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TRANSCRI PT OF PROCEEDI NGS

THE COW SSI ONER: Good norning. |'m
Conni e O Connell, Comm ssioner of I|nsurance,
presiding over Case No. 99-C26038 concerni ng Bl ue
Cross & Blue Shield United of Wsconsin's
application for conversion. The purpose of the
application for conversion is to permt Blue Cross &
Bl ue Shield United of Wsconsin to convert froma
nonprofit service insurance corporation to a stock
I nsurance corporation in accordance wth Sections
613. 75 and 611.76, W sconsin Statutes.

This hearing is being held as a Cass 1
contested case hearing in accordance with Chapter
227 of the statutes and INS 5.39(2) of the Wsconsin
Adm ni strative Code.

On Novenber 19th, 1999, three notions to
intervene in this matter were received by this
office. As agreed during the prehearing status

conference on Novenber 24th, | had made a ruling
based upon the briefs that were recei ved on Novenber
26th. | ruled just prior to the commencenent of
this hearing as agreed to by the noving parties and
Blue Cross Blue Shield United of Wsconsin. 1'd
like to take a few mnutes to discuss this decision.
For the record, | note that the -- there
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i s attendance by each of the noving parties this
nmorni ng. The proposed conversion of Blue Cross Bl ue
Shield United of Wsconsin is a matter of
significant public interest. The Ofice of
Conmi ssi oner of Insurance is commtted to a
t horough, inforned, and public review of this plan.
In order to conduct such a review, considerable
I nput fromthe public and advice from experts is
necessary.

It is my responsibility with broad public
i nput to bal ance the diverse interests and nmake a
determ nation of whether the proposed plan is
contrary to the public interest. |[|’ve scheduled a
public hearing today that will continue tonorrow in
Stevens Point to allow any organi zati on or
I ndi vidual to express views -- their views and
concerns regarding the application. This is only
one way that our office is used to involve the
public and interested organi zations in this process.

In addition, I have net with many
i ndi vi dual s and organi zati ons, received and revi ewed
volunmes of witten material, and nmade the docunents
related to the application available to the public
t hrough our office and published on our Internet Wb
site.

G amann Reporting, Ltd. (414) 272-7878
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In addition to the public hearing and
review, |’ve scheduled the G ass 1 contested case
hearing for Blue Cross Blue Shield United of
Wsconsin to make its case for its conversion
application. Three organizations which participated
in the public review process also filed notions to
intervene in the Cass 1 contested case heari ng.
These organi zations are the University of Wsconsin
Medi cal School, the Medical College of Wsconsin,
and the coalition representing ABC for Health,

W sconsin AARP, and the Wsconsin Coalition for
Advocacy.

Each of these organi zati ons has val uabl e
input to offer in this process. The two nedi cal
school s can offer insight into how the original plan
proposed by Blue Cross would operate. They al so
have uni que insights into health issues of the
citizens of the state. |In addition, the Coalition
has conducted research not only on Blue Cross Bl ue
Shield United of Wsconsin but on conversions in
ot her states, they’ ve assenbl ed experts, and offered
I mportant insight into many of the issues that are
central to the consideration of this proposal.

However, access to information and
expertise are not the standard for granting standing

G amann Reporting, Ltd. (414) 272-7878
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to parties in an adm nistrative hearing. To have

standing, the petitioners nust neet a two-part test.

They must denonstrate the decision of the agency

causes injury to their interest and that the

interest they are asserting is recognized by | aw.
The potential injury asserted by these

parties is no different frompotential injury to any

menber of the general public caused by the agency
action or inaction. To allow standing in the

I nstant case woul d establish a precedent for the
agency to admit nultiple parties in future

proceedi ngs each with a specific interest, which is

one anong nany to be considered in determning the
public interest. Therefore, | have denied their
notions to intervene.

Fortunately, OCl has broad discretion to

structure the review process to naxim ze
participati on by organi zati ons such as those
represented by the petitioners. | wll use this
di scretion to ensure each of the organizations
seeking party status has a full opportunity to
participate in this proceeding, including, if
appropriate, to offer expert testinony at a
continuation of today’'s hearing, to pose questions
to the applicant, and to di scuss the pending

G amann Reporting, Ltd. (414) 272-7878
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application with the investnent banking firm
retai ned by the office.

