in the comm ssion in
t oday's busi ness model, the noney is gone.

There's no money for adm nistration or anything
el se.

Clearly, this structure is unsustainable and
wi Il necessitate | ower conmm ssion percentages than
used today. We notified our brokers in July that
as of January, we were probably going to make sone
changes. We don't know what those changes are
because, of course, MR is not finalized at this
poi nt; even though we've already priced those
policies that we're going to be selling, and we've
already written the business that we're going to
write this year, we have the m x we have, and we
still don't know the answer.

Nevert hel ess, retaining these advisors is
critical for those Floridians who rely on those
servi ces. By phasing in the medical |oss ratios
in the individual market, brokers and insurance

conpanies will be able to adjust to the new market
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realities over a reasonable period of time and
prevent an abrupt | oss of services for Florida
consumers. And, again, we're back to the need to
have time to adjust our business nmodel.

The fourth point |I want to make i s around
younger, healthier consumers, and we believe that
they could be -- or could have fewer choices. As
in the transition periods in the new MR
requi rement, we are concerned that there will be
fewer health insurance options available in the
i ndi vidual insurance market for one of the | argest
segments of the uninsured popul ation, the young
i nvinci bl es.

There's been a | ot of talk about the young
i nvinci bl es. They don't think anything's going to
happen. The only thing they' re worried about is
the bus (sic), and | think their parents really
worry about that more than they do. So we have a
| ot of young invincibles that are uninsured.
They're going to come into the market, and we're
just hopeful that something happens that wil
allow insurers to continue to target on that
mar ket for product devel opment and brokers to
continue to serve that market.

And we're concerned because at the | ower
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comm ssions required to meet the new MLR rul es,
brokers may be unable to offer these products to
customers, and therefore, |eave young, healthier
consumers with fewer health insurance
alternatives.

So what do I mean by that? The young
i nvincible premums are much | ower. You know,
someone who is 22 is going to have a much | ower
prem um t han someone who i s 50. So on a
percent age basis, there are fewer doll ars. | t
beconmes very challenging with those fewer doll ars
for brokers to focus on serving the needs of the
young invincibles at a time when so many are going
to be entering the system which is sonmething we
want and we desire.

I n conclusion, we believe that inmplementing
the medical loss ratio requirements outlined in
the new reform | egislation wi thout an appropriate
transition period to adjust business models could
uni ntentionally destabilize the Florida individua
heal th i nsurance market.

We appreciate the time and attention you've
given to this issue. We think it's important and
we t hank you for the opportunity to appear before

you today. And I'll take questions and try to
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answer them

COWMM SSI ONER MCCARTY: Thank you agai n.
appreci ate you going into detail about the
di stri bution channel, particularly as we're
bringing in 30 to 50 mllion as envisioned by the
federal |aw of new players in the system how do
we -- how could we effectively or efficiently get
theminto the system wi t hout having an agent
force. And | appreciate your testimny with
regard to that. Could you tell me how many
menbers -- | mean, how many policyhol ders you have
in Florida?

MR. CORNE: You know, | heard that question a
m nute ago, and | thought | didn't bring that note
SO --

DEPUTY COMM SSI ONER SENKEW CZ: 118, 684.

MR. CORNE: You know, one of the things we
do, we talk about the amount of business with
regard to the individual market, and we like to
say that Tanpa is our | argest state. So we write
a consi derabl e amount of business in Florida.

COMM SSI ONER MCCARTY: | know you do. And
you're an inmportant player in the individual
mar ket particularly, |like you said, addressing the

gaps in the marketplace and the people that are
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going fromjob to job, and that's an inportant
coverage, as well as the young invincibles.

And as we're |l ooking at the |egislation, and
| know it's intended to get nore people in, but |
t hi nk one of the unintended consequences is the
costs for these young invincibles are going to go
up substantially, which kind of defeats the
purpose of trying to get theminto the market.

They already think they don't want the
coverage, and it's just making it more chall enging
for themto do so. And then on top of that, the
di sruption of the distribution channel, which you
felt was counterintuitive to getting people into
t he mar ket pl ace.

MR. CORNE: Well, it does. Fewer
storefronts, | think it's going to be very
chal l enging for those who want to cone in,
particularly those that are buying for the first
time. Where are they going to go? How are they
going to navigate the system? How are they going
to learn? How are they going to identify all the
various options that are available to thenm? So |
think it's going to be very challenging for them

COMM SSI ONER MCCARTY: Yes, | think you're

right. Any other questions? M. Jackson.
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MR. JACKSON: Thank you, conm ssioner.

M chael, if you can, can you help me to understand
how much time you think is needed for purposes of
complying with the MLR requirements in terns of
transition?

MR. CORNE: Well, I'm not an actuary so --
don't pretend to be. But | think the thinking is
that a transition into 14 where we would have a
three-month period -- or a three-year period where
we can then nove forward with a rolling MR woul d
wor k and give us time to adjust our business nodel
sufficiently.

