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PROCEZEDTINGS

CLERK: Co-Op Program Advisory Board, February
7, 2011.

MR. FEEZOR: Good morning, and welcome to the
second meeting of the --

UNIDENTIFIED FEMALE: Sir, I am sorry. Let me
go ahead transfer you over to the main call. Just one
moment.

(Discussion off the record).

UNIDENTIFIED FEMALE: Your line is live?

MR. FEEZOR: We are fine. Good morning. I am
Alan Feezor, and I have the pleasure of chairing the
Consumer-Operated Oriented Planned Program Advisory
Board. For those of you in the audience, and then we
have heard some comments about, you can’t trust a group
that’s dealing with co-ops and a group that calls a
meeting on Super Bowl weekend; it’s entirely un-
American, and let me tell you the sacrifice made by a
couple of our Board members was even in having the
meeting, but there were a group of rowdies at a local
bar last night close by -- and, Barbara, we did not

talk any policies, so we are —--



BARBARA: You didn’t? Are you kidding me?

MR. FEEZOR: -- but anyway, it was --

BARBARA: Football policy.

MR. FEEZOR: Football policy and second-
guessing plays like we second-guess legislation. But
anyway, for those folks from cheeseland,
congratulations. And the group actually was pretty
tolerant last night in terms of their winning. For
those of you in the audience and are on the phone that
maybe have not had a chance, there has been an awful
lot of work, an awful lot of conversations on many of
the elements that were presented in our first hearing,
and yet, it’s fair to say that this meeting takes us
about halfway through our process, so there is an awful
lot of work that remains for those of us on this Board
to do in the weeks ahead.

Also, at our meeting last month, we had some
excellent testimony from the public, some comments. We
have set aside at least an hour this afternoon to
receive similarly, in the meantime, OSIO (ph) and HHS
have put out requests for comments, and those are being

-—- at least some summaries of those have been shared



with those of us on the Board, and we are finding those
to be particularly helpful and hope that they will
continue to come in. And, 1f there are some issues
that are raised today in the course of this Board’s
discussions that there are some particular comments on,
we would welcome that as well.

Just a reminder from my colleagues on this
Panel that we do have about 45 days left before we are
supposed to -- which means one full meeting, and
probably an awful lot of conference calls, as we have
had in the last two weeks to get our work done -- and
we do have I think what will be some robust discussions
today.

Let’s take a second, if you would, and pull up
your agenda. We open up this morning with a panel of
folks, who will deal with some of the more technical
aspects of both solvency of application and process of
plans getting licensed at the state, and of what makes
for a good business plan for a start-up organization
presented by the panel. We will then move into reports
of our sub-working groups, starting with governance.

We will take a break and then move into a sub-committee



report on finance that Donna will be bringing forth.
And then -- it depends upon how the morning goes -- we
may move one of those panels up a little bit before
lunch, if we get through early. We will then also do
the one on infrastructure, and then Barbara, who will
be substituting for Margaret Stanley, will lead us in
the discussion of criteria and process going forward.
And then, in the afternoon, we will end up with the
public session and Board discussion on where we go from
here. Several of you have some pretty tight timelines
to leave, so we are going to try to stay on time as
much as possible, and if any of the subcommittees --
you are not obligated, by the way, to take your full 50
minutes, but I suspect we will be hitting pretty close
to that given the discussions.

We are going to have the roll call in just a
minute of the Board. For those of you who have not had
a chance to read the -- I call it the summary minutes
or minutes, and summary of -- the Executive Summary of
the last meeting of this group, please do so between
now and lunch, and the first order of business after

lunch will be the consideration of the Minutes. So



that’s sort of what lays ahead for us. Annie, would
you like to call the roll for us?

ANNIE: Good morning. I will now call the
roll for the Advisory Board. Herbert Buchanan?

MR. BUCHANAN: Here.

ANNIE: Dr. David Buch?

DR. BUCH: Here.

ANNIE: Dr. David Carlisle?

DR. CARLISLE: Here.

ANNIE: Dr. John Christianson?

DR. CHRISTIANSON: Here.

ANNTIE: Rick Curtis?

(No audible response).

ANNIE: Alan Feezor?

MR. FEEZOR: Here.

ANNIE: Terry Gardiner?

MR. GARDINER: Here.

ANNIE: Professor Mark Hall?

PROF’R HALL: Here.

ANNIE: Patricia Haugen?

MS. HAUGEN: Here.

ANNIE: Donna Novak?



MS. NOVAK: Here.

ANNIE: William Oemichen?

MR. OEMICHEN: Here.

ANNIE: Dr. Michael Pramenko?

DR. PRAMENKO: Here.

ANNIE: Tim Size?

MR. SIZE: Here.

ANNIE: Margaret Stanley?

MS. STANLEY: On the phone.

ANNIE: Barbara Yondorf?

MS. YONDOREFE: Here.

MR. FEEZOR: Thank you. Just to again to turn
over to our presenters, the same as we did the last
time, ask that if you have a question turn your name
tin up on the side, try to confine yourself to one
question until your other colleagues have had a chance
to ask theirs, and then we’ll come back around and
we’ll try to make sure that everybody has an
opportunity.

Our two panelists in our lead-off are Vivian
Riefberg and Brian Webb. Ms. Refberg is Director of

the Washington, D.C. Office of McKinsey and Company, a



co-leader of the firm’s health care practice. She has
more than 20 years experience, in terms of working in
the health care arena in private, public and non-profit
sectors, and for those of you have had a chance to read
her testimony ahead of time, you know we are in for, I
think, some excellent advice and guidance on that.

And, she will be followed by Brian Webb, who is -- and,
Brian, I don’t know how you do it all -- but, is
Manager of Health Care Policy and Legislation for the
National Association for Insurance Commissioners.

Brian participated in the discussions of the regulator
panel last time, and is going to provide us, I think,
some excellent information in terms of the state
regulators’ perspectives of new entrance into the
marketplace and requirements thereof. Vivian?

MS. RIEFBERG: Thank you very much for having
me here this morning. As your Chair mentioned, my name
is Vivian Riefberg, and I am a senior partner in the
Washington office of McKenzie and Company. I do want
to take a moment just to explain who we are and what we
do do, and a little bit about what we don’t do, just to

be clear.



McKenzie and Company is an independent and
non-partisant management consulting firm, which serves
public, private and social sector clients in the areas
of strategy, organization and operations in more than
50 countries around the world. We do not engage in
lobbying for its clients or itself. We are a
management consulting firm.

I have been invited here today to present to
you on the topic of what to look for in assessing
business plans of organizations seeking to establish
non-profit health cooperatives under the provisions of
the Affordable Care Act. I will not be commenting
directly on the legislation, or on the plans
themselves, and will not be providing a perspective on
agency approaches to the Act; rather, I will focuse on
what makes a good business plan, and what I believe you
should look for as you evaluate competing applications
for federal support.

So, 1f we start there; what is involved in
assessing a good business plan? Before beginning I
think it’s useful to consider what we mean exactly when

we speak about evaluating a business plan and how this



pertains to your challenge. Quite frankly the first
association most people tend to make about a business
plan is not with the public sector, but with private
sector investors and corporations assessing new
businesses and start-ups for investment. And,
assessments of this kind tend to focus on the
evaluation of risk and the potential returns on
invested capital, as well as the track record and
quality of the management team. I think we believe
that although the objectivees may be different; that
is, the focus on earning a return on the cost of
capital, is the focus in the private sector, and that
this kind of assessment may be different in terms of

the objectives undertaken by public funds, charitable

10

groups or foundations that are interested in investing

resources to achieve a certain social impact or policy

goal. While there are differences in the objective

function perhaps, the fundamentals of what to look for

we believe are the same; that is, you are looking for

investing in a talented management team that will

skillfully develop their business model, and that will

ensure the highest and best use of the funds you
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provide against the objectives you seek, and will be in
a postion to return those funds to you at the
appropriate time. So the fundamentals, we would argue,
are similar.

With that in mind, there are three general
questions we believe you would want to consider. The
first and most basic is, what should be in the business
plan, and I am going to outline 12 elements that we
believe are appropriate in a business plan. Second,
what are the features that you should look for as you
compare competing proposals, and try to identify which
have the greater likelihood for success. And finally,
and in some ways most importantly, how can you evaluate
the quality of the management teams, to anticipate how
effective they will be in achieving the goals that are
set out.

So let me start with the first of these, which
are the 12 elements that we would want you to see in
any business plan. The first is in fact a concise
statement of the mission and objectives clearly
describing the opportunity perceived in the market; how

the co-op will differentiate itself relative to
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competition; investment required; and the pathway to
economic viability. The second is the product and
services offered -- and there is more details in my
testimony here, in what was written, but there is an
outline of those things. The third is an overview of
the management team and the proposed governance model.
I note that you are planning to cover that later. You
know, in many respects, we think this is one of the
most important elements. A good management team here
you should be looking for are people who have had
significant experience in managing health plans or
other similar insurance offerings; it should be people
with deep knowledge of the state, the laws and the
regulations, and the markets in which they are going to
be operated; and it must include people with experience
in the core business areas of the operation; whether
it’s medical management, network management, IT
systems, plan administration, and quite frankly, people
who can integrate all of those things. I think one of
the observations in earlier testimony that came forard
to this group was the possibility that people might use

third-parties or outsource, or put together other
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folks, who would provide some of these services. Well
you do need, in the management team and in the plan,
the outline of how that will all be put together; how
that will be integrated. It won’t surprise you to
include analysis of the market and competitive
landscape, a marketing and sales strategy, and the
operational model as to how it will work.

The second think I think I would highlight on
this list of 12, if the management team was the first,
and there has been six other elements I have mentioned,
the seventh would be the detailed plan for medical and
network management. As you well know, the significant
amount of the cost structure of any health insurance
organization is around the medical costs, and how 1is 1t
that they intend to work with providers -- and, when I
use the word providers in my testimony, I am not just
speaking of physicians and hospitals; I am speaking of
the full array of providers; whether that is
pharmaceutical products; whether that is nursing home
capability; whether that is home health; it is, you
know, the full array of providers -- what i1s the game

plan and program for assuring that they will have a
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complement of the medical services at an affordable
cost that will turn into something attractive in the
marketplace?

Let me continue on number eight. This is a
detailed 90-day road map to get started, and then a
clear one-year plan.

You’ll see on number nine I mention a five-
year plan. But, if I had to put a huge emphasis, it is
first to make sure they know how they are going to
start up, open the doors, run the enterprise in the
first year. You can’t get to the 5th year if you don’t
have the clarity. So, as you look at this, don’t be
surprised to see that as you get further out the
details are less clear, but the clarity around that
first year has to be there. And then, a solid five-
year operating plan that includes a description of the
product development timeline, the investment required,
the critical milestones and roles, a compliance plan, a
solid approach for how the organization will grow both
it’s membership and provider network, and a development
plan for infrastructure and personnel.