Therefore, although | cannot under the
| aw grant the petitioner’s status as parties, | can
grant themsimlar ability to participate in this
process. Today’'s hearing will be continued. Any
such further proceeding will be added to the record.
OCl intends to assure that this application receives
a conplete and public review. OCl has no intention
of allow ng any consideration, including the
applicant’s express desire to conplete the approval
process by year end, to supersede that full and fair
revi ew

Now today’s hearing is being held at the
Italian Community Center in MIwaukee, W sconsin at
10 a.m on Novenber 29th, 1999. The proceedi ngs are
bei ng transcri bed by G anmann Reporti ng.

W1l the petitioner please state for the
record by whom you are represented.

MR BRANCH:. Yes. The appearances, ny
nane i s Joseph Branch fromthe law firmof Foley &
Lardner. Wth nme at counsel table is Attorney
Thomas Rose from Fol ey & Lardner representing the
petitioner. Al so representing the petitioner is
M. Steven E. Bablitch, vice president and general

G amann Reporting, Ltd. (414) 272-7878
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counsel of the petitioner.

THE COW SSI ONER: Thank you. The issues
for today’ s hearing as described in the notice of
hearing are as follows. Conversion of Blue Cross
Blue Shield United of Wsconsin froma nonprofit
service corporation to a stock insurance
corporation. Wether or not under Sections 611.76
and 613.75 of Wsconsin Statutes the plan of
conversion violates the law or is contrary to the
interests of the policyholders of Blue Cross & Bl ue
Shield United of Wsconsin or the public. 1In the
Class 1 contested case hearing, the fair play
provi sions of Chapter 227 apply. This nmeans that
all testinony taken will be made under oath and
subj ect to cross exam nation that nay reasonably be
required for a full and true disclosure of the
facts.

M. Branch, do you have any prelimnary
matters or questions that need to be addressed at
this tinme?

MR. BRANCH: Nothing at this tine, Madam
Conmi ssi oner .

THE COM SSIONER. At this time |11
I ntroduce for the record Exhibit H as offered by
Blue Cross. Exhibit His a list of exhibits offered

G amann Reporting, Ltd. (414) 272-7878
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and received by Blue Cross as of the begi nning of
thi s hearing.

M. Branch, would you |like to give a
bri ef openi ng statenent?

MR. BRANCH: No, Your Honor -- Madam
Conmi ssioner. CQur first witness will provide an
overview of this matter

THE COW SSI ONER: Ckay. Pl ease begin
your case.

MR BRANCH: 1'd like to call M. Thonas
R Hefty.

THOVAS R HEFTY, called as a w tness
herei n, having been first duly sworn on oath, was
exam ned and testified as foll ows:

DI RECT EXAM NATI ON
BRANCH
M. Hefty, do you have a statenent you'd care to
make in this matter?
Yes, | do. May | proceed? And good norning to
Conmi ssioner O Connell and to the nenbers of the
public with us. M nane is Thonas R Hefty and |I'm
the president, chief executive officer and chairnman
of the board of Blue Cross & Blue Shield United of
W sconsin, and as the chief executive, | would Iike
to introduce the plan of conversion, the process hy
G amann Reporting, Ltd. (414) 272-7878
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which we arrived at the plan, and the business
reasons for its consideration.

Let me start by giving you a brief
background of Blue Plans nationally. Back in 1990,
there were 71 i ndependent Blue plans. Today there
are 50 i ndependent plans across the United States.
These plans are all nenbers of a national
coordi nati ng body and trade associ ati on known as the
Bl ue Cross Blue Shield Association. The association
| i censes the name and the mark to the individual
Bl ue plans, including Wsconsin. The |licensing
agreenents require each individual plan to maintain
m ni rum capital and surplus, mininmnumliquidity
| evel s, acceptable custoner service |evels,
participation in certain national initiatives, and
finally to adhere to specific ownership |imtations.
Until 1994, these rules prevented Bl ue

pl ans from organi zi ng as sharehol der-owned entities.
In that year, the association changed this
requi renent in response to conpetitive forces at
play in the changi ng health i nsurance market. Since
this restriction was renoved, a nunber of other
pl ans have converted, including Blue plans in
California, Georgia, and Virginia. Blue plans in
Col orado, New York, and M ssouri are also in the

G amann Reporting, Ltd. (414) 272-7878
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process of converting or changing their structure.