COMM SSI ONER MCCARTY: Ms. Senkewi cz.

DEPUTY COWMM SSI ONER SENKEW CZ: Thank you.

In that regard, actually, that raises a question.
Do you think the transition period should be, just
say, |lower the nunber to 70 percent? | believe
now in the individual market for an insurance
carrier as opposed to an HMO, it's 65 percent.

But if we had to transition for three years at 70
and then it goes to 80, or do you think it's
better to have some kind of rolling transition, 70
to 72 to 78 or something like that?

MR. CORNE: Well, again, |I'mnot an actuary,

but | do like to think about change in terms of
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taking steps at a time to adjust our business
model . Again, that's -- you know, it's a process.
And we're innovative people. We will make it
work. We will figure this out. W will figure
out how to adjust our business nodel, but | think
we woul d be better off with handling this over
time, yes.

DEPUTY COMM SSI ONER SENKEW CZ: Do you have
somet hi ng?

COMM SSI ONER MCCARTY: Yes.

DEPUTY COMM SSI ONER SENKEW CZ: Do you?

COMM SSI ONER MCCARTY: Yes. But 1'Il wait
until you're through.

DEPUTY COMM SSI ONER SENKEW CZ: Thank you.
Actually, | had one other question, Mke. Wth
respect to your business and the individual -- the
i ndi vidually-underwritten out-of-state group
mar ket, my understanding is the individual market,
in general, and perhaps your niche of the business
in particular, has, | don't know if it's
significant turnover, but how often do people stay
in your plan duration-wise? And can you kind of
explain to us how that has an effect either on
volatility or, you know, the difficulties in ternms

of the disruption in the marketplace if you adjust

FOR THE RECORD REPORTI NG TALLAHASSEE FLORI DA 850. 222. 5491

54




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

the MLR.

MR. CORNE: There is a |lot of transition, and
there are a couple of different types of
transition. Generally, those that come to us that
need i ndividual health insurance are buying it
because they don't have enpl oyer-sponsored
cover age. | f they had enpl oyer-sponsored coverage
with the enmployers chipping in, they would surely
take that coverage.

So, generally, what has happened is they've
either lost their job, and there's a | ot of that
right now, or they've decided that they're going
to be -- you know, get into the entrepreneuri al
wor|l d and become sel f-enpl oyed.

So they cone in, but a lot of times, those
t hat have | ost their job, subsequently find a job
and so they don't keep our insurance for that
long. So we have a |ot of turnover each year.

And t hat becomes a significant chall enge as well
because we're collecting that premum and if we
only collect six nonths of prem um for someone

t hat we've just underwritten, chances are there
aren't clainms expenses to go with that. You know,
so it's challenging. Did I answer your question?

DEPUTY COMM SSI ONER SENKEW CZ: Yes. Thank
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you.

COMM SSI ONER MCCARTY: Actual ly, Ms.
Senkewi cz raised an issue, and I'd like to foll ow
up. In my visit with Washington in Washington
this week, | had an opportunity to speak with some
of the HHS officials, and specifically, | asked
t hem questions regardi ng what would they like to
see in terms of evidence to denmonstrate to their
satisfaction what may destabilize the market. And
what M. Angoff suggested is give us what the
phase-in woul d be.

And |'m not putting you on the spot today,
and 1'd certainly ask other insurance conpanies
t hat are doing business in Florida, if it's 60 or
65 today, would it need to be like 72, 75? How
woul d we see that inmplementation and some
suggestions?

You tal ked about altering your business
model , and that's what | was talking with them
about too. W have business nodels, varying
busi ness model s, not one size fits all. W have
di fferent business nmodels in the Florida
mar ket pl ace. We are in some ways blessed to have
a very conpetitive market, but in that complexity

of that marketplace is different business nodels.
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And maybe you could suggest how with respect
to your business model how that phase-in would
wor K. | f you could do that within the next week
or so and augnment the record, | would be much
obl i ged.

MR. CORNE: | can give you a thought on that
now, if that would be hel pful?

COMM SSI ONER MCCARTY: Certainly. | just
didn't want to put you on the spot.

MR. CORNE: Well, so without getting into
speci fic nunbers, conceptionally, and |I'm not
tal ki ng about us, per se, but more the market, so,
you know, like |I said when |I began, my focus --
the focus of my testimony is on the market.

So more broadly thinking about it and the
mar ket and the carriers that are in the market,
remenmbering that they have priced their products
and they sold their products and that business is
all water under the bridge for 2010, it would not
be unreasonable for the 2011 standards to be in
line with what they thought those standards would
be when they priced and sold those products.

Now, that doesn't mean that that has to be
t he nunber. You know, that's -- certainly, you

woul d make that decision better than anyone el se.
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You and your staff are very informed, and we think

that lies with you, but it would not be
unreasonabl e, | would say.