Number 10 is a careful assessment of the risks
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and opportunities with a full enterprise risk
management plan and compliance approach, and in that,
one of the things I would highlight is the good
business plan should discuss the sensitivity of all
projections, because often small changes in business
assumptions can really impact what’s going on. And,
what you don’t want to see is just -- and what I’11
comment on in number 11 -- is the financial plan, but
with no sensitivity analysis so that you can appreciate
what those small changes might do to impact the
viability of the enterprise, and I would just highlight
that.

Number 11 is the detailed financial plan, and
here it should describe a clear and reasonable
forecast, both the capital and cash flow to start and
grow the business; expected fix and variable costs; and
projected revenues. It also should inlcude in this the
clear model for paying back government loans and
grants, and how and who would be the source of private
financing. Again, if I had to highlight a third item,
it is in fact: what is the other source of capital,

and how does that capital come into the enterprise; and
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what is the role of those who are providing that
capital? What you don’t want to do is face what has
gone on in some other circumstances where the initial
capital was available, but when people ran into tough
times they failed, in some cases, and the government --
in past history it’s been state governments, in some
circumstances, that have been left holding the risks
and quite frankly holding the bag on the financial
situation. And finally, a clear set of performance
measures. A good plan will include not just financial
measures, but operational metrix that the team and
Board would use to track the progress.

I'm not going to comment on some of the other
elements that are in my testimony about, you know,
clear and concise writing and those elements, but I do
want to highlight something that I was asked to comment
on in advance of this, which is; is there a way for you
to kind of sequence and time things, and how do you
think about that? And, one of the observations we have
is that, given the limited time that you will have to
get established and licensed, if they are in fact to

compete on the exchanges beginning January 1, 2014, you
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will likely want to look at all 12 elements before
agreeing to extend any loans to any new co-ops. Under
different circumstances, there might have been a more
staged approach, but it’s our observation that, if you
really do expect the co-ops to open their doors for
business in 2014, there will be very little time for
the iterate of review process, particularly -- and
Brian will comment on this later -- if they need
funding to meet solvency requirements, you know,
significantly earlier to open the door. While staging,
we believe, can prove difficult, you might consider
keeping a pool of funds for further development and
expansion for these enterprises; so if they start off
in a given set of markets in a state, and even though
you have the state-wide aspiration for them, you might
consider it that way. But, in general, it’s our
observation it’s going to be tough to have the
iterative process work as well.

I'11 make a few more comments on how do you
select the best plans, and then I’"11 turn it over to
Brian. You know, how do you think about selecting the

best of the new plans? Once you narrow the field to
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the most promising plans based on the 12 elements I
spoke of and the set of criteria that are already
outlined in the Affordable Care Act around a consumer
focus and integrated care, and there are some things
articulated there, we think that you need to then
recognize there is no perfect answer, but there are
steps you can take to test the plans and the teams
behind them. We believe the most important of these is
to establish a committee of folks, ideally including
start-up professionals, who can meet with the
management teams and test their thinking in person. If
you look at what venture capital firms do, or other
parties who invest in start-ups, most meet multiple
times with management prior to making an investment
decision. And, in effect, you see the plan, but good
management teams are effective at incorporating the
feedback that they get from funders, the new thinking
that goes with that, and their final plans tend to
evolve out of meetings with those parties. And this
also gives folks a chance, and the funders, that is you
or the folks you will designate through your guidance

here, but it gives folks an indication of the team’s
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ability to sell themselves and their business to other
investors, who will have to partner with them; how they
work with providers and consumers in the years ahead.
So, with that, we would say, you know, make
sure that you recognize that your definitions of
success are really not that different from those in the
private sector; that, second, you invest in the best
management teams; and that their choice to manage a co-
op should be an indication that they believe there is a
genuine opportunity; and finally, recognize that the
best plans are often those who are able to anticipate,

and then deal with unforeseen challenges as they move

forward.
Thank you. I hope I didn’t run over too much.
MR. FEEZOR: Thank you, Vivian. And we are
going to hold gquestions until Brian -- I think there is

some interactive dialogue here that will be quite good.
MR. WEBB: Well, thank you. I appreciate this
opportunity to come and speak to you today. Again, I
am Brian Webb with the NAIC. And, before I start, I
Just want to highlight the fact that what I am telling

you today is generally what a company would need to do.
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I always like to highlight the fact that states are all
different, so there are always details to all of these
that may be a little different, but we used to do this
presentation a lot to Congress before they really
started in earnest on this latest round. We do this
Fundamentals of Health Insurance, and we start with the
hypothesis that maybe one Monday you are maybe a little
drowsy from maybe a Super Bowl party the night before,
and you are hating your job; you say, you know, in a
fit of insanity, I think I would like to start an
insurance company, you know, just like that, you know?
That sounds fun. What would you need to do? What’s
the process you have to go through? So here is what
you’ve got to go through.

You need to get a Certificate of Authority.
That’s your license to actually sell insurance. You
need to meet the solvency requirements. You’ve got to
get some cash together. You need to get an approved
form; that’s the contract, so you will be going out,
and the products you will be selling, and you’ve got to
get your rates approved; simple as that. Well, where

do you go? Well, this is where you go? Basically the
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NAIC working with the states have tried to make it as
easy as possible for people to get all the information
they need to start a company, and you go here. You go
to the Uniform Certificate of Authority Application.
Now again I warn you, when you see the word uniform,
it’s a uniform application. The requirements vary from
state to state, but it is a uniform application, and
basically there is a website you can go to and it will
give you all of the things you need to do to get a
Certificate of Authority, to do all your financials, to
do everything you need to do to start your company.
It’s in one place. Click on any state you want. It

will give you everything you need to know, and all the

forms you need, et cetera, et cetera, et cetera. So it
is a one-stop shop to go and get started. Every state
participates. As I said, there is always some

additional information that’s required by the states,
but generally it is a uniform application. So, to get
this application, you have to first of all decide which
state you are going to start in, and that will be your
primary state. Now, for these co-ops, we are kind of

assuming they will be in one state. We are not really
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looking at them starting in five or six states at once.
So they’ll find a primary state. They will start

there; and then later, there is that opportunity to go

into other states as a foreign or alien -- different
states call them different things -- insurer, or get an
expansion. So basically you are going to go in, you

are going to pick a state and say this is my primary
state, this is where I want to sell. You are going to
get this in and you are going to -- submission --
usually the submission itself is approved within about
two weeks. That’s the process of just saying, 1s all
the information in; have you filed everything; do I
have everything I need? Then, once it’s determined
that everything is there, usually, believe it or not,
it takes usually about 90 days. So I know everybody is
thinking about time here. Typically, it’s not that
bad; about half that, about 45 days, if you are moving
from state to another. $So if there is an existing
company that has kind of gone from one state, 1is
expanding into another -- you know, don’t know how your
rules are going to work -- but it’s a little quicker

for those.
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Now, what do you have to have in this
application? You are going to just say, this is our
line of business; this is what we are going to do. We
are going to do an HMO in the individual market. We
are going to do a PPO in this. So, I mean, you have to
say what line of business you are going into. Pretty
straight-forward. You can get the definitions of what
those man in the various states and put that in. You
also need to get your name approved. You say, what’s
the big deal there? Well, they don’t want you too
close to somebody else; they don’t want you using your
name in an inappropriate way, too closely matching; so
you have to have your name approved, and you have to
have that in there. You also have to have biographical
affidavits for everybody who is going to be involved in
this company; the Board of Directors, the financial
operator, everybody who is involved, you have to have
their biographical affidavits. Why? Well, we need to
know who these people are. There are people, believe
it or not, out there selling fraudulent insurance, who
have been brought up on charges, or are maybe not the

best people in the world; we’ve got to know who they
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are. Who is going to be operating this? And they will
do a full background check on every single person
involved.

Then, you need to have your plan of operation,
which Vivian kind of went through. You have to say how
you are going to operate; where you are going to
operate; how you are going to move forward; what’s your
90-day plan; what’s your one-year plan; what’s your
five-year plan; how you are going to expand; who you
are going to contract with; what is your network going
to be; basically, how are you going to operate? You'’ve
got to fill out all that information, and then you have
to, of course, provide all of your financial
information; where you are getting your money; are you
meeting the minimum requirements; and, we’ll get a
little more into that here. First of all, you have to
show that you are meeting your capital and surplus
requirements, and we did provide a chart, a rather
lengthy, hefty chart. It hasn’t been updated since
2009, but pretty much these haven’t changed much. But,
when it comes to capital and surplus, if you are a

start-up company, you are trying to meet these targets.
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If you see a line on there that says health; that’s
your target. As a start-up company, you haven’t had
any seasoning, you haven’t been around for five years,
haven’t been selling before in the last five years,
there are usually a little higher requirements, but you
don’t have to meet RBC yet. It is a dollar amount.
You’ve got to meet this. So, if you look on there, --
and let’s just pick a state like Alaska -- they are on
the front page -- your basic would be one million
($1,000,000) dollars; additional surplus for first
authorize is an additional one million ($1,000,000)
dollars; so we are talking two million ( $2,000,000)
dollars you have to have available to you. This cannot
be a line of credit. It has to be cash or assets,
capital on-hand that you have available to you to get
started. Then, you need to show that you have your
deposits. Again, that’s an additional requirement.
This is cash you have in the bank to provide any
assistance to -- and this is always for the purposes of
helping the consumer. These aren’t deposits that you
can do business operations with. These are deposits

that you have on hand just in case something goes bad,
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and then you can help out those consumers. You also
need to list all of your holding companies; are you
part of a larger entity? You have to provide
information on them and their financial information.
You also have to have your SEC or your consolidated GAP
(ph) statements. So basically, are you meeting all the
accounting principles, and is all this information
correct about you, and your debt to equity rate. And,
each state is going to look at that and just find out
if that’s within their comfort level.

Now, all of these financial things, basically
what’s happened over the years is, again, we have
become more uniform. The NAIC has come up with
guidelines and manuals for all the financial reviewers.
We have come up with models that states use. While the
numbers may differ, how they look at it and how they
analyze 1t 1s pretty much the same from state to state.
Now, if you want to go and expand, like I said, it’s
usually a little quicker, because there is a primary
state that’s already looked at it and has already

approved it.
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Now, as far as getting a little more into
solvency regulations, which I know you guys are very
interested in, first of all, as I said, the finances,
you have your capital and surplus, your deposit. You
have to have those in hand. Those are usually a
number. You also have some factors, like seasoning.
Most states, if you have not been in operation for five
years, you have a higher standard. So like Alabama,
let’s take them; you have to have your capital of let’s
say one million ($1,000,000) dollars, and then your
surplus has to be 100 percent of that, unless you are
new, and then it’s 150 percent; so often a higher level
if you are brand new. Also, they will also usually
have a maximum capital on one risk. So how much can I
have invested? How much of my capital can be stocks in
a certain stock, or how many can be in certain bonds?
And usually that’s capped at about 10 percent, so
you’ve got to keep that in mind as well.