Conversion provides a nunber of
advantages to Blue plans. Using the marketabl e
stock to make acquisitions helps to build econon es
of scale and thereby drive down costs. The issuance
of stock also helps to generate capital which can be
used for investnent in new products, systens,
net wor ks, and the nedi cal information managenent
required to deliver high quality, conpetitive
servi ce.

Now t hat |’ ve spoken about the changi ng
national trends, 1'd like to say a few words about
Wsconsin. Blue Cross was founded in 1939 under the
name Associ ated Hospital Service. W changed our
nane in 1979 in conjunction with a nmerger between
Associ ated Hospital Service and an entity known as
Surgi cal Care-Blue Shield. Fromthat day forward,
we have been known as Blue Cross & Blue Shield
United of W sconsin.

The Wsconsin market is al so changi ng.
Today our conpetitors are |largely national plans and
| ocal tax-exenpt sponsored HM3s. Although we
conpete on a level playing field, Blue Cross differs
fromother health insurers doing business in
Wsconsin in two i nportant ways. One, Blue Cross is

G amann Reporting, Ltd. (414) 272-7878
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a tax payi ng, Wsconsin-headquartered health insurer
provi di ng i nsurance services and benefits to over
700, 000 people in the State of Wsconsin. W are
responsive to local custoner needs. We will hear
from Penny Siewert, our senior vice president, who
wi ||l be addressing the community service aspect of
Blue Cross’s commtnent to |ocal needs. Because we
are a Wsconsin-based health insurer, we're
fortunate to enpl oy over 1800 W sconsin residents in
nore than ten different conmunities.

The second way in which Blue Cross is
different fromother conpeting health insurers is
its organi zational structure. Because Blue Cross
cannot issue tax-exenpt bonds and cannot issue stock
in our current corporate form we do not have the
sanme access to capital markets as do nost
conpetitors. This limts the ability of Blue Cross
to grow.

In response to these concerns of the
changi ng market, the board of directors of Blue
Cross appointed the special commttee on Decenber
9th, 1998. You will hear Professor Janes H ckman, a
menber of that special commttee, testify today.

That committee was asked to investigate the
structuring options available to Blue Cross and to
G amann Reporting, Ltd. (414) 272-7878
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make a recomendation to the full board.

On June 2nd, 1999, the special commttee
made that report to the full board of directors.
The special commttee found that Blue Cross’s
inability to access capital nmarkets resulted in a
|l ack of flexibility to acquire, nerge, or affiliate.
These deficiencies made Blue Cross vulnerable to
| arger and better capitalized conpetitors. Wthout
a reorgani zation, Blue Cross would be left with
limted options to raise capital and to finance our
gr owt h.

After extensive discussion, the full
board adopted the findings of the special conmttee
on June 2nd, 1999 and passed a resolution to
undertake a plan of conversion on that same day and
that plan is now before you.

Now I'd like to quickly describe sonme of
the significant aspects of the plan of conversion.
Under the plan, Blue Cross will convert froma
service insurance corporation to a stock insurance
corporation without any interruption inits
corporate existence. This really anmounts to nothing
nore than a change in the corporate form of Bl ue
Cross. As a result, the conversion wll not cause
any interruption in coverage for Blue Cross

G amann Reporting, Ltd. (414) 272-7878
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pol i cyhol ders. The plan of conversion does not
contenpl ate any change in the terns, rates, or
prem uns of health insurance for policyhol ders.

Two additional new entities will be
created under the plan of conversion. The first of
those entities, which has yet to be organized, is a
hol di ng conpany to be known as United Heartl and
G oup. Once this holding conpany is created, 100
percent of the converted Blue Cross entity will be
owned by the hol ding conpany, United Heartl and
G oup.

The second of those entities, a
foundati on, has al ready been organi zed. The
foundation is called the Blue Cross & Blue Shield
United of Wsconsin Public Health Foundation. Just
as the holding conpany will own 100 percent of the
i ssued stock of the converted Blue Cross, the
foundation will in turn own 100 percent of the stock
of the holding conpany. The net effect of these two
transactions will be that the foundation wll
recei ve 100 percent of the equity value of the
converted Blue Cross entity.