COMM SSI ONER MCCARTY: No, | woul d agree. |t
does seem very reasonable, in fact. Any other

guestions? Thanks.
MR. PRENTI SS: Benjam n Cutler.
COMM SSI ONER MCCARTY: Good norni ng, M.
Cutl er.
MR. CUTLER: How are you? Thanks.
COMM SSI ONER MCCARTY: Very well, sir. Thank
you.
(WHEREUPON, M. Cutler conmes forward and is
pl aced under oath by the court reporter.)
VWHEREUPON,
BENJAM N CUTLER
havi ng been first duly sworn to tell the truth,
testified as follows:
MR. CUTLER: Comm ssi oner, deputy
comm ssioner, advisory board, | appreciate the
opportunity hopefully to provide what will be sone
constructive input to your deliberations regarding
the medical loss ratio implementation in Florida.
Just a bit of background, |'ve been in the

i nsurance for 43 years. | have a fair anount of
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experience in the Florida marketplace, having
served as president and chief executive officer
(i ndiscernible) headquartered in Mam from 1998
to 2002 and then chairman from 2002 to 2004.

| also served in the past as vice-chair and
chai rman of the Health Insurance Associ ation of
America. We merged that association with
America's Association of Health Plans in 2002 to
form what is now known as AHI P. | was the first
chai rman of that organization in 2002 and three.

For the past several years, | have been a key
member of the individual market task force and the
executive task force of America's Health |Insurance
Pl ans, singularly focused on health care reform
And we've had several opportunities to provide
numer ous recomendations in regards to specific
health care reformissues, not the |east of which
regards medical |oss ratio.

|'m particularly interested in Florida's
perspective on this issue as Florida is far and
away my company's | argest state. Today, | serve
as chairman and chief executive officer of U S.
Heal th Group, and our two insurance affiliates are
Freedom Life I nsurance Conpany and Nati onal

Foundation Life.
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We cover over 10,000 Florida residents, the
maj ority of which are major medi cal accounts and
t hat ampunts to 24 percent of our in-force as well
as 24 percent of our new business, so, obviously,
we have a significant stake in Florida.

And while | understand that we're a very

small insurer, | believe my comments on how the
PPACA medical loss ratios will inpact our
policyholders in Florida, | think it also applies

to a significant percentage of the roughly 750, 000
ot her individual policyholders in the State of
Florida, and |I think that's been supported by the

testinony of ny industry coll eagues.

Now, |'ve handed out a docunent. | woul d
prefer that -- it's a seven-page docunment -- not
to have to read it. Il will if that is required,

but I would prefer just to highlight in the

interest of brevity.

COMM SSI ONER MCCARTY: We'll enter the entire
document .

MR. CUTLER: Thank you. | appreciate that.
Again, | have a couple of key points I'd like to

make. First, as already has been alluded to,
prior to March 23rd, PPACA's effective date,

Freedom as well as many other health plans issued
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health insurance coverages under existing rate and
benefit regul ati ons approved by our Florida
regul at ors.

Relying on this authority, we entered into
numerous coll ateral contracts with third parties
including, as it's been alluded to, nulti-year
producer conpensati on agreenments. Dependi ng on
the MLR i npl ementation, we could face numerous
breach of contract claims, and, unfortunately, |
can cite a specific instance very recently in
Fl ori da where we were operating as a carrier in
accordance with Florida insurance regul ati ons, but
lost a nmultimllion dollar judgenent in federa
court. The Court argued that the Florida
regul atory authority did not apply. That was a
pai nful day for me.

Second, we are nearing the end of the third
gquarter and have yet to receive conmprehensive
regul ati ons which are set to go into effect in 90
days. | "m sure this assenbl age can appreciate
that this is a woefully inadequate time to
properly address the nmyriad of inplementation
compl exities that companies face with these new
MLR regul ations; and in our case, having to deal

with that in 35 states will be problematic.
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Third, as was discussed, there are
substantive differences between the small group
mar ket and the individual market. The principal
differences include field conpensati on,
underwriting and issue costs, as well as policy
adm ni strative costs. Il n our opinion, to apply
the same medical loss ratio criteria to these two
significantly different disparate |ines of
business is, in my mnd, totally unreasonable, a
perspective | think shared by many others.

|'"d Ilike to specifically address your
guestion, comm ssioner, regarding the transition
rul es and what's reasonabl e because as was
commented, first, the small group prem ums,
because there is no underwriting guaranteed issue,
are substantially higher than individual prem uns.

So for the next -- for this transition
period, we're still going to be dealing with
underwritten individual products. But come
January 1lst, 2014, those products are going to be
conmbined into a risk pool merging the individual
and small group markets where we will be required
to have guaranteed issue.

Every docunent |'ve read on this suggests

t hat come January 2014, premums in the individual
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mar ket will approach small group prem uns, which
more than likely will be nore than doubled. So 20
percent for adm nistrative costs, conpensati on,

mar keti ng expenses, premumtax and profits with
prem ums that are double what they are today
creates a totally different business nmodel than we
will be involved with over the next three years.