Now, here comes risk-based capital. 1In the
second year -- they can’t do this for the first year,
because they don’t what their risk is; they don’t know

all that -- but, in the second year, they have to keep
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this in mind when they are putting in their initial
application; do I have my initial money, but also, do I
a plan moving forward to meet the risk-based capital
standards that have been established by the NAIC and
used by every state? And this is looking really much
deeper into the risk of the company. So they will look
at four basic things. They will look at their
underwriting risk; what is the risk of their pool; who
are these people bringing in; how much basically
insurance risk are they going to be taking on from
here, and looking going forward? Now, keep something
in mind here, this can be very new and different for
these 2014 companies. The risk pool is going to be
very different; guarantee issue, especially going into
the individual market, the guarantee issue, the way the
rates are set, everything is going to be different in
most states. Plus, you have things like re-insurance.
You’ve got the risk corridors, and you have risk
adjustment, also playing a factor in a lot of this, and
frankly, we don’t even know how we are going to handle
all of that in our guidelines, and we are looking at

that right now at the NAIC. Also going to look at
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business risks: what’s your operating costs; are you an
efficiently run operation; what kind of contracts are
you involved in; what are you contracting out; do you
have contracts with providers, provider networks; how
do those work; are they bearing some of the risks, like
an HMO does, and how does all that work; what kind of
guaranty funds are you involved in; do you pay into the
state guaranty fund? Those kinds of things would also
play into that.

Also, we look at your asset risk; not only
your asset risk, but also the asset risk of any
affiliates. So, 1f there are any downstream risks that
you are responsible for, we look at that. We look at
those companies. We look at those entities, to see
what their risk is, and also looking at other risks,
like your credit risk, your interest risk, your market
risk, all those kinds of things. So, 1f you are piling
a lot of your capital in the stock market, we will
actually take a look and see what the stock market is
doing. We have an organization called Securities
Evaluation Organization, up in New York, and that’s

their job, is to look at this other risk, and they
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determine whether the bonds you are putting your risk
in are becoming more and more risky. If that happens,
the insurance regulator will call that company and say,
listen, you’ve got to change your mix, because your RBC
is going down. So, even up front, you have to start
thinking about this, and the states will be looking at

this as they start-up.

Oversight -- they will be subject to audits
and everything going forward. You also, as I said,
you’ve got to get your rates and policies -- and again,

we have set up a system called SERF (System for

Electronic Rate and Form Filing), a one-stop shop. All
participate. In fact, 24 states require it to be done
this way; where you put in your policy —-- they are

looking on the policy to make sure you are meeting all
your requirements for mandated benefits, mandated
providers, disclosures, and all that kind of stuff, and
then also of course looking at your rates. Now keep in
mind the rate review is going to change some in a lot
of states because of the federal law, plus the federal
government is going to be involved in some states in

the reviewing of rates. And that gets to that gets to
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that second point there; file and use versus use and
file.

Time is a big issue here. I think everybody
agrees with that. We are going to get these guys up
and running by 2014 in the Exchange. If they are at a
use and file state, it takes less time, because really
you are Jjust filing your form and you are filing your
rates, you are sending it to them, and you can start
selling right away. No review process. Now the state,
like Wisconsin, which is very good at this, they go
back afterwards, and if they find out any of that is
wrong, they will make them change it, or they’ll make
them give rebates. So there is always a review ability
that every state is going to have, especially now that
PAC (ph) is in place, but it still could be a use and
file state.

If you are a file and use, usually you are
talking about 60 to 90 days deemer (ph) on most of
those; so, if the state hasn’t taken any action within
60 to 90 days, it goes into effect. So you have to
keep those timelines in mind as we are thinking about

this, because these companies really, if they are going
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to be selling products on the Exchange on January 1st,
2014, that means they need to be selling these things
in October. Keep that in mind. They are going to be
selling them in October, so they are effective January
1st, 2014. So we are backing up the clock here to make
sure these guys are all meeting all these requirements.

So I will stop there and be happy to take any
questions.

MR. FEEZOR: Thank you, Brian. And, again,
folks around the table, if you will ask your one and
hopefully single-part question, as opposed to the four-
part questions that my colleague from North Carolina
likes to ask, and let your other colleagues at least
ask a gquestion before we come back around to you. Tim,
first up.

MR. SIZE: Thanks. Thanks for both
presentations; really clear and I think right on, on
the money. Brian, I am assuming a loan from this
program, and we discussed this last time when you were
here, can only be used, at best, to meet surplus
requirements if there is some sort of subordination to

the state having first claim?
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MR. WEBB: Yes.

MR. SIZE: Could you talk about that a little
bit?

MR. WEBB: Yes. And that’s fine; you can
start with a loan. You can’t start with a line of
credit, but you can start with loans, just keeping in
mind that that then puts a liability on your books. So
you will need to make -- say, you need to make two
million ($2,000,000) dollars; if that’s all in loans,
you do have that cash on hand, but you would have to
show going forward how you are going to pay that off
and maintain your risk-based capital standard. So it’s
on as an asset, but it’s also on as a liability goilng
forward, and we would be looking at that.

MR. SIZE: So, presumably, the clearer -- the
closer you got to that 15th year, that’s going to be
more and more of a challenge unless there is cash --

MR. WEBB: Correct.

MR. SIZE: -- being accumulated?

MR. WEBB: Right. So we would want to see up
front that they have a plan; in their business plan, in

their financial plan, how are they going to raise
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enough capital, through premiums, through other
avenues, to pay this back? That’s what we would want
to look for.

MR. FEEZOR: David Carlisle?

DR. CARLISLE: Thank you both for great
presentations. You know the Act talks about fostering
the creation of co-ops and encouraging the staffs for
the co-ops, and the question I ask Vivian is, 1is there
a tension between offering technical expertise and
helping these prospective applicants to be able to do a
good Jjob wversus the fact that, you know, the same
institution has to go back and rate these applicants
and determine whether they are viable, or do you save
expertise for after they actually become officially
selected and then help them in the process, or is there
any role for technical expertise being offered by the,
you know, OSIO (ph)?

MS. RIEFBERG: I think when we were -- when I
made the comment about technical expertise, it was in
anticipation that the states are largely governing
these enterprises, not the federal government, largely

because they operate under the state regulation for



35

these, for insurance companies. I think the thinking
was that, at least up front, in terms of wanting to
make sure they are economically and market-viable
before you provided the funding, at least at that point
it was thought that providing input was what was
contemplated. I am not an attorney, and I am not
probably in a good place to comment on the conflict
elements of that, but from a business operating
standpoint, it was in the spirit of, if you are the
lending party for the funds and your obligation is to
make sure that, on behalf of the taxpayers, that those
funds are going to be returned, that you would in fact
provide some guidance and input to ensure that what you
are lending to meets your standards and needs, and it
was only in that spirit. I can’t comment on the other
part.

MR. FEEZOR: Dr. Mike?

DR. PRAMENKO: Thank you both for your
testimony, and, Brian, I want to press you on
something, --

MR. WEBB: Okay.
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DR. PRAMENKO: -- because you mentioned the
NAIC and the discussions you are having about risk
adjustment.

DR. WEBB: Right.

DR. PRAMENKO: And, as co-ops are formed, we
are not just forming these in vacuums; you know, there
are other things that are new and different and are
going to be different in every state in regards to how
the exchanges function. Can you flesh out a little bit
of some of the initial thoughts on risk adjustment and
what that means as the exchange is formed, and how that
could be different in one state versus another based on
how vigorous that risk adjustment might be?

MR. WEBB: Yeah. We are looking at the
possibility that there could be a variety of risk
adjustment models used, all certified though; that
there would be a standard set and maybe approved like
three or four models. This is not a foreign concept.
Medicaid, you know, MCOs, -- you know states are using
various models, but we want to make sure it is a model
that works for this particular individual, small group,

large group market, works in this exchange, in this
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private insurance market. But, there could be a couple
of models that states could basically choose from.
That’s an idea that’s out there. I can’t say in any
way that that’s what we are going to do or anybody is
going to do, but there is -- just to get to your
question -- there is a possibility it could vary from
state to state. That’s a possibility. And what we are
looking at in the NAIC is just -- our big question, how
will that impact our risk-based capital calculations;
how will it impact medical loss ratio calculations; how
will it . . . you know this is going to be a new
environment.

DR. PRAMENKO: Okay, a follow-up question, do
you have any timeline on that?

MR. WEBB: I do not. Right now we are just
advisors on that particular project.

DR. PRAMENKO: Because, as this gets moving
and as the exchanges are set up, which are so
important, it seems like, for states to have an idea on
how to set up their exchanges, if there is good
information from the NAIC on that, the sooner the

better on that?
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MR. WEBB: I know the folks at OSIO are
working very diligently on that and we are having
conversations, but we don’t have a timeline.

MR. FEEZOR: Mark.

PROF’'R HALL: First a quick comment. Brian, I
think -- Mike, you were using the words risk
adjustment, but you may have been thinking about the
risk-based, the RBC formula; those are two separate
issues.

DR. PRAMENKO: No. I was talking about risk
adjustment.

PROF’'R HALL: Risk adjustment, okay, as
opposed to RBC. In any event, my question is to
Vivian. I think you gave us great advice and I am
trying to think about how to adapt that to a regulatory
setting. So much of it is evaluating the people, as
Just kind of a subjective expert judgment about, does
this seem like the right team here; meeting with those
people; challenging their assumptions; seeing if they
can adapt to changes in those assumptions; actually
expecting the business plan to take a different shape

during the course of these conversations. That’s not
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how the regulatory approach works. Your comments on
how we might find a hybrid, in particular, I was
interested in -- I thought I saw it in your written
testimony -- having an expert team of evaluators that
might make this assessment and somehow report back to
the regulators about their judgment, as to the quality
of the investment from an investment point of view?
MS. RIEFBERG: Yeah. I want to reiterate
something in answering your question. We outlined, you
know, 12 elements of the plan, and we would say that
all plans, you know, should have these elements. Brian
elaborated on the risk piece. I did not, in my spoken
testimony, but in the written piece I would tell you
that that’s very, very important, what he is speaking
of. It’s after you have been through the -- you know,
you have sort of got a finalist group, again, no idea
what the demand for the funds will be, but presuming
you have some choices, and I think -- I don’t have in
mind a particular model, I know that there are many
standing advisory groups in the federal government on
different topics, so groups get set up for providing

advice to the FDA on product approvals; you know,
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again, it’s advisory it’s advisory in nature, and I
think there are some ways to use advisory input in a
process that allows you to get some additional
expertise. I did not contemplate a specific
recommendation as to how that would work, but I think
our belief was you are evaluating a start-up
organization, and it would be good to have people who
have some expertise in that available in some form.
So, whether you can use some of the existing wvehicles
in the federal government to allow for that was, I
would say, something in the back of our mind, at least.

MR. FEEZOR: Terry?

MR. GARDINER: For Brian, one of the items up
there was SEC and consolidated GAP statements.

MR. WEBB: Right.

MR. GARDINER: If we are talking about a non-
profit, under the ACA, that’s only established in one
state, would they be subject to SEC?

MR. WEBB: We don’t believe so. It would be
the GAP statements then.

MR. GARDINER: Okay, so —--

MR. WEBB: It’s one or the other, as required



by the state.
MR. GARDINER: One or the other?
MR. WEBB: Mmm-hmm (in the affirmative).
MR. FEEZOR: Barbara?