The plan of conversion provides for the
foundation to serve the health care interests of the
people of the State of Wsconsin. To this end, it

G amann Reporting, Ltd. (414) 272-7878
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will be the mssion of the foundation to support
public health initiatives through the University of
W sconsi n Medi cal School and the Medical College of
Wsconsin, two institutions trusted by the State for
nearly a century to not only educate its nedica
prof essi onal s but al so provi de needed research in
the rapidly changing fields of nedical technol ogy
and to provide comunity outreach on a statew de
basi s, collaborating together and with others to
serve the public. You wll hear Medical College of
W sconsin President E. M chael Bol ger and UW Medi cal
School Dean Phil Farrell presenting testinony
regardi ng the invol venent of the two nmedi cal schools
In the plan of conversion.
In order to fund this public health

m ssion, the foundation will |iquidate nost of the
stock issued to it through arns-1length transactions
in the five years follow ng the conversion. You
will hear Mark Ol off, Deputy Legal Counsel for the
Bl ue Cross Blue Shield Association, testify that
this five-year tine frame is a requirenent that
grows out of the association |icensing restrictions
that | nmentioned earlier. It is the Blue Cross
boards’ s expectation that by the |iquidation of the
stock on the free market, the foundation wll

G amann Reporting, Ltd. (414) 272-7878
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realize the fair and reasonabl e value of Blue Cross
as of the date of the conversion.

In order to help ensure that the
foundations realizes the fair and reasonabl e val ue
of the Blue Cross stock, nine individuals
unaffiliated wth Blue Cross have been selected to
the board of directors to govern the foundation.

You will hear foundation board nmenber John Daniels
testify that each of these directors owes a
fiduciary duty to the foundation to ensure that this
objective is nmet. These individuals represent a

di verse cross-section of the Wsconsin conmunity and
each one individually brings a wealth of know edge
and experience in public service to the foundation.

In summation, two comments. The Bl ue
Cross board of directors thoroughly researched and
del i berated over the plan of conversion and
concl uded that the conversion was in the best
interest of Blue Cross & Blue Shield United of
Wsconsin. It is in the best interest of Blue Cross
to convert in order to enable the conpany to access
capital markets and to conpete nore effectively.

Finally, as our board said, Blue Cross is
doing the right thing in the right way by turning
the full equity value of the conpany over to the

G amann Reporting, Ltd. (414) 272-7878
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foundation, which will in turn fund prograns
pronoting public health initiatives devel oped

t hrough the nmedi cal schools, which we believe wll
serve the interests of the public.

I’d like to thank you and your staff for
the opportunity to present this opening statenent
today. By pronpting the financial stability of Blue
Cross through this conversion, our goal is to
provi de a stronger and nore conpetitive Blue Cross
in the State of Wsconsin. Therefore, | ask for
your approval of this conversion plan.

THE COW SSI ONER: M. Hefty, you
i ndi cated that sonme of the reasons for converting.
Can you address the timng for this request? Wy
are you requesting conversion at this tinme?

THE WTNESS: The market both |ocally and
nationally continues to change rapidly and we’ ve
seen new conpetitors in our market here. |
nmenti oned today, they' re principally national
conpetitors or tax-exenpt sponsored conpetitors.

And the consolidation in the health care world is

going on rapidly. | nentioned the drop in the

nunber of Blue Cross plans nationally, and any

| engt hy del ay of that process takes Wsconsin out of

t hat changi ng mar ket pl ace and so we think that the
G amann Reporting, Ltd. (414) 272-7878
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timng is consistent with the changes going on both
| ocal Iy and nationally.

THE COW SSI ONER: How woul d you vi ew
conversion inpacting Blue Cross in the long term
what is your vision for the conpany five years from
now, ten years from now?

THE WTNESS: Qur goal is to continue to
grow t he business in Wsconsin, serving
pol i cyhol ders here, and we hope participating in the
nati onal consolidation of Blue plans. There are a
nunber of other plans that are smaller than the
W sconsin plan and we woul d hope to participate as a
first nover, if you will, in the consolidation
that’ s going on nationally.

THE COWM SSI ONER: You al so nentioned the
associ ation -- the Blue Cross national association
licensing restrictions. Are there takeover
provisions in your plan that are not required by the
Bl ue Cross Blue Shield national association?

THE WTNESS: No, and we did | ook at that
i ssue in the sense of nmintaining control in
W sconsin, but such restrictions would inpact the
val ue of the conpany that will be obtained by the
foundation for the public health of Wsconsin, and
so on bal ance, other than those restrictions

G amann Reporting, Ltd. (414) 272-7878
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BY MR

required by the national association, there are none
in the plan.

THE COW SSI ONER: How woul d you see the
conversion affecting the Wsconsin insurance market
as a whole, the health insurance marketpl ace?