So while we can think about a transition
bet ween 11 and 13, the fact of the matter is the
whol e world changes conme 2014. And | don't know
how in a transition plan, you can accompbdate t hat
phenomena. To me, that's an interesting chall enge
we're going to face as carriers, and |I think as
regul ators that's a challenge you're all going to
face.

Again, to apply an 80 percent nmedical | oss
ratio to small group and individuals during this
transition period we think is unreasonable. | do
think that the 65 transitioning to maybe 70 over
three years, again realizing that come 2014 we're
in a totally different world where 80 percent
m ght make all the sense in the world. But t hat
woul d be my position on your question. Finally --

COMM SSI ONER MCCARTY: So having a 70 percent

t hrough 2011 t hrough 2014, is that --
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MR. CUTLER: That would be ny recommendati on
to avoid disrupting the market. As was pointed
out, we've got an awful | ot of business in force
that was written prior to PPACA. W have a nunber
of collateral contracts, many of those are
mul ti-year contracts.

| think a three-year transition plan to
prepare us for 2014, which is going to, again, be
a whole new world with this new m cro market,
woul d make all the sense in the world. But ,
again, | think there's a cliff between Decenber
31st, 2013, and January 1st, 2014, that we need to
at | east recogni ze. The world is going to change
dramatically.

COMM SSI ONER MCCARTY: | nteresting you
describe it as a cliff.

MR. CUTLER: "' m not sure |I'm scaling up or
scaling down. Maybe |' m rappelling off of it.

Al'l right. ' m sorry.

Finally, let me just say, wthout adequate
transition rules, appropriate credibility and
volatility adjustments, and in our case, because
we are a small carrier, the ability to pool |arge
claim across states, we feel will cause us to

face dire business conditions.
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If we're faced with an 80 percent medi cal
loss ratio in 2011, | think we would have no
alternative but to cancel or non-renew our Florida
busi ness. And that would not only be terribly
di sruptive to our current insureds, but would be
devastating to our over 250 producers currently
operating throughout the State of Florida.

And | agree with the comment made earlier. I
do believe very strongly that health insurance is
a consultative sale. | think it does require what
| ' ve described as a health navigator. | think
with all the new entrants, it would be a travesty
if we did not continue to have a vibrant
capability for insurance producers and brokers to
hel p consult with new i nsureds about how to make
the right decisions around their famlies' health
care choice.

COMM SSI ONER MCCARTY: Coul dn't agree with
you nore.

MR. CUTLER: Again, thank you very nuch,
comm ssioner and deputy conmm ssioner, for the
opportunity. |'d be happy to answer any
guesti ons.

COMM SSI ONER MCCARTY: So you believe that

conpanies will cancel or non-renew without some

FOR THE RECORD REPORTI NG TALLAHASSEE FLORI DA 850. 222. 5491

65




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

relief?

MR. CUTLER: From a pure sol vency
perspective, comm ssioner, | would have no choice,
and | think a Iot of other small carriers -- |
agree very strongly that this 80 percent medi cal
| oss ratio would create a huge barrier to entry.
| can't imagine how -- why any investor would want
to put capital in a business with the regul ations
t hat are proposed by PPACA. | think it would be a
total barrier to entry.

MS. GOODHUE: May | ask a question?

COWMM SSI ONER MCCARTY: Absol utely. Pl ease
do.

MS. GOODHUE: Okay. Another clarifying
guestion for my own understanding. So | think you
of fer a unique perspective because if it's true
you sell insurance across -- or you have business
in other states?

MR. CUTLER: Yes, | do.

MS. GOODHUE: Okay.

MR. CUTLER: Florida is our | argest.

MS. GOODHUE: Florida is your |largest. So
how woul d, if there's a transition period in
Fl orida but not in other states, how would that

I mpact your business in other states? So |

FOR THE RECORD REPORTI NG TALLAHASSEE FLORI DA 850. 222. 5491

66




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

think -- | mean, you mentioned that you m ght have
to not sell policies in Florida. l"mtrying to
understand how Florida is different than other

st at es.

MR. CUTLER: Well, obviously, | think as
you're aware, there are proposed credibility
adjustnments. We have probably 15 states where we
don't have significant enough bl ocks of business
t hat woul d be subject to rebate because they're
not credi ble. In those states that do have -- we
have about 15 states where we have partially
credi bl e bl ocks of business, and any that we were
forced into 80 percent, again, we would be
required froma solvency perspective to non-renew
or cancel.

MS. GOODHUE: Okay. Thank you.