MS. YONDORF: Thank you. Those were two
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such

helpful presentations, both of you, very clear. And,

sitting with my colleagues on a finance committee,
wish you had been there in the beginning, because
would have saved at least one conference call, so
was really useful.

Brian, we have been struggling with the
following issue; the statutes in ACA (ph) require

all profits be returned to the members, and so we

I

it

it

that

are a

little concerned about that term profit, and as you

have said before and the Commissioners have told us,

that doesn’t mean that you are at the minimum for RBCs;

you are at the minimum for everything. And, you

addressed some of that. You said the Commissioners are

going to look at not just right now solvency, but

the future and plans for that; but we have got

potentially OSIO in this mix and lots of different

states. So let me share with you that what we are

into



42

then get your response -- what we are thinking about is
trying to define some minimum level of our own or
target that’s above the absolute minimum so that we
don’t have somehow someone saying you are at 201
percent of RBCs, so you need to start returning the
profits. One of the things we have talked about is
asking NAIC to help us with that, to give us some at
least guidance, a statement, rather than our trying to
figure that out. So is that possible? Are there any
guidelines from states? You had talked about looking
for red flags, I noticed in your testimony. Did they
say we look for a red flag when you are at -- start
getting nervous when you are at 500 percent of RBC? Is
there anything you can tell us that helps us shape that
critical issue?

MR. WEBB: The financial guys are nervous all
the time, so -- 600, 700, they are very, very nervous
all the time, especially on health. Health is
different than most of the other insurance. It’s very
unstable, because constant claims make people nervous.
This is something the NAIC has talked about in the past

in the context of a lot of people think that some of
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the non-profit insurance companies have way too much of
an RBC, it’s way too high. Some of the states have
looked at that. The NAIC to this point has stayed out
of that conversation, again, because there is a belief
amongst many regulators that there is no such thing as
too much, and it would be concerning to a lot of them
if we did set an arbitrary and say anything above 400
or anything above 500 clearly is profit and therefore
should be turned back. That would make people in many
states nervous. I’1ll just say that. 1It’s something we
could talk to the states about. Certainly we are
always willing to have conversations, and we’d love to
talk to this board about that and see if there is some
standard that states do use. Obviously there are non-
profits in the states, and they are now meeting RBC
requirements, and there are requirements on them as a
non-profit on how they operate, so maybe there are some
good standards out there that I am not aware of that
they, you know, some of them do use.

MS. YORNDORF: A follow-up, because what T
heard you say, and I understand that is sort of how

much is too much RBC has been an issue for non-profits;
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we are kind of looking at the other end of it. 1Is it
possible that the Commissioners would make maybe a
different sort of statement? We really get nervous.
We are extremely concerned. We tend to call up the
health company and say, what do you mean you are
starting to get below a certain number? I mean, is it
possible they could go on that end?

MR. WEBB: Yes. There are standards within
our guidelines and our handbooks that -- you know the
NAIC is running these numbers. We are running them
quarterly, we are running them annually, and there are
certain levels where we will tell the insurance
regulator, you need to have a conversation with this
company. So we can give you that information, as long
as we are making it very clear that we are not saying
this should be the maximum RBC that somebody should
have, but we can get you some information on that.

MR. FEEZOR: David?

MR. BUCK: Thank you both for lending your
expertise. Could you elaborate, Vivian, Jjust a moment

on what you meant by a focus on integrated care?
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MS. RIEFBERG: In my written testimony I
commented, but I didn’t elaborate here today, that in
addition to the 12 things you would be looking for,
that the Affordable Care Act does highlight in it some
considerations that they specifically -- the Act
specifically contemplates for these plans. And, I
think when I mentioned the integrated care, it was in
the context of the Act itself, as we read through this,
the list is based on a reading of the Act and our
internal review, but there were five priorities
mentioned that we saw. One was a clear and consistent
consumer orientation, a plan to implement a robust
governance model, and a focus on integrated care was
the third one, and there were two additional. On the
focus on the integrated care, we are really just taking
from the Act itself, and I would never want to be
someone who could exactly what was in the minds of
those who were drafting this. I leave it to your good
hands to try to interpret it. But, I think there has
been an overall emphasis out of the Affordable Care Act
around trying to put more pieces together, perhaps

virtually not always with hard asset mergers, but to
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get more pieces together working on behalf of the
consumer. And so again, I am not -- I only picked it
up in the context of what the Act said itself.

MR. FEEZOR: Donna?

MS. NOVAK: Real quick for Vivian, and then I
want to get back to risk-based capital. That’s also
true when you say state-wide, you are just quoting what
was the Act, rather than saying that’s a recommendation
of yours?

MS. RIEFBERG: Yes. Correct. So, here, it had
said ability to serve entire state markets or larger
markets, there was -- it seemed to be an encouragement
in that direction, but I was not commenting on that.

MS. NOVAK: Recommending? Okay. Good.

MS. RIEFBERG: Thank you.

MS. NOVAK: That was the question I had from
your written testimony.

Back to the risk-based capital; I want to
clarify a little bit that we wouldn’t really even want
the level where regulators start getting nervous,
because when we start talking about profits, we don’t

want to interpret that as your income is more than your
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expenses, so that all has to go back. We want to bring
in the idea that you have to build up something for a
rainy day, but whatever level the secretary chooses, if
in fact she decides to choose -- I don’t know -- for
that level, it would be a maximum; it would be, you
can’t have anything above that level. So you wouldn’t
want that at a nervous level. You would want that at a
confidence amount above that, you know, we are getting
level. So I just wanted to -- so is that something
that the NAIC could attempt that --

MR. WEBB: That makes us more nervous, but —--

because that brings us into these other conversations

MS. NOVAK: I know.

MR. WEBB: -- but, we would happy to bat that
about and maybe give you a few viewpoints.

MS. NOVAK: A few viewpoints at least would be
helpful. That would be great.

MR FEEZOR: Bill?

MR. OEMICHEN: Thank you. My question for
Vivian, Jjust on a timing question; you said that all

these elements should be completed at the time the
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application is reviewed by HHS; are you saying 100
percent complete; are you saying substantially
complete; because one of the things we have been
looking at is can we do a phased process, a review of
how the possibility of doing some initial grant of
smaller amounts up front, and then go through an
evolutionary process? It sounds like from your
testimony, and I just want to make sure I understand
you correctly; you are saying it should all be complete
before you recommend HHS start looking at the
application?

MS. RIEFBERG: I think there are always levels
of detail and specificity that one can debate, and
probably you all should debate. What I was doing was
making two assumptions on why I was encouraging that
these be gquite complete applications at the start. One
is the timetable of wanting to be ready for when the
exchange is open. You know, here is a plan, and then
this plan has to actually get implemented and completed
and operationalized, and we are in February 2011 and
the clock ticks; so I was contemplating what does it

take operationally and managerially to get it going?
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The second thing, I was assuming, perhaps wrongly, that
the monies were either in the forms of loans to be paid
back, or in the form of monies for -- either for, you
know, the loans or the solvency requirements, and
therefore these are monies that are either returned in
a five-year period or in a 1l5-year period, and I did
not assume there would be grants, if you will, that may
never be returned, and so that was why I said you want
to have something complete, because the contemplation
is these monies are going to have to come back, and
therefore you want to plan that, at a minimum, insures
those monies are returned. So that was why I looked
for the completeness of it; you know, do you have to
have every single element of the sales and marketing
effort detailed per -- you know, we could debate that,
but I think overall I did intend for those reasons.

MR. OEMICHEN: Brian, sort of thinking out
loud a little bit with you about the timelines that you
looked at, particularly on rate approval and product
approval; many of the departments are enhancing their
rate review process. The federal government has put

some grant monies into that, so there may be a little
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more intensity there going in. What that does to the
pipeline is another issue.

MR. WEBB: Right.

MR. OEMCHIN: Secondly, as you approach 2014,
there may be a lot of folks who are going to put those
metal products filed in the actuarial equivalency of 80
percent and so forth, so that may be a bit more
truncated process, it would seem to me; and then the
third possible element would be, in those states where
hopefully the Exchanges will really delegate most of
that plan review process to the existing regulator
rather than be redundant, but there may be some
Exchanges who have their own review process.

MR. WEBB: Right.

MR. OEMICHEN: So, I guess all that’s my way
of saying there may be a little longer length of time,
at least around that 2014 operational time; 1is that a
fair statement?

MR. WEBB: More than now, but like I said,
most have some kind of deemer, which sets an outside
limit on that. Now, most states are doing it much

quicker than the deemer period.
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MR. OEMICHEN: Yeah.

MR. WEBB: But, yes, we are expecting some
back-up.

MR. OEMICHEN: And, do most of the departments
have a list of re-insurers that they do business with,
or that are more accepted so that if I am running a co-
up and part of my security package is having re-
insurance, that I can go to the North Carolina
Department there and say, well, here are a half dozen
that we have done -- that companies are doing business
with that we are familiar with?

MR. WEBB: That would be all part of public
record. You can find that information, and they would
be familiar with who does re-insurance in the state.

MR. FEEZOR: Rick?

MR. CURTIS: Just a very quick question.

Also, in terms of timing and the ticket A (ph) of, you
know, investors don’t want to give money to an
enterprise that isn’t going to be approved, but you
can’t get your approval until you have your money;

MR. WEBB: Right.
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MR. CURTIS: -- so I assume there is some way
to put your paid in capital into some kind of escrow or
something, where the money is sitting there, but if the
approval somehow doesn’t come through the money reverts
to the grantor, or would you —-- would the states not
accept the full faith and credit of the United States
Government on this?

MR. WEBB: Eh, it’s too -- no (laughter).

This is something that we can talk about. Basically,
on all of this, you’re, as a company, you are sitting
down with your regulator and you are walking through
this. Again, you have that first submission that they
look at it —-- it usually takes about two weeks -- to
look at it and see 1f it’s a full submission or not.
That’s when you start that conversation, and that’s
where you can say right there and then, okay, this is
the situation. This is what we have. This is what we
are looking at. I mean, you have to pay the filing
fee, which, by the way, we gave you a list of those too
-—- you have to pay the fees, but that’s a process. You
are not committing to anything. You are not going

through the full process yet, but this is a
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conversation they would have to have with the state,
and, in most cases, we have seen this before.

MR. CURTIS: The money being available, if
approved?

MR. WEBB: The money, if the HMO -- the HMO
Act, they gave some money out, and there were some
timing issues there. Some of the Part D plans, there
were some timing issues, because we had such a short
period of time to get them up and running. We work
with companies. I mean, our goal is to make sure they
are going to be able to get up and running, to have the
financing when they need it, and they have a good
product on the table.

MR. CURTIS: Okay. So I am hearing that
nobody is going to get tripped up on a catch-22
situation? You just -- you know, you figure out how to
work through it reasonably?

MR. WEBB: Yes.

MR. CURTIS: Yeah.

MR. FEEZOR: Terry?