THE WTNESS: | think it will rmake it
nore conpetitive. It will equalize, if you wll,
the access to capital between ourselves, the
t ax- exenpt sponsored plans, and the nmuch | arger
nati onal plans, and so I think the marketplace wll
benefit by that conpetition.

THE COWM SSI ONER: Thank you.

MR, BRANCH. Thank you, M. Hefty.

As our next witness, we would like to
call Professor Janmes H ckman to the stand.

JAMES C. HI CKMAN, called as a w tness
herei n, having been first duly sworn on oath, was
exam ned and testified as foll ows:

EXAMI NATI ON
BRANCH:

Prof essor, could you state your name, current place
of enploynment, and any rel evant enpl oynent history.
My nanes is James C. Hickman. | aman Eneritus
prof essor of business and statistics at the
University of Wsconsin-Madi son and | served as dean

G amann Reporting, Ltd. (414) 272-7878
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of the School of Business between 1985 and 1990. |
al so serve on the boards of several conpani es and
organi zati ons, including the Board of Pensions of
the Presbyterian Church, U S A and the Century
I nvest nent Managenent Conpany.
What is your association with Blue Cross?
| have been a director of Blue Cross Blue Shield
United of Wsconsin since Decenber of 1986, and in
Decenber of 1998, approximtely one year ago, | was
appointed to serve as a nenber of a speci al
commttee established by the board of directors to
exam ne corporate structuring alternatives for Blue
Cr oss.
Are you know edgeabl e about Blue Cross’s
consideration of the proposed conversion?
Yes. Since ny appointnent to the special committee,
| amdirectly involved in the exam nation of the
proposed conversion of Blue Cross froma service
I nsurance corporation to a stock insurance
corporation. As a nenber of that special commttee,
| am very know edgeabl e of the extensive anal ysis
conducted by Blue Cross in reaching its decision to
convert to a stock insurance conpany.
Way are you testifying here today, Doctor?
| amtestifying on behalf of Blue Cross and

G amann Reporting, Ltd. (414) 272-7878
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especially the nmenbers of the commttee to briefly
di scuss the role and findings of the special
comrittee with respect to the proposed conversion.
Can you give us an overview of the work done by that
comm ttee?

Yes. The special conmttee was established on
Decenber 9th of 1998 at a neeting of the board of
directors of Blue Cross. At that neeting, the board
of directors approved the creation of an independent
special conmttee to investigate structuring
alternatives available to Blue Cross. In addition
to nmyself, the board of directors selected Ms. Janet
Steiger, M. Mchael Joyce, and Dr. Ken Viste to
serve on the special conmttee.

In md-January, the special commttee set
out to fulfill its mssion of investigating
alternatives to the current |egal and corporate
structure of Blue Cross and to ultimately present
its findings, conclusions, and reconmendations to
the full board of directors by July 1 of 1999. The
primary responsibility of the special conmmttee was
to exam ne objectively a broad range of
reorgani zation alternatives available to Blue Cross
and, as one of our nenbers stated, "to try to do the
right thing and to do it in the right way, and that

G amann Reporting, Ltd. (414) 272-7878
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istodoit inthe right both for the future of the
conpany and for the many stakeholders in the
or gani zati on.

The special comm ttee convened on siXx
separate occasions over a five-nonth period inits
wor k of investigating these alternatives and to
devel op a plan of conversion for Blue Cross. To
assist in that extensive exam nation, the special
comrittee early on retained legal -- retained
counsel to advise the nenbers on structuring
alternatives and on issues relevant to the
conversion. The special conmttee retained the | aw
firmof Foley & Lardner to provide |egal counsel and
the investnent firm of Donal dson, Lufkin & Jenrette
to provi de banking and financial advice. Both firns
have been and continue to be actively involved in
assisting and advising the conmttee and the Bl ue
Cross board on various issues relating to the
proposed conversion.

What were the maj or considerations of the special
committee?
Wel |, several considerations very heavily influenced
t he exam nation conducted by the special conmttee.
The first and forenost was to adhere to our
fiduciary duties and devel op a corporate strategy

G amann Reporting, Ltd. (414) 272-7878
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t hat advanced and protected the interest of Blue
Cross, its policyholders, and the citizens of
W sconsi n.

Anot her significant consideration of the
special conmttee was to devel op alternatives that
were consistent with the corporate m ssion of Blue
Cross as well as the short-termand | ong-term
cor porate goal s.