DEPUTY COWMM SSI ONER SENKEW CZ: Just to
clarify, and part of the reason for that, sir, if
| understood you correctly, is because you have
entered into many nmulti-year collateral contracts
as you indicated, including the broker
conpensation contracts, so your choice is going to
be have it -- what else can you -- what else could
be | owered in terms of adm nistrative costs

because you have these collateral contracts?
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Essentially, you're just stuck between a rock and
a hard place, and that's why you would be --

MR. CUTLER: Pretty much.

DEPUTY COMM SSI ONER SENKEW CZ: -- forced to
exit or non-renew because it's not workable for
you.

MR. CUTLER: That's correct.

DEPUTY COMM SSI ONER SENKEW CZ: Thank you.

MR. CUTLER: And if we -- again, if we
attempted to go in and modify those nulti-year
contractual agreements --

DEPUTY COMM SSI ONER SENKEW CZ: Ri ght .

MR. CUTLER: -- we would be exposed to, |

t hink, significant litigation. | m ght mention as
an exanple, this particular case in Florida was an

ei ght -year duration litigation. At the end of the

day, the judgement was for $50, 000 in damages.

The attorneys' fees awarded were 2.8 mllion.

COWMM SSI ONER MCCARTY: That brings up a whole

different issue for another hearing.
MR. CUTLER: Ri ght. Thank you.
COMM SSI ONER MCCARTY: Thank you.
MR. PRENTI SS: Thank you.
COWMM SSI ONER MCCARTY: Thank you very much

for your testinmony. | appreciate it.
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MR. PRENTI SS: Julian Lago.
(VWHEREUPON, M. Julian Lago comes forward and
is placed under oath by the court reporter.)
WHEREUPON,
JULI AN LAGO
havi ng been first duly sworn to tell the truth,
testified as foll ows:
COMM SSI ONER MCCARTY: Welcome, M. Lago.
MR. LAGO: Thank you. Again, 1'd like to
t hank Comm ssioner McCarty and Deputy Conm ssioner
Senkewi cz and the board for the opportunity to
speak. | had the opportunity to address the board
at their May hearing and brought the perspective
of the agent.
| serve currently as the inmmedi ate past
president for the State of Florida, Florida
Associ ation of Health Underwriters and have kind
of returned more to private practice. And one of
the interesting perspectives | wanted to address
was the role of the agent and the concern that we
have, rightly so, with the inplenmentation of the
m nimum | oss ratio and the potential impact on the
consumer .
Wth the Ioss of agents and the role that we

play, | feel that it would be critical that that
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continue to be an intricate part of the

di stribution system Al most all the carriers that
have addressed and presented to the board have
expressed the inmportant role that agents play, and
| think that that cannot be lost in the

i mpl ementation of mnimum ]| oss ratios.

Personally, | can discuss several issues and
several ways that we, as agents, not only service
our clients, but bring in a real perspective. I
t hink insurance really does not lend itself to be
a commodity product as has been di scussed in other
issues simlar to the exchanges and so on of the
purchase of airline tickets, even the purchase of
tires and so on.

If you |l ook at insurance as a product and
service, it goes well beyond just a selection from
a price perspective. | f you would indulge me in
t he conparison, one of the products that as
consumers we buy are tires for our vehicles. And
we certainly don't drive up to the w ndow, grab
the tires and drive off. W have these tires
bal anced, put on our vehicles. And as a father of
four, | certainly don't encourage my wife to drive
up and purchase the | east expensive set of tires

and have ny famly drive off in that. W | ook at
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all those things.

Even with that said, throughout the year, the
safety factor if these tires are not properly
installed and put in place, now you run the risk
of having a product that's defective. Wth health
care, that product has to match the financi al
capabilities of the consumer that's purchasing
t hat product from the deductible, fromtheir risk
t ol erance perspective.

And health care, particularly in Florida, is
regi onal . So in many cases, the agent brings to
the table the know edge of the appropriate
physicians that participate in networks and so on,
which is invaluable in the selection of health
care. It does not just directly relate to a price
pur chase. It has a | arger perspective there.

So ny feeling is that certainly froma
prof essi onal agent, which I've been for over 24
years, | see daily clients -- in fact, as health
care reform has evolved and has started to be
i mpl ement ed, we saw the State of Florida select
to, on the high risk pool, go along with the
federal program My phone started ringing
i mmedi ately.

And as the inmedi ate past president, | had
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t he opportunity to travel throughout the State of

Florida and sit and in many cases speak with

literally hundreds of agents throughout the state,

and their stories are very sim/lar.

Clients are concerned, and all of a sudden,

they receive notification via newspaper article or

some other media that guarantee issue is
avail able, but it's the role of the agent now to
| et them know that there are certain criterias.
The requirements of being wi thout prior coverage
for six nmonths and so on, that was all lost. All
t hey saw was that this was opened up

W t hout the use of agents to even assist in
that, | think currently, and | may be m staken,
but | believe the nunbers have not been
significant in that enroll ment process because
there is no method for an agent to really
participate and be invol ved.