MR. GARDINER: Question for Vivian. My

question to sort of, let’s say, right after approval
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and it sort of plays off of the idea that I like that
you said, a committee of start-up experts is in there,
you know, helping them iterate their business plan
before the final approval from HHS, but now we are in
the first 90 days in one year and, as far as I know,
there is a pretty high failure rate of start-ups,
private sector companies. I have never seen the data
on failure rates of non-profits, so that’s a critical
stage. Do you, 1in your experience as management
consultant, do you know of any mechanisms that HHS
might contemplate that would enhance the success rate
in that start-up phase?

MS. RIEFBERG: You are correct in the private
sector world; the failure rate of companies starting up
is very high. There are a variety of studies done over
time, but suffice it to say that there is rarely a
study that’s been done that doesn’t say the majority of
them fail, a majority of companies fail. I don’t know
the statistics in the non-profit world either. 1In
respect to, are there some things that you can put in
place, you know, I think that if you look to what the

private sector does, and you look in the plans, I think
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there is a set of milestones in any enterprise as to
what are we trying to achieve, by when, and in what
way? And, I think there is the potential to put in
place opportunities to look at whether milestones are
being achieved. I have not really thought through
whether you would provide any ongoing advisory support
and how that would interact with the states and the
state activity in terms of their interaction with plans
and start-up plans. And so I, quite frankly, would
have to think about that a little more, but I think
conceptually, one of the reasons why you want that
detailed one-year plan and the five-year view is what
milestones are we hoping to achieve that are not just
staying above the risk-based capital kinds of
requirements, but are looking at operational and
market-based milestones, not just financial. Because,
people can be doing very poorly in terms of market
impact and still be fine on the financial picture for
some period of time.

MR. GARDINER: Right. No, I would agree with
that, and that’s, you know -- basically what we would

offer is -- and the states would really want to work
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with this board. So, as you are looking at entities,
to the extent we can kind of do this at the same time,
you know, we know that they are going to be putting in
an application. We know what your standards are. You
know what the state’s standards are. This would kind
of be working together, even though there is no
guarantee at the end you are going to approve them and
give the money, there is no -- you know, at least there
would be some thought on our side that they have met
all of the minimum requirements, and would be an entity
that could be licensed in the state, if all this worked
out. So, we offer that.

MR. BUCHANAN: Let me, maybe as a last
question, although this one may prompt you, I’'m going
to let you folks step out of your current roles, and
you get to be a part of this panel. And, my read of
the legislation is that we are to make recommendations
to the Secretary that tries to make sure -- not make
sure -- that tries to provide reasonable assurance that
there are some new competitive health insurers
operating in the marketplace, and yet a very important

subtext of the legislation is that we want these things
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to bring about a different set of dynamics between
consumer, between providers, between that. And so we
are facing, I think, and you will probably see it in
the committee discussions coming up, of a real tension
between, okay, you’ve got somebody who is trying to
start up, who is going to be competing with some pretty
big and pretty professional entities, and yet we really
wanted to do all these other things that are really
kind of nice and that might save the world going
forward. How do you reconcile those tensions?

MR. WEBB: Any ideas? (laughter) . No, it --

MR. BUCHANAN: I mean, it’s a little bit
tongue and cheek, but I mean the reality is, that’s the
tension that -- stick around for a few minutes -- we
will be grappling with, because we know -- there is so
much that we know that the health care system needs to
be changed, and it’s almost irresistible not to grab
these entities and say, you shall do it, when we
haven’t required Aetna, with all of its billions of
dollars, to make those same changes. So, I mean

MR. WEBB: Absolutely, and that’s where this

is difficult. All of these new things that they will
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be required to do, do go into what we call business
risk, and this will actually increase the amount of
risk that this company is going to have, and that’s
going to put some more pressure on them to have more
finances and to make sure these things work. You hope
they do, but there is going to be a lot of pressure on
these companies, and breaking into new markets is not
going to be easy, especially when everybody else is
trying to consolidate and everybody else is trying to
keep everything together as these new entities come on-
line and all these subsidies are out there, and things
like that. 1It’s going to be very difficult.

MS. RIEFBERG: I respect the tension you face.

MS. STANLEY: May I ask a question?

MR. FEEZOR: Any further questions
(inaudible) . Margaret?

UNIDENTIFIED PARTY: Margaret —-—

MS. STANLEY: Yes. I can barely hear you. I
did have a question. Can you hear me?

MR. FEEZOR: Yes. Yes.

MS. STANLEY: Okay. Typically insurance

companies will have a significant part of their
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business in the large group market or the self-insured
market, and if they are in the small group or
individual market at all, they would perceive those
markets to be much more volatile and subject to losses
from year to year sometimes, and yet, we are requiring
that these new entities focus only in small group and
individual. I am wondering if our panelists have any
suggestions on how we might structure or instruct these
applicants to try to minimize the risks in these
markets?

MR. WEBB: This is Brian. There are a couple
things already in the law that will, we believe, help.
One 1is the three years of re-insurance for the
individual market only, and that’s where they are
taking money from large group individual TPAs and
shifting it all down to the individual market. We
think that would be of great help to these start-up
companies, as well as all those in the individual
market, who are having to take on this very volatile
new risk coming on. For the individual small group,
they also have the risk corridors in the first three

years, which should help as they are setting rates to
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provide some stability to them. So, from a financial
standpoint there are some things that will help, but
you have hit on a very valid concern that we all have,
is that -- especially the individual market is going to
change considerably from state to state. They all are.
And, a whole bunch of risks that we don’t know about.
And these companies, we are asking them to take on this
very unknown, and also to do it and keep rates down,
and try to lower their profits. I mean it’s going to
be very difficult on these companies, that’s a given,
but there are some things at least there, and people
are looking at it, and states are taking it very
seriously as well, and may look for some other tools to
try to try to level things out in those two markets as
well.

MS. STANLEY: Thank you.

MR. FEEZOR: Tim, you have the last question.

MR. SIZE: Oh? 1It’s a good question, but I am
not sure it’s that good. Vivian, I totally, totally
resonate with your emphasis on the importance of
getting the right management team, and I am old enough

to have been around in the early to mid-1980s when we
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had a similar kind of land rush to create new, then
what we called HMOs, and I know how difficult it was to
get the right team, and how tempting it was to get any
team. And, I guess i1if you just comment on that and
what are options to just simply thinking you could hire
someone? I guess I’'m inviting some reflecting on
strategic alliances for that core capacity. And,
Brian, if you have thoughts as well?

MS. RIEFBERG: Look, there is no substitute at
the end of the day for leadership that can lead an
organization and help make it successful, and I don’t
think this is unique to private sector. This is a
private sector, public sector and non-profit sector
world. And you all come from different backgrounds and
with different experiences, but I think what I am
saying, you probably all have somewhere where that
resonates.

I think there are ways to get some help
through third-parties and contracting and technical
support, but then the onus to have really good
integrative skills becomes very, very important, and so

that’s one way to supplement things. But, I think the
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law, as written today, does not contemplate a lot of
flexibility beyond, you know, what I’11 call
contracting or other arrangements in terms of ventures
with parties who have a lot of other skills that could
be brought to the table. So I think you are going to
have to look hard for the skills that are needed, and I
think you have to be very mindful of your point, which
is the search for capability does not turn into search
for anything, but is in fact the capability that’s
required.

MR. WEBB: The only thing I would note i1s what
we see with health insurance is it’s a very local
thing; each market i1s very different from the other. A
lot of things states are looking for when they see
there business plan is that they have somebody who
understands the local marketplace, understands the
providers, understands who they would contract with,
understands the market that they are going into, and
you know, just having some management team, you know,
that doesn’t really understand what they are trying to
do. These kinds of co-ops have historically kind of

come up organically in areas surrounding people in the
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area, who basically are the marketplace or are the
provider groups and things like that, and that’s kind
of what you are looking for here; you want people
familiar with the area, who really have a mission in
mind to go out and provide the best care for the best
price in that area.

MR. FEEZOR: Thank you both very much for a
great discussion, and also particularly for your
written testimony, which went into more detail. We had
asked our last month’s meeting panelists -- that we
planned to publish their names as potential experts
that can be gotten to, and the only question, as I
looked over you guys’ testimony again is, you don’t
mind if we plagiarize some of your recommendations, do
you?

(No audible response).

MR. FEEZOR: Thank you both very much.

MS. REIFBERG: Hopefully it’s been helpful.

MR. FEEZOR: It has been indeed. Thank you.
As we move to our first panelists, I am going to ask
Bill to go assume the hot seat. Let me say what we

hoped to do, what the due process was today, and this
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would be my recommendation subject to some better ideas
being put forward. As our sub-work groups present some
concepts, and they will be probably grouped in those
that they feel that they can make some -- or that they
are in fact making recommendations about, would hope
that our discussions, if in fact the body, the larger
body agrees with that, that we might -- that is, we
being the staff and the rest of us -- sort of put those
in the category of probably a recommendation that we
will make. In other words, as they make a
recommendation, we will discuss. If there is a lack of
consensus, then that’s one thing, but if there is some
general consensus on that, we would sort of put that in
the category of that is -- it will go into at least the
preliminary drafting of our recommendation. If the
issues presented by the sub-groups are more problematic
and need a more working, maybe a bit more information,
we will sort of set that aside, and that will be, by
the way, for that work group to take back and try to do
in the first two weeks probably after this meeting to

resolve that.



65

And then probably a third category, if, in the
course of the discussions, there are some substantive
questions that we haven’t even thought of that fall in
sort of that bucket of that work group, then that would
be sort of the third category. So again, one that we
will, if there seems to be general agreement, that we
will sort of move over into the category of, yeah,
we’ 1l make our recommendations, at least at this stage,
if it needs more work, and then totally new ones which
we have not had. I would suggest that we not worry
about word-smithing; that we get general concepts. The
group has got tripped up a couple times, and for a good
and valid point this morning, on the discussion between
-—- the difference between integrated care and
coordinated care, and I think many of us think there
are some significant differences there. And that one
is not just a matter of word-smithing; that one may
actually be something that we will set aside and
actually have a couple of people try to work on it. If
there is a question that seems to be sticking, the
Chair is going to try to set this aside and say, can we

work on that, so we don’t slow down the larger process.
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If there is something like, I think there ought to be a
different term there, that’s what I call word-smithing
and we are not going to use the collective time of this
group to do that; just simply say it can be worded
better, and we’ll be working on that in the health
center.

The other thing is, if there are some issues
that are particularly dear to your heart, it doesn’t
necessarily have to be in the one that you are in a
work group on; that is, we move towards some drafting,
either say I’'d like to be put on that, or I’'d like to
see that. You can either say that here, or probably
preferably make sure that one of our staff members,
Annie or Barbara, say, geez, when the issue of a
minimum financial capital or risk-based capital comes
up, I’'d like to participate in those discussions.