The special commttee al so considered the
rel ative strengths of existing and alternative
corporate structures in adapting to and surviving in
today’s conpetitive health care environnent.

Can you summari ze the issues exam ned by the speci al
comm ttee?

Wl l, given the depth and breadth of the issues
exam ned by the special commttee, it’s probably

i npossible to sumrmarize in any short tinme that |
have here today all of those issues, but the
materials reviewed by the special comrittee that are
contained in the application for conversion at Tabs
18 through 23 of Exhibit A-1 contain some of this
material. Nevertheless, | wll highlight briefly
some of the nmjor issues exam ned during our
five-nmonth review.

As previously nmentioned, the special

G amann Reporting, Ltd. (414) 272-7878
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comrttee was charged with exam ning strategic
alternatives available to Blue Cross. Over the
course of our review, the special conmttee exam ned
three principal alternatives. The first was to
convert to a nutual insurance conpany; the second
alternative was to convert to a stock insurance
conpany; and the final alternative was to continue
with the current status.

For each alternative, we identified and
considered the various interests that woul d be
af fected, including the potential inpact, if any, of
a conversion on the policyhol ders and enpl oyees of
Blue Cross. W also exam ned recent national trends
in the delivery of health care and in the managed
care and health insurance industries. The
conversion and consolidation of certain other Blue
pl ans and ot her insurance carriers were anal yzed
because of their possible inpact of these actions on
the future success of Blue Cross.

After weighing all of this information
and the issues presented to the special committee,
it becane overwhel mngly clear that converting to a
stock insurance corporation would best serve the
|l ong-terminterests of Blue Cross and its
pol i cyhol ders.
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Thus, the special committee focused its
review on the actual conversion process and
di scussed subsequent corporate reorganizations that
woul d possibly follow conversion to a stock
i nsurance corporation, including a possible nerger
with United Wsconsin Services, |ncorporated.
Did the special committee address issues related to
the creation and operation of the proposed
f oundati on?
Yes, indeed. The special commttee devoted a
consi derabl e anobunt of tine concentrating on the
creation and endowrent of a foundation to pronote
and inprove public health in the State of Wsconsin.
Recogni zi ng the historical background of Blue Cross,
the special commttee reviewed the conversion as a
tremendous opportunity to contribute to the
wel | -being of the citizens of Wsconsin. In this
same spirit, the special commttee recomended
placing the full value of Blue Cross into a public
heal t h foundati on.
What funding alternatives did the special comittee
consi der ?
Vel l, the special commttee devised or discussed
three funding alternatives to distribute the val ue
of Blue Cross. The three alternatives included,
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first, establishing the first school of public
health in the State of Wsconsin; two, establishing
a foundation that would be directly responsible for
di stributing funds and grants; or, three,
establishing a foundation that would utilize the
Uni versity of Wsconsin Medical School and the
Medi cal Col | ege of Wsconsin as the principal
organi zations to carry out prograns of education,
research and service to advance public health in
W sconsi n.
Wiy did the special comrittee select the alternative
it did?
In examning the three alternatives, the speci al
commttee realized that startup and ongoi ng
adm ni strative costs inherent in the first two
alternatives could be -- could significantly --
could be significantly mnimzed by utilizing the
exi sting structure of Wsconsin' s two nedical
schools. Furthernore, the special comittee
concluded that utilizing the expertise and know edge
of the medical schools would maxim ze the use of the
proceeds for the broadest range of public health
needs and would ultinmately benefit the greatest
nunber of citizens in the State of W sconsin.
Did the special commttee issue and submt fornal
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findi ngs?
Yes, it did. On May the 17th, 1999, the speci al
commttee adopted formal findings, conclusions and
recommendations and a resol ution recomendi ng the
conversion of Blue Cross & Blue Shield United of
W sconsin froma service insurance corporation to a
stock insurance conmpany. On June the 2nd of 1999,
the special commttee presented its findings to the
board of directors who unani nously approved the
resol uti on adopting the plan of conversion of Blue
Cr oss.
Do you believe the proposed conversion is contrary
to the interests of Blue Cross policyhol ders or the
public?
| do not. G ven the anmpunt of tine and resources
dedi cated by the special commttee in conducting its
extensive revi ew of the proposed conversion, | am
confident that the special commttee and the board
of directors reached the best conclusion. Having
carefully exam ned the issues before us for nore
than five nonths, | amal so convinced that the
conversion of Blue Cross is not contrary to the best
interest of its policyholders or the citizens of
Wsconsin and, in fact, is necessary to ensure the
continual success and strength of the conpany well
G amann Reporting, Ltd. (414) 272-7878
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into the next century.