Certainly, one can do their own taxes, and

many people choose to do that. But as you

purchase and have a conplicated process, you bring

the expert in to help you make sure that you cross

the t's and dot the i's, and that you take the
proper adjustment. Heal th insurance is a very

conplex issue, and | don't need to certainly

FOR THE RECORD REPORTI NG TALLAHASSEE FLORI DA 850. 222. 5491

72




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

educate the board on that process. But we feel
that it is critical to have that.

| will share a personal story. As an agent,

my office -- | amthe enmpl oyee benefit manager for

a property casualty agency. W have over 115
enpl oyees focusing predom nately on enpl oyee
benefit -- I'"msorry, in property and casualty.
My team consists of about 15 individuals that do
enpl oyee benefits for that class of business.
We're | ocated predom nately in South Florida, in
Del ray Beach, Boca Raton, Pal m Beach Gardens,
Stuart and so on.

We find we have an ol der, nore mature

mar ket pl ace. In many cases, we spend a | ot of

time assisting our group clients that reach age 65

m grate into the purchase and selection of a
Medi care suppl ement product. In that selection,
can tell you just in the last six nmonths, we've
had numer ous people -- and it's kind of a
repetitive story -- persons turn 64 years ol d,
64- and-a-half, and they get a bonmbardment of

i nformation.

And certainly they have the capability to go

online and go through an exchange and find out al

the information that's there. But the reality is
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t hat they appear at our office. They call for an
appoi nt ment, and they'll show up in many cases
with a shopping bag full of all this information
that they received trying to deci pher Medicare
Suppl enment to Medicare Advantage, to do | stay on

my enpl oyer plan and was my enpl oyer plan's

prescription benefit in conpliance and do | have a

probl em

And we, as agents, will take the time to
obvi ously deci pher that information for our
clients and wal k them through that process of
enrol ling and maki ng sure that for that
i ndi vidual -- and there is no cookie-cutter
decision -- that individual makes an econom c
deci sion based on their risk tolerance, their
preference, whether it's a Medicare Advantage
pl an, whether a supplement makes sense and so on.
That repeats itself over and over on a daily
basi s.

| can't overenphasize that health care
benefits cannot be | ooked at as a conmmodity that
can be done on the exchange. It's been tried in
ot her areas, even with life insurance and so on.
Many clients will go online and get a quote but

still come back to the agent for the expertise of

FOR THE RECORD REPORTI NG TALLAHASSEE FLORI DA 850. 222. 5491

74




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

t he appropriate purchase. W feel that through

medi cal underwriting has been discussed and j ust
the i mpl ementation phase, it is critical that we
continue to see that.

One final point, as in Florida, the reality
of what Florida business is, as much as we
understand there's | arge enployers |ike state
muni ci palities and federal programs and | arge
empl oyers |ike Walt Disney, the reality of Florida
busi ness is the backbone is small business.

Smal | businesses are the day-to-day, you
know, backbone of our econony. Those busi nesses
| ook to the individual agent, not only to help
them t hrough that process, but to mgrate into an
HR rol e. Meani ng that conmplying with all the
requi rements and so on is critical there.

And | fear that as that marketplace is driven
into the exchanges, and there's not enough role
there for the carriers to properly conpensate the
agents, then you're going to have a vacuum there.
And, ultimately, these questions and these issues
revert back to the state. And with all due
respect, | don't know that the state, nunber one,
has the manpower and so on to be able to provide

the role that agents do.
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So, again, | thank you for the opportunity,
and | certainly welconme the opportunity to address
t he board and answer any questi ons.

COVMM SSI ONER MCCARTY: Thank you very much
for your testimny, and we appreciate you com ng
t oday and your previous testimny and thank you
again for crystalizing the issue in ternms of
real-life exanpl es of people going throughout
their |ives and busi nesses having to make those
choices and the val uabl e services that agents
provide in navigating a very difficult system

|'"ve heard in one commttee |I was up visiting

one time and one of the people said, well, you
know, it's just kind of |ike going online to buy
an airline ticket. Well, you know, buying an

airline ticket online is certainly vastly
different than making health care choices for your
famly and busi ness, and we certainly appreciate
you highlighting the inportant role of an agent.

| do want to -- for the record and for the
benefit of this testinony today, we're | ooking at
focusing on the destabilization of the
mar ket pl ace. And, in your opinion, with the
failure to have some alleviation fromthe

i mpl ementation of the loss ratio, 80 percent in
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t he i ndividual market, would that -- do you
believe that would destabilize Florida's market,
and if so, in what way?

MR. LAGO: | certainly do believe it woul d.
You know, one of the important factors is the
entrance of new carriers into the marketpl ace.
This gives the agent the ability to introduce a
carrier, a new set of products, potentially new
mar ket pl aces, in South Florida in particular.

Certainly, you have network-driven products
t hat are appropriate. They're very basic either
in an HMO nodel or a PPO nodel. And our concern
is that as was stated before, the inplenmentation
of the MLR i medi ately really opens the door for
some of these carriers to depart the marketpl ace
because their business models are dramatically
interrupted.