So that would be -- a couple of other things
-—- we are first making recommendations. We are making
recommendations that the Secretary should follow in
trying to carry out the legislation, and then there is
always that dynamic between wanting to be prescriptive,

and the work groups in the past week or two seem to
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have come up with a couple ways of trying to deal with
that. Maybe instead of being precise about it, it
ought to be X, that it simply says it should be
present; a nuance of difference, or that, in fact, if
it’s something that -- the difference between the old
accreditation thing between shall and should; shall is
that, yeah, it really be, these entities should have
that; should would be that it’s strongly encouraged,
and in fact it might provide, which is sort of another
category, of what would be a preference. I think,
Mike, I think it was your group that talked about being
some —-- there was a strong preference for X or Y, or
maybe that was the government’s group. I'm getting all
confused now. So I probably now have confused
everybody, but is that -- generally, again, sort of
trying to get, as we go through our topics, sort of
three buckets: vyeah, it will make the report, and with
Barbara’s help -- both Barbaras -- I will try to make
sure that seems to be a principle that will make it
over into the report; it needs more work; or if they
are totally new questions that will need to be

assigned, let’s put those up, spend a couple of minutes
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on them, but not burden -- try to debate that one anew
here.

MR. OEMICHEN: Thank you, Mr. Chairman, and
thanks for that introduction, because that’s exactly
how the Governance sub-committee has prepared our
presentation. We have a relatively short PowerPoint,
because we thought that would help illustrate the
definitions we were dealing with, the questions, our
recommendations, and I assume, Mr. Chair, we are
thinking this is a -- is this an interactive
presentation, where people can ask questions as we go
through this hopefully, and

MR. FEEZOR: With this group, I don’t think we
could avoid it, but

MR. OEMICHEN: Yeah. I would agree. And just
for a quick bit of levity, since the productivity of
your average was constant worker today is absolutely
zero, I hope your expectations from me are not much
higher than that, and because I was in product safety I
passed out cheese-heads for everybody. Hopefully you
have them. They go out the -- yeah, exactly, Barbara

-—- they go at the head of your pen. These are not
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edible, so don’t attempt to eat these. And, my final
comment is, I am proud to be one of the 111,000 owners
of the Green Bay Packers, so with that all set aside --
community owned. Okay. Well, obviously I didn’t get a
whole lot of sleep last night.

We’ll go right to the presentation on the
charge to the Governance Committee, which is the next
slide, and hopefully -- yeah -- and maybe that’s just
the best way to do it -- for all the groups was to
review our testimony, the statute, all the examples of
co-ops, and so Rick, Mark, Pat and I sat down. We had
our first meeting on late Friday afternoon on January
13th. We had a continuation of the meeting last night
through the first quarters of the Super Bowl, and these
are the recommendations that we have come up with to
date for all of you.

The first is on the qualifying non-profit
entity, and I am going to go through this relatively
quickly, because the other little side comment I’11
make, and I made this to the group last night, as
someone of Germanic heritage, there is always a time

clock going in my head, and I can’t possibly go
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overtime. So we are going to go through this pretty
rapidly, but again, stop me if you have any questions.
But, our first application is -- or our first
recommendation is the applicant shall form the relative
non-profit entity prior to completing the application
for the co-op loan or grant funds and present evidence
to this effect. What does this mean? Basically we are
looking at, do they have to form the entity up front,
or is it okay for them to say, we are looking at
forming a non-profit entity, and if we get the grant,
then we’ll go forward under state law and form that
entity. And, what the consensus of the working group
or the subcommittee was that we think HHS really has to
have this evidence up front to properly evaluate the
application. The rationales are indicated there.

Number one, it helps indicate the seriousness
of the intention. They have already pro-actively gone
forward under state law and filed as some type of non-
profit corporate entity.

Number two we felt, and this was based a
little bit on the discussion from the last meeting, but

we think it’s important that the individuals who have
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come together, whether it’s organically or however, are
protected from liability, and you need to do that
through some type of corporate formation; whether it’s
an LLC or some other -- a co-op under state law or
whatever. And so that was number two.

And then number three, we really felt, as part
of the rationale, that the loan and grants have to be
granted or loaned to some type of entity; so you really
need to have that entity in place. $So our
recommendation once again is that the corporation
documents have to be provided with the application for
it to be considered by HHS.

The next page is the charge to the committee;
what does it mean to be a consumer or member, consumer-—
focused, consumer-oriented, and start trying to flesh
out some of those definitions within the statute? We
really felt the key one was who is the member? And
there were lots of different possibilities talked about
in the concept of a non-profit entity; whether it’s a
co-op that’s recognized under state law or otherwise,
of who is this member in the end that keeps being

referred to in the statute. And, our proposed
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recommendation to the Advisory Board is the member is
defined as the individual insured life. So that person
who is actually -- and this is somewhat of a -- well,
it’s quite familiar to those who have organized
cooperatives -- in the co-op world, the person who is
the voting member of the co-op is that person who
bought the products or services from that cooperative,
or, in the case of a worker or somebody who is working
for that cooperative and providing labor services, but
in this case, we felt that it’s the person who is
actually receiving the insurance. This 1is to be
distinguished from, let’s say we have a small employer
group that’s part of the cooperative or the non-profit
entity, while they are purchasing the insurance on
behalf of their own employees, that the voting member
in the end is going to be their employees, who are the
covered insured lives.

And, I’11 look to my committee members, if
there is anything else any time during this that they
want to ask questions about that, feel free to ask.

MR. CURTIS: Just one clarification?

MR. OEMICHEN: Yeah, Rick.
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MR. CURTIS: The small employer, if they are
insured, is also as an individual.

MR. OEMICHEN: Right. That’s right, the small
employer is also. Right. Okay. Yeah. Sorry if I
didn’t make that clear. Remember, I am half away.

Okay, conflict of interest.

MS. YONDORF: Can I ask you a question?

MR. OEMICHEN: Yes.

MS. YONDORF: Brian Webb is the UR, so that’s
really good on your kind of thing. I am sorry. I
would just --

MR. OEMICHEN: Well, I’'d like to be Brian.

MS. YONDORF: You are so efficient that I
didn’t get a chance to ask a question about the
applicant shall inform the relevant non-profit entity?
Can I just note, I am part of a group that’s forming a
non-profit entity, and it’s taking the IRS forever to
give us --

MR. OEMICHEN: Right.

MS. YONDORF: Is it okay if we say an

applicant shall apply for the relevant non-profit
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entity prior to completing the application? I just say
that because --

MR. OEMICHEN: Yeah, let me clarify. We had a
lengthy discussion on that last night. What we are
talking about is form the non-profit under state law.

We are not talking about completing the IRS tax

application, because that could be different. 1In this
case, this is a 501 -- potentially a 501 (c) (29), and
the process hasn’t been fully evolved there. We don’t

know exactly how long it will take, so we are just
saying that they are formed under state law and provide
evidence to that. 1It’s hopefully the intention of the
applicant to go forward and complete whatever non-
profit documents they have to file with the IRS to
qualify for that, but we are not saying that in this
recommendation. We could clarify that a little bit
further.

Conflict of interest -- that too was a pretty
significant area of interest by the members of the sub-
committee, and we felt that all through the process
that there should be best practices that are created in

disclosure, conflict of interest, safeguards, all
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basically attuned to the fact that we have to make sure
that these entities and how they operate stay true
within the meaning of the statute. And, I think the
Chair and other individuals who said, we don’t want to
load up these entities with all sorts of requirements
and then say go out into the market and compete in that
marketplace, which is going to be a very competitive
marketplace, but we are saying in this case though that
within the Board, for example, that there really needs
to be a transparency so everyone understands what it is
that they are discussing and making decisions on. And
so we haven’t gone through and fully fleshed out what
all of those best practices are. We intend, through
the workings of the subcommittee, to flesh that out
some more, but we are just saying that this has to be a
pretty strong area emphasis within the application when
the application comes to HHS, that there has to be
clear evidence that these best practices and safeguards
are actually in place. And the concern here is
basically when they are working with -- they, being the
entities, are working with surrogates and others, there

was strong concern by members of the working group, for
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example, that to the extent that brokers and agents are
involved, other insurance companies, that any potential
conflicts are disclosed, so that can be evaluated by
HHS when they are reviewing the grant applications, and
basically all to the extent to, once again, comply with
the statute and ensure no improper industry
involvement, insurance industry involvement.

So I understand that this isn’t as complete as
we would like it to be, but we felt that it was very
important to say that this needs to be part of it. Any
qguestions on this before I move along, because I am
cruising through this pretty rapidly on purpose?

MR. FEEZOR: Jon?

MR. CHRISTIANSON: Yeah. It would help me
understand what the Committee was thinking, if you
could give me an example of an improper insurance
activity and a proper insurance activity?

MR. OEMICHEN: Well, one of the issues that we
discussed last night, for example, was, if you have a
co-op, and I won’t get into quibbling on what is or
what isn’t a co-op, but if you have a co-op under this

law and it’s formed by an insurance broker, for
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example, and that insurance broker is deciding who is
going to be on that initial board and play a pretty
significant role in deciding who was going to be on
that operational board, that that may be seen as some
improper involvement. So, how do you get to that
disclosure so that everybody is involved in that,
including HHS, as they are reviewing the grant, can
fully understand the relationships that people have to

ensure whether or not there are any improper

relationships. And so -- and that was just one example
of 1if -- pardon?
UNIDENTIFIED SPEAKER: . . . side of that then

of what would be a proper

MR. OEMICHEN: A proper one 1s 1f you are
looking at a whole bunch of individuals who are going
to be consumers, and they are the people who start up
that entity, and then they ended up being on the
operational board, but they don’t have any prior
insurance or any existing insurance involvement, then
they are not going to have much to disclose about that.

UNIDENTIFIED SPEAKER: A proper insurance

industry imports would be?
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MR. OEMICHEN: Oh, improper industry?

UNIDENTIFIED SPEAKER: You did the improper
analysis; (inaudible).

MR. OEMICHEN: Yeah. Well, we are going to --
yeah, and I’11 get more to that as we go along further
in the recommendations, because we will get into
relationships with other types of entities. Yeah.
Okay. I will keep going.

Board of Directors -- And, this was to -- you
see the charge there?

MR. FEEZOR: Bill?

MR. OEMICHEN: Yes?

MR. FEEZOR: Donna has had her (inaudible).

MR. OEMICHEN: Oh, I am sorry, Donna.

MS. NOVAK: That’s okay. My question really
was —-- or comment or confusion was around the member
thing, but maybe we could discuss that later? I don’t
know if you want to stop and do it now? I am just kind
of surprised by it and I am thinking through the
employer. I know if the employer is insured they would

be a member, but the role of an employer?
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UNIDENTIFIED SPEAKER #2: There is also
(inaudible) that might be (inaudible).

MR. OEMICHEN: Right.

UNIDENTIFIED SPEAKER #2: (inaudible) .

MS. NOVAK: Yeah, that’s --

MR. OEMICHEN: Right, as we keep going on.

MS. NOVAK: Okay.

MR. OEMICHEN: Basically we are building a
pyramid, but in this case we are starting at the top
and moving down and continuing to get more and more
definition as we go along.

MR. FEEZOR: Tim, if you --

UNIDENTIFIED SPEAKER #2: (inaudible) ?