MR. BRANCH: Thank you, Professor
H ckman. We have no further questions of this
w t ness, Madam Conm Sssi oner.

THE COW SSI ONER:  When you consi der ed
the potential alternatives to distribute the
foundati on resources, you indicated you | ooked at
t he school of public -- establishing a school of
public health, a separate foundation to distribute
grants, and then the nedical schools. D d you
consider any other alternatives in terns of non --
exi sting nonprofit organi zations that would have had
sonme of the sane economies in ternms of not having to
set up a new structure but they could have
distributed the grants?

THE WTNESS: The answer is yes. In the
opi nion of the special conmttee, after careful
consi deration, the two nedical schools have a | ong
history in the order of a century, they have the
organi zati on of existing foundations, they already
engaged in action progranms, and every day they nake
deci si ons about setting priorities in health care.
W felt that the best interests of the conversion
woul d be served by using these existing structures
and this existing expertise. W knew of no other
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organi zation in the state -- in our state that had
such a long history and did the kind of action that
we wanted to pronote

THE COMM SSI ONER  Was there any concern
on the part of the special committee nenbers that
per haps the nedi cal schools may have too narrow of a
focus in ternms of health issues?

THE WTNESS: The answer is yes. W were
concerned with the fact that apparently they are in
the southern half of the state and therefore we went
to great lengths to discuss the ways that this
program m ght have an inpact across the entire
state. As you are probably aware, at the direction
of the board of directors, the two nedical schools
conducted a rather remarkable programof eliciting
opi nions and ideas fromthroughout the state on the
public health needs of the state. W felt that that
al one contributed considerably to our understandi ng
and the understanding of the two schools with
respect to those needs.

THE COW SSI ONER:  Can you address what
provisions in the plan provide for accountability
fromthe nmedical schools to the Blue Cross board of
directors and to the public?

THE WTNESS: Right. The issue of
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accountability, of course, is answered by the usual
ki nd of provisions for reporting, but the key point
is that it is the citizens of Wsconsin to whomthey
are responsi ble, not just the board of Blue Cross
Blue Shield or to the foundation board that will be
created, and by their public reports and the fact
that both are already responsible to the public.
The ultimate guarantee is that public
accountability, although you will find the docunent
provisions requiring periodic reports to the

organi zati ons that you naned.

THE COWM SSI ONER: Do you antici pate then
that the Blue Cross board itself would play an
active role in nonitoring and providing that
accountability or would it be largely through then
the public reports and that type of accountability?

THE WTNESS: | would not expect the Bl ue
Cross Blue Shield board to be active in the sense of
maki ng specific allocations or in directing that
al l ocations of this activity go in various purpose
-- to very specific purposes. 1In fact, one of our
goals is to use existing expertise rather than
substituting the opinions of those of us trained, in
ny case, in mathematics, in other cases, in |aw or
adm nistration on public health issues. W would
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anticipate that those issues best be handl ed by
peopl e who have spent their lives in public health.
Al t hough the issue of broad accountability will rest
wi th both the board of the foundation and, in a
certain sense, to the -- for a short tine to the
board of Blue Cross Blue Shield, ultimately the
responsibility is to the people of this state and we
bel i eve that these two agencies have that expertise
that is lacking in nmany o us trained in other ways.

THE COWM SSI ONER: Thank you.

MR. BRANCH. Thank you, Professor
H ckman. Qur next witness is T. Mchael Bolger, the
presi dent of the Medical College of Wsconsin.