Again, we're receiving those products,
selling that plan, and all of a sudden, a
properly-underwritten product that's been placed,
that has the ability to allow the carrier to

mai ntain a balance and a profitable block of

busi ness is conpletely disrupted. And we're going

to see an exit of carriers in that marketpl ace.

That requires you, the agent, to have to go back
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in there and now try to identify in a shrinking
mar ket pl ace a product that can replace that.

In the individual product in particular,
you're medically underwriting these individuals,
and that is not always an easy task. Even under
smal |l group, just the transition fromone to the
other is going to cause tremendous disruption
t here.

So | feel personally that not having a
phase-in will cause disruption, not only of new
carriers comng into the marketplace, but an exit
of some, you know, well -established stable
carriers.

COMM SSI ONER MCCARTY: Ms. Senkewi cz.

DEPUTY COWMM SSI ONER SENKEW CZ: Thank you,
comm ssioner. Actually, to carry that one step
further, let me hearken back to nmy |ogic class.
| f under the present business nodel, broker/agent
conmpensati on goes on the adm nistrative expense
side, so absent a change in that, one way, and an
obvi ous way for carriers to reduce their
adm ni strative costs would be to | ower agent
conmpensati on. You know, if this, then that.

Do you believe that if that occurred, isn't

there a point at sonme point below which certain
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agents would just have to say | can't do this
anymore; |'mgoing to have to find something el se
to do for work to support my famly?

MR. LAGO: Absolutely. | find as | travel
t hroughout the state, | have a number of agents
t hat approach me now that the sale of health
i nsurance is a very time-consum ng product. | t
takes time away from other products that actually
pay a higher conmpensati on. I n many cases, we
woul d call it a |lost |eader, if you would, because
it brings us entry to a client.

But the reality is that with that | oss of
t hat agent role there and as the conmm ssions are
further reduced, literally, you have thousands of,
you know, small business individuals that would be
pl aced out of business in the State of Florida
because the conpensation that's there, that's the
entry level to sell other products. And if that's
elimnated, basically, there's going to be an exit
of the insurance industry, the professional agent
in that industry.

And | think it's important that we also
reflect back and | ook at other models that have
been tri ed. In reality, on the property/casualty

side, a |lot of auto market products have been sold
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direct and so on. And now you start seeing signs
where, "conmes with a free agent"” advertising and
even the | arger are bringing back the retail
establishment where a client can walk in and
purchase a product there.

And that's inportant because after the sale,
there's a |l ot of servicing issue, and our concern
if the agent's out of the equation -- and we
mentioned the individual products, in particular,
have heavy turnover. So that process re-occurs
itself sometimes in an 18-nonth period once,
twice, three times. So it's not a onetime sale,
put it on the shelf and forget about it. That
agent's role is repetitive, and it's necessary to
mai ntain it there.

COVMM SSI ONER MCCARTY: Just to follow up on
Mary Beth's logic class, so just take it from
t here: So if we have -- if we nmove it on the
ot her side of the | edger and insurance conpani es
reduce it, it reduces comm ssion; it reduces
agents; it reduces, | would assume, reduces access
to products?

MR. LAGO: Absolutely. | mean, that is the
ultimate | oss. The choice of products are gone.

You have | ess selection. And the reality is that,
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you know, we deal with a consumer that comes to us
and pays attention for a limted period of tine.
We educate them through all our crazy vocabul ary,
copayments and coi nsurance and so on. And as they
understand this process, to think that there's not
sufficient dollars there for sonmeone to educate
them properly in that purchase and sel ecti on,

we're tal king about sonmething that impacts our

famly.

|'"'mthe father of a 14-year-old Type 1
di abeti c. | can tell you | purchased insurance
for a nunber of a years. | believe and began to

understand i nsurance when my son was di agnosed.
We started to take a | ook at how we purchase our
prescription benefits and so on. The reality of
t he product and the quality that we sell goes
beyond a consunmer product that we put on the
shelf. This is something that inpacts famlies
and so on.

The econom c ability of someone, a young
person com ng into the marketplace has |imted
resources. So you need to allow themto maxim ze
t hat purchase and purchase the right product based
on their needs. That is critical.

So my concern is as the products shrink,
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you're going to have |less selection, and that
whol e i mpl ementati on, we may, in fact, have an
opposite effect. W're concerned with the price
i ncreasing based on MR You're going to have
just those folks that we need, the young, healthy
vul nerables (sic) m ssing an opportunity to
participate.

COWMM SSI ONER MCCARTY: And just to pursue

that and this is getting a little bit off of that,

in addition to the exodus in the marketpl ace,
isn't there a risk that w thout the benefit of an
agent, that we won't get a very good m x of
decisions in terms of the product with the
appropriate -- | mean, the person with the
appropriate product?