MR. OEMICHEN: On the Board of Directors, the
proposed recommendation is -- and we distinguish
between the formation stage and the operational stage,
and we felt that there was a significant difference
between the two, and therefore our expectations for who
should serve on that formation board will differ
somewhat from who will serve on that operational board.
And so our proposed recommendation is prior to

operation of the entities -- so we are talking about
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the formation stages -- the initial board should
include persons who are eligible to purchase health
insurance, but we recognize it’s going to include
others as well. And the reason why we said it should
include persons who are eligible is because we wanted
to have that continuity between the formative board and
the operational board, or as we would say in the upper
Midwest, that initial board and the operational board.
But, by the new way we said this, we are anticipating
there is going to be other people involved in the
initial Board of Directors. Once that entity becomes
operational, however, then we believe that the Board of
Directors should be elected by a majority vote of its
members, as required by the statute, who receive
insurance form the cooperative. And so then the -- and
we’ll flesh this out a little bit further as we go on
to the next page as well -- but basically saying that
the Board should be elected by the majority vote once
it’s operational, but there is no member when you are
in the formative stages, and therefore you are going to
have a little bit different type of Board of Directors.

So, again, it’s not a lot of specific language there,
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but it’s to make sure that everybody understands we are
talking about two different Boards at two different
parts during this process.

Going on to the next slide, and this will help
flesh it out a little bit further, we believe that
there should be flexibility to allow for representation
from employers and providers, who are also members of
the co-op itself. So we talked about the individuals
being the voting members and being eligible to run for
the Board of Directors, but in some cases, -- and I can
think of several; the health care co-ops that testified
here at last meeting -- they have practitioner
positions on their Board of Directors, and they
actually state in their Bylaws for a certain number of
practitioner representatives, some management, some
others. But, as we’ll get on later on, we do think
there has got to be a limit to how many of those types
of representatives are on the Board of Directors
itself, but we are trying to look at -- trying not to
be so prescriptive and allow for flexibility on who
serves on the Board with a limitation I’11 get to

shortly. To get to that point, we believe that HHS
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should establish a clear preference for creation of a
nominations committee, have that outlined in the
formative documents -- typically that would be in the
Bylaws of the entity -- to nominate eligible director
candidates, and then within that, have evidence of a
charge to the nominations committee to try to push
people forward into the Board who meet certain
criteria, such as expertise on financial, human
resource, or other relevant expertise; not saying that
we don’t want just the peer consumer member on the
Board, but it’s important for the success of these
entities that we do have qualified persons on the
Board, who have some level of expertise, to make sure
that we have a well-rounded Board, and that again 1is
consistent with some of the testimony that we received
at the last meeting.

Again, require transparent disclosure of
potential conflicts of interest; so what we are saying
there is HHS, when they are reviewing these grant
proposals, should be looking for evidence of that. And
this next bullet, the third bullet on the page; require

Board of Directors’ elections incur within the first
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year of operations . . . we are not so hung up on that
first year. What we are saying is, once the consumer
membership has been determined, then the Board should
start looking at transitioning to the Operational
Board, and start having elections by the membership for
that Board of Directors and transition out of that
initial Board. The concern we had here is se feel that
it’s important to have some kind of nudge to that
entity, so that they don’t try to operate with that
initial Board for too long of a time period, because
that’s the time period in which they could maintain
control of that entity, and the longer that happens,
that could potentially go more towards being an
improper type of relationship. Because you are going
to have -- in some cases, we are anticipating you may
have insurers who, just because they are good people
want to get involved initially and help form these
entities. Why they would do that, we don’t know, but
if that did happen, we would want to make sure that
that involvement will cease once we get to that

operational Board of Directors.
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And then probably most importantly in terms of
a black line here, we highly recommend to HHS that
consumer members should comprise at least 51 percent of
the voting membership of the Board of Directors, and we
believe that that’s necessary to be consistent with the
statute, so that the voting majority on the Board -- it
could be more than that, but it’s got to be at least 51
percent for it to be considered a consumer type of
entity.

Preference for the articles or bylaws and
indicating a Nominations Committee intent to nominate
more candidates for the Board of Directors than there
are seats; so we would like to see contested elections
in that as well. Any questions on that? Yes, Barbara?

MS. YONDORF: Yeah. Can you comment -- I am
totally in sympathy personally with the at least 51
percent of the voting membership being consumers, and I
really understand that, but one of the things I am
concerned sometimes is our going beyond what the
statutes say, and the statutes say, you know, all the
members have to be -- I mean, the members have to elect

the Board of Directors, -—--
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MR. OEMICHEN: Right.

MS. YONDORF: -- the Board of Directors has to
approve it’s bylaws and how it operates, and this is
saying that we are going to add you should, you must
have at least 51 percent; and so, I guess OSIO can do
what it wants with that, and certainly it’s consumer-
operated plants, but I am just wondering whether we
strongly recommend that preference be given, or
something? I Jjust don’t know if you guys have talked
about the should as a condition. And, the final thing
is just, in the early years, it is possible that you
only have 400, 500, 600 people initially of individuals
and in small employers and their employees, and you
could actually have some difficulty getting people to
participate in those earlier years. So, again,
personally I agree with you, but I don’t know whether
that’s something in an out year that you try to
achieve, or what your group said about that?

MR. OEMICHEN: We had a pretty extensive
discussion. Pat, did you want to make a comment on

that? You had your hand up, and I want to make sure we
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get to every member of the Governance Committee on this
talk.

MS. HAUGEN: Yes. I believe our final
discussion was that this should be a shall --

MR. OEMICHEN: Shall.

MS. HAUGEN: —-— versus a should, but that the
reality of being able to implement that is going to
take into the true operational phase, where you
actually have qualified trained consumers that can be a
part of this; so that window and transition period was
discussed.

MR. OEMICHEN: Yeah. And, I don’t know if any
of the other members of the Governance subcommittee
want to talk to that. It looks like Mark?

PROF'R HALL: Well I got there to late for the
should/shall strong, medium and weak preference
discussion, but I think that Allen highlighted that at
the beginning, and I do think, you know, when we are
done with all these, you know, recommendations, it
might be worth re-evaluating that; whether it’s our
role to pronounce a shall, or if we Jjust express sort

of degrees of preference. But, suffice it to say, we
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had a very strong preference for the majority voting,
but I would be more amenable, I think, to a
qualification that says that most or all of these sort
of strong recommendations could be, you know, waived in
exceptional circumstances or balanced with, you know,
the complete picture of what the applicant is
proposing. So I am a bit reluctant also to make any
particular recommendation in absolute that could never
be -- that could never have an exception.

MR. OEMICHEN: And, Rick.

PROF’R HALL: That’s simply my own two-cents
worth.

MR. CURTIS: And, we did talk about this
transition issue, and I think the final recommendations
to the Secretary from the group should emphasize that
this is, in part, a matter of scale, and where
something does have a slow ramp-up, then it will have
to be a longer period of time before a permanent Board
takes effect.

MR. OEMICHEN: And, just by nature of a
PowerPoint, we weren’t able to put all of those items

into this, but we had a discussion with the Chair last
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night about what type of text we would putting in the
report, so we will be certainly including all that.

MR. FEEZOR: All right. David?

MR. CARLYLE: Yeah. I am just trying to sort
out the nuances, and it’s kind of the words -- you
know, the members -- you know, when you talk about your
operational board, you say the Board of Directors
should be elected by a majority of its members. You
know, are the only people on the Board going to be
members? I mean is that what you meant, --

MR. OEMICHEN: No. No.

MR. CARLYLE: -- or you specifically did not
mean that?

MR. OEMICHEN: ©No. We are talking two
different types, and I am not sure I am going to
explain this as well as I should.

MR. CARLYLE: Well I’'m talking about the
second Board, the operational board, not the
foundational board.

MR. OEMICHEN: Right. Because we could have
said that the Board could be anybody that the members

decide to elect from wherever they come from, and we



89

felt that that would have been too extreme of an
example, and we said no, no, no, the Board of Directors
ahs to have some relationship to those buying the
products and services of that insurer, at least some of
them do. And, in this case, we set on 51 percent, a
bare majority -- it could be more than that -- but we
said it was not sufficient, from our reading of the
statute, to just say the members of the cooperative
could elect anybody they want to from wherever they had
come from to the Board of Directors. We just didn’t
feel that that was acceptable.

MR. CARLYLE: So the operational board can
have people who are not members, --

MR. OEMICHEN: Yes.

MR. CARLYLE: -- but not in excess of the
majority?

MR. OEMICHEN: Yeah. As I indicated earlier,
it could be practitioners; it could be whoever the
Board feels has the relevant expertise they need to
have on that Board of Directors outside the actual
consumer members of that Board of Directors. So we are

trying to keep it fairly flexible, but, to one extent,
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we are being fairly prescriptive by saying 51 percent
of the voting control of that Board should come from
those buying the products or services of the insurer.
Sounds like Congress.

UNIDENTIFIED SPEAKER: (inaudible) state in
this question. When I hear the 51 percent, I am
reminded of the Bureau’s requirement with federally
qualified health centers that I have worked in for
years and among the homeless, and the need for consumer
input. I agree wholeheartedly, but I also want to
separate in my mind between having a clear mechanism
for consumer input and having absolute prescription
when it varies from a community health center in one
city to one in say a rural area. And so I just wonder
when we are trying to not be absolute it seems like in
this, is there room to say what it is we want, which
is, I think, a clear mechanism for consumer input with
a preference for, and with a directionality that we
want it to be maybe majority, but in the beginning, to
have a little more flexibility? It just seems like the
same preference versus even should or shall with a

description of what their plan is.
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MR. OEMICHEN: Mmm-hmm (in the affirmative).

UNIDENTIFIED SPEAKER: Because frankly, having
51 percent isn’t a magic number, in my opinion, --

MR. OEMICHEN: No.

UNIDENTIFIED SPEAKER: -- but, having a plan
and something that takes into account seems important.

MR. OEMICHEN: Well, we tried, as I had said
before, distinguished between the formative stages and
the operational stages, first of all, and separate out
who is going to be on the Board of Directors in that
time period, because of the different needs at that
time.

UNIDENTIFIED SPEAKER: Right.

MR. OEMICHEN: And, I don’t know about the
other members of the Governance Committee; I am happy
to include some text in the report saying what we want
is a clear mechanism for that consumer input, and I am
familiar with a lot of different models by how that
happens. Last night we had this discussion of the
should and the shall on this one, and I am sure we are
going to have further discussion on the should/shall,

because the fact of the matter is we don’t decide this
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issue. Whoever is reviewing the grants for HHS 1is
going to decide whether it’s sufficient or not. I
think what the Committee was really trying to say
though was we really think it’s important for that
consumer voice, for that consumer voice to be on that
Board of Directors, because that’s the governing body
that’s going to decide who gets the contracts, what the
contracts say, all of that, and that’s why we really
feel it’s important to have strong consumer
representation at that level.

MR. FEEZOR: Jon?

MR. CHRISTIANSON: So, just to make sure I
understand, all members of the Board will have to be
appointed through an electorate process?

MR. OEMICHEN: They will have to be elected,
yes.

MR. CHRISTIANSON: Okay. So, in the Finance
Committee, we talked about the desirability of having
financial support for these organizations beyond
government money, and using an analogy in the venture
capital world, if I am an angel, I'm going to want an

appointment to the Board in return for my donation of
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start-up money; so is it possible the committee could
think about whether all positions on the Board would
have to be fully elected positions particularly in that
first initial Board?

MR. OEMICHEN: Well, the initial Board, we are
not going to have that issue on the formative Board.
It’s only once we get to the operational phase will we
have that issue. And we are trying to be fairly
flexible about who can serve on that other 49 percent,
if you will, and it could potentially be a hedge fund
person. We read the statute to say that the Board has
to be elected by the members, and that that was an
absolute requirement of the statute, so we don’t feel
like we can vary from that. What we tried to do 1is
look at what types of relationships can these entities
have; whether through joint ventures, partnerships or
whatever -- and hopefully I’11 get to that in just a
moment -- but, as far as electing -- as far as
appointing a hedge fund person to that Board, I don’t
think the statute allows for that.

MR. CHRISTIANSON: Well, the members could

certainly vote --
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MR. OEMICHEN: If the members vote for it,
yeah.

MR. CHRISTIANSON: -—- to accept the —--

MR. OEMICHEN: Right.

MR. CHRISTIANSON: -- money and appoint the
owner, right?

MR. OEMICHEN: Right. But, as a contractual
agreement, --

MR. CHRISTIANSON: Yeah. I mean, do you think
that that needs to be clarified in your
recommendations, or do you just think that’s something
that everybody will figure out?

MR. OEMICHEN: Oh, I think we will be defining
this all a lot more fully in the report.

MR. CHRISTIANSON: Yeah. I think it’s an
important point to remember as, you know, -- so we —--
but --

MR. OEMICHEN: Right.

MR. CHRISTIANSON: Yeah.

MR. OEMICHEN: Right.

MR. FEEZOR: Pat?
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MR. NOVAK: I think that, in our discussions,
the challenges is to more clearly maybe define this
interim period in the start-up, because one doesn’t
want to be so prescriptive that you limit the success
of the organization, but yet make certain that it is
consumer-governed, and consumers are clear decision-
makers, to not be just cosmetic on the Board long-term;
so I think that’s some of the challenge going forward.

MR. OEMICHEN: And that was the whole reason
why we wanted contested elections, for example, to the
extent possible. We did not want to have self-
perpetuating Boards of Directors. There are plenty of
examples in the mutual insurance world where that
happens, and even though they are considered
cooperatives, we typically, as a cooperative community
in the upper Midwest, don’t associate much with them
because they don’t act like consumer-governed entities,
even though technically under state law they are. And,
we’ll try not to get off in the deep weeds on that, but
if you want to have a further discussion later, I would

be happy to do that.
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MR. FEEZOR: Tim, and then we’ll try to get
the next one.

MR. SIZE: Yeah. I just want to emphasize
what I heard Jon saying, because I think I have the
same concern. I also want the majority of the Board to
be members. I prefer that term, than the consumers.
But also I want to make sure that we don’t box
ourselves in a corner and not be able to have good
strategic relationships where it would be totally
justified had other individuals, who were not members,
or not primarily have any membership role on the Board,
just as long as -- so I don’t want to go in either
extreme.

MR. CHRISTIANSON: Right.

MR. OEMICHEN: So let’s get into those a
little bit deeper weeds on the next slide.

Related entities -- and this was an area of
significant discussion, because we wanted to allow for
flexibility by the cooperative, as the term is used in
this statute, with others, to try to get the expertise,
the financing, whatever you need to make this

successful. So we have a series of proposed



97

recommendations. The applying entity -- so that entity
which is applying for the grant or the loan from HHS --
must be a non-profit consistent with the statute, and
then to carry out the purposes of the statute, the
entity could own any legal subsidiary area for profit
or non-profit, but the controlling interest and the
proceeds must narrow back to the benefit of the, in
this case, to use that term again, the co-op. The
parent company of a grant or loan applicant cannot be a
for profit entity. And the Committee felt pretty
strongly this co-op cannot be owned by somebody else
that’s for profit; that that would be a significant
issue with the statute.

Partnerships or joint ventures would be
allowed, so long as the appropriate benefits accrue.
The co-op members -- and I am sure every member of the
Advisory Board is familiar with joint ventures -- but,
typically there is, from whatever is going to be
considered the profit, financial or otherwise to that
entity, some of it is going to inure to the benefit of
the co-op and some to the partner in that joint venture

operation, and we account for that. We are not saying
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all the profit, however it’s defined, has to go back to
the co-op, but the appropriate amount should go back to
the cooperative. And so, by saying this, what we are
indicating is it’s okay to have other relationships,
particularly where those relationships are needed to
make this insurance cooperative successful, but that
there has to be some limitations to meet the intent of
the statute, which is basically that this is a non-
profit entity that’s receiving the grant.

Now I am sure there are going to be lots of
questions about this.

MR. FEEZOR: Donna?

MS. NOVAK: I have more of a comment than a
qguestion. The owning for profit; there are a least a
couple of loose plans that got very creative with not-
for-profits, --

MR. OEMICHEN: Right.

MS. NOVAK: -- and started a for profit, and
started moving all the business to it, so there should
be a lot of restriction control.

MR. OEMICHEN: We had that discussion last

night. We are planning to come up with those



99

restrictions. 1It’s well-known in the upper Midwest
that when a co-op would like de-mutualize, what they do
is they put all their profitable parts into some
subsidiary and eventually sell off that subsidiary, and
suddenly the co-op is no longer successful. So, yes,
we are very aware of that situation, and we have to do
some additional work on it, but doing this during the
Super Bowl didn’t really allow for a lot of in-depth
analysis.

MR. FEEZOR: And, Bill, as I recall, we talked
about there maybe being some very heavy restrictive
covenance with regards to any of the monies that go out
about downstreaming any value or having prior approval
on such.

MR. OEMICHEN: Right.

MR. FEEZOR: David?

MR. CARLYLE: Well I -- you know I guess I am
just throwing out something I have thought about
through the course of our discussions, and I don’t know
whether it fits here or not, but it seems to me, 1f we
have substantial provider involvement, some of these

providers may be big systems that have multiple -- you
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know, way exceeds what you would consider a definition
of a small group; would it fit under something like
this as a related entity that this entity -- that, you
know, the non-for-profit could create a separate entity
to take in that self-insured group or take in some kind
of provider group that would then kind of not allow the
substantially individual or small group designation to
exceed, or —-- you know, I mean, I don’t know where --
MR. OEMICHEN: My quick answer to that is we
discussed that. We haven’t fully resolved that, and
that’s going to be part of our continuing discussion
amongst the subcommittee members, because we were
trying to get our arms around all the possible outcomes
here, which I think is very difficult because we are
trying to look at the expertises that we have of
potential abuses, but also potential benefits could
occur, and how could we make this a flexible enough
model to make sure that we get the benefits, but yet
prevent the abuses. And so we -- we still need —-- we
haven’t had enough time to go through all of this to
give a full scale recommendation today. So we’ll take

that example back, just like any other examples you
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have as we continue to work on this. And I don’t mean
to punt. I don’t 1like to punt, but, in this case, we
have to punt to at least some of this, because we’ve
just got to continue fleshing all this out.

I don’t know about you, but we felt —-- the
four of us being charged with governance was putting a
pretty significant burden on all of us to figure out a
lot of these really good point (inaudible).

MR. FEEZOR: Just a teeny amplification, and
that would be, there has got to be a way to do that;
whether it has to do with governance and the
contractual relationships and the partnerships of the
co-ops, per se, —-—

MR. OEMICHEN: Right.

MR. FEEZOR: -- as opposed to the provider
system that uses -- I mean there are different ways to
skin that cat, and somehow I think this group has
agreement that somehow that cat needs to be skinned.

MR. OEMICHEN: We are working to that end.
Right.

MR. FEEZOR: Barbara?
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MS. YONDORF: Yeah. Just a quick question on
your second point; parent company of a grant or loan
applicant cannot be a for profit entity. So this is an
insurance company, the co-op, the insurance company is
going to have a parent company; 1is that okay under
insurance law, or what would that entail?

MR. OEMICHEN: Well, I think what we were
saying is what we know can’t be allowed. I am not sure
we are reading that -- turning that around to say what
might be allowed. We are just saying very clearly that
the co-op that’s applying for that grant or loan cannot
have a parent that owns them that is some type of for
profit entity because that defeats the purpose of the
statute and the language of the statute. Did I
understand your question? Rick?

MR. CURTIS: Let me just add, to clarify, this
slide 1s only dealing with what kinds of relationships
the non-profit can have with for-profits,

MR. OEMICHEN: Right.

MR. CURTIS: -- and, in essence, it’s saying
that the for profit can’t be above the non-profit.

MR. OEMICHEN: But it could be below.
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MR. CURTIS: It can be below the non-profit,
or, let’s say, to the side of the non-profit. So, we
are sort of mapping out the geographic relationships

that are allowed with for profits, if any, so we are

not expecting such relationships, just allowing some --

UNIDENTIFIED PARTY: To clarify (inaudible),
understand -- we are not saying that there is -- that
we are allowing a parent --

MR. CURTIS: Right.

MR. UNIDENTIFIED PARTY: We haven’t made a
Judgment about that yet.

MR. CURTIS: Right.

MS. YONDORF: Okay.

MR. OEMICHEN: But, i1f there were to be
allowed a parent, it could not be a (inaudible).

MR. CURITS: Right.

MR. OEMICHEN: That’s what I was saying. All
we are saying is what can’t happen. We haven’t said
what could potentially happen there. We just felt it
was really important to say what can’t happen, in our

view.

I
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Going on to the remaining questions; the
parking lot, IRS filing. We still have to educate
ourselves as the subcommittee further on what it takes
to be a 501 (c) (29), as HHS works that out with the
Internal Revenue Service. We are also looking at what
types of relationships can we have with providers, with
MEWAs (Multiple Employer Welfare Associations), and to
the extent we can have those relationships, what type
of conflicts of interest would be disqualifying.

Public disclosure and transparency; as I said,
we want to get -- we want to make specific
recommendations to HHS, at least in the larger category
of what those disclosure and transparency guidelines
ought to be, and again, we don’t want to make it so
transparent that it means you are giving up your whole
proprietary business plan to competitor. We aren’t
talking about that. But, within the inner workings of
the Board of Directors, for example, that everybody who
is on that Board knows what the contract is, what it
means, and who might have any type of relationship with

that entity, to which they may be contracting.
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Going to the next page -- if I read my watch
right, I’ve got about five minutes left -- page two,
exploring the ability to limit conversion to for profit
or non-consumer-governed issuers. That’s in the
statute that it is a pretty significant concern; so we
are continuing to work on how do we put some
limitations on there that are consistent with the
statute, to make sure we are living within the purpose
of the statute. Overall, the concern obviously is that
we would have this non-profit entity, get a grant or
loan, and there very quickly be sold off or change to a
full profit.

Next bullet -- explore prohibition on
government instrumentalities established in a co-op.
And here the concern was a state university, and in
some cases, medical providers that are part of a state
university system, and to what extent can we work with
them? Because, I think the sense of the subcommittee
was there would be some very proper relationships there
potentially and very helpful relationships, but given

the limitations in the sta