MR. LAGO: Absolutely. At the end of the
day, the tragedy really is the consumer that ends

up with a product that's not financially sound.

They purchase based on price; they realize that it

has a high deductible; and it just doesn't neet
t heir expectation, or even worse, a product that

doesn't have the proper match.

Again, health care is purchased on a regiona

basi s. | f the doctors that you're trying to use

and the facilities that you use, or, in fact, the
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type of access you need is not there and you've
made the wrong purchase, that product is really
di sastrous for that famly. They spend the
dol l ars and are not getting what they need.

So our concern is if you shrink the product
portfolio and you're making the wrong deci sions,
you need that role of that agent to help and
assist in that process.

COMM SSI ONER MCCARTY: Thank you. Ms.
Gal | et a?

MS. GALLETA: And just to el aborate on that,
that role is an ongoing role. The purchase or
acqui sition of an insurance product by a young
person isn't necessarily what they'll need for the
rest of their lives. And so devel oping a
relationship with an insurance professional where
you don't know the questions to ask, but they know
t he changes that are happening in your life, keeps
you properly insured and gives you access to
t hings that you may not know exist that you need.

COVMM SSI ONER MCCARTY: And |i ke when your
status changes over time, you get married, start a
fam ly, other additional products or additional
amendments that need to be made to the products

t hat you have, you can just put that all in the
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conmputer, right?

MR. LAGO: Well, the concern is that, again,
what you're seeing on the computer is an outline
of coverage, and you're seeing a price sheet. And
t hat doesn't necessarily transcend into your true
needs. We could all go online and say |'m buying
a set of tires. But the reality is, does it fit
my vehicle or is it the right vehicle? 1Is it put
on and is it balanced? Am | going back on a
regul ar basis and making sure | rotate ny tires?

And that's -- you know, and | apol ogize for
t he anal ogy, but the reality is that that role has
to be -- it's ongoing. You just don't go and
purchase a product and set it on and then drive
down the road. You have to maintain it and make
sure that it continues to fit the needs of that
famly.

We tal ked about transition. Many, many cases
in Florida, because of the econony, people are
| osing their jobs and are | ooking for a purchase
of 1 ndividual products. And then they try to
enter, in maybe an entrepreneurial spirit, enter
that (indiscernible) so now you're mgrating from
an individual product into the group product, so

there is certainly a transition. And it's a whole
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different type of purchase. They have to
understand that and the dynam cs that come al ong
with them

COVMM SSI ONER MCCARTY: As your life
situations change, then so do your needs for
i nsurance products.

MR. LAGO: Absolutely.

COVMM SSI ONER MCCARTY: And the agent plays a
critical role in that.

MR. LAGO: Thank you very much.

COVMM SSI ONER MCCARTY: Thank you very much.
Again, | appreciate your tinme.

MR. PRENTI SS: Thank you, M. Lago. And now
we're going to turn the control of the hearing to
the comm ssion and cl ose out the evidentiary
hearing part of the meeting.

COMM SSI ONER MCCARTY: | want to again thank
our participants today for your testinmony. I
think it's very valuable. W're at a very
critical crossroads in this deliberation of this
process as the testimny has been put out today.
These decisions with regard to how the price of
products were made | ast year, and we're rapidly
approaching a year where we're going to be

applying rebates if you don't nmeet that | oss
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ratio.

And | think it's very critically important
that we take this opportunity to coll ect
information that | think would be helpful in
assisting the HHS, the secretary of the HHS, in
determ ni ng whet her or not the application of the
standard applying in 2011 will be destabilizing to
our mar ket place, and | appreciate the testinony
with regard to that issue today.

That cl oses our evidentiary hearing part, and
| would |ike to | eave the record open for
additional comments or affidavits to be supporting
the efforts that we're making with regard to the
determ nation of the facts that we're hearing
today. We'll keep the record open until Friday,
Oct ober 8th, close of business at 5:00.

We invite the participants today, as well
ot her carriers for insurance agents or those
affected in the marketplace to provide further
evi dence of potential destabilization of the
i ndi vi dual market for application or
i mpl ementation of the loss ratio.

Havi ng said that, that concludes it. | would
certainly open up the floor for anyone in the

public who would |like to make any testinmony today.
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(WHEREUPON, the evidentiary portion of the

public hearing was concl uded.)
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REPORTER' S CERTI FI CATE

STATE OF FLORI DA
COUNTY OF LEON

|, Tracy A. Lefebvre, Court Reporter and Notary
Public for the State of Florida at Large, do hereby
certify that | was authorized to and did
stenographically report the foregoing proceedi ngs; and
that the transcript is a true record of the testinony
given by the witnesses and the proceedi ngs had.

| further certify that | amnot a relative,
empl oyee, attorney, or counsel of any of the parties,
nor am | a relative or enployee of any of the parties’
attorney or counsel connected with the action, nor am
| financially interested in this action.
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