T. M CHAEL BOLCER, called as a w tness
herei n, having been first duly sworn on oath, was
exam ned and testified as foll ows:

EXAMI NATI ON

BRANCH
Wul d you pl ease state your occupation, please.
| amcurrently the president and chi ef executive
of ficer of the Medical College of Wsconsin. A
Way are you testifying here today?
The Medical College of Wsconsin is the proposed
reci pient of one-half of the proceeds of the
conversion of Blue Cross & Blue Shield United of
G amann Reporting, Ltd. (414) 272-7878
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W sconsi n.
How does the Medical College plan to utilize the
proceeds of the conversion to benefit the citizens
of W sconsin?
The Medical College will utilize the proceeds of the
conversion to advance our commtnent to comunity
col | aborations that pronote health in Wsconsin and
to address the needs of underserved conmmunities and
groups throughout the state. To establish and
advance these col |l aborations, the Medical College
will be seeking proposals froma wi de variety of
comunity organi zati ons who wi sh to serve as
partners on public health initiatives. As projects
are identified and funded, community organi zations
will be responsible for directing and managi ng t he
project’s activities with participation fromthe
Medi cal Col |l ege. Approximately $12 mllion of the
initial funds received by the Medical College wll
be used to cover begi nning expenditures to inplenent
the plan as rapidly as possible. The renai nder of
the funds will be placed in a permanent endownent.
Thi s endownent will provide ongoing financial
support for the health prograns established and set
forth in the plan.
Does the plan include any specific provisions to
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pronote the general health and welfare of the
citizens of Wsconsin?

Yes. Under our initial plan, approximtely 35 to 45
percent of the annual endowrent inconme will be used
to create and support Wsconsin's first Institute
for Public and Community Health. The primary
purpose of this institute will be to coll aborate

W th communities and various organizations,

agenci es, and groups to further public health

t hr oughout W sconsi n.

To achieve this mssion, the institute
will initially pronote three primary areas. The
first area will pronote prevention and wel |l ness
prograns focused primarily on cancer, cardiovascul ar
di sease, child and adol escent heal th, and wonen’s
heal th i ssues. The second area wi ||l address broad
heal th-rel ated i ssues in Wsconsin covering a w de
spectrum of topics such as inproving access to
health care, addressing the |ack of health care
providers, inproving patient education, and
addr essi ng environnmental health problens present in
the state. The third area will concentrate on
heal th services research ainmed at identifying health
ri sks, nedical effectiveness, and patient care
out cones and assi sting conmunities and public health
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officials in effectively addressing the needs of
W sconsin citizens.
W1l any of the funds be utilized to support nedical
resear ch?
Yes. Again, our initial plan estinates that 35 to
45 percent of the annual endowrent w Il support a
programentitled "Research for a Healthier
Tonmorrow." This programis intended to support
research into the prevention and possible cures for
maj or causes of death and disability anmong W sconsin
resi dents such as cardi ovascul ar di sease, cancer,
stroke, and Al zheinmer’s disease. W also anticipate
expandi ng geogr aphi cal access to clinical trials
across the street and expandi ng research
col | aborations with other health care providers and
research institutions in Wsconsin.
W1l any of the funds be utilized to pronote health
education in Wsconsin?
Yes. W initially anticipate utilizing 10 to 20
percent of the annual endowrent to fund a program
entitled "Education and Leadership for Public
Health." This programw || be designed to advance
four primary health educati on objectives. The first
objective is to support educational outreach by
expandi ng di stance | earning and tel econferencing and
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health training in rural and nedically underserved
areas. A second objective is to pronote consumner
outreach by expandi ng access to health information
t hrough conputer Web sites and civic prograns. A
third goal is to establish a Masters of Public
Heal t h thereby expandi ng our current programto
i ncl ude non-physicians to assist |ocal public health
departnents, state agencies, and other organizations
i n addressing the health concerns of our citizens.

A final goal of this programis to create nore
student schol arships that require the recipient to
practice in a nedically underserved urban or rura
area in Wsconsin.
How wi || the Medical College provide oversight of
its current plan and future funding initiatives?
The Medical College of Wsconsin will provide
stewardship for the endownent by appointing
qualified citizens to serve on two external advisory
boards, one for the Institute for Public and
Conmmunity Health and an Endowrent Fund Conm ssion to
revi ew adherence to the plan and to nonitor fiscal
expendi tures. The external advisory board for the
Institute for Public and Comunity Health will
consist of 8 to 12 nenbers chosen statewide. This
board will be responsible for setting the strategic
G amann Reporting, Ltd. (414) 272-7878
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priorities of the institute. Menbers will be
sel ected based upon their interest and expertise in
public and conmmunity health, prevention/well ness,
heal t h care advocacy, and health services research.
The external Endowrent Fund Comm ssion
wi || have seven nenbers representing a broad cross-
section of individuals statew de who have an
Interest in pronoting public health in Wsconsin.
It should be noted that nenbers of the Medi cal
Col I ege’s board of trustees will not be allowed to
serve on this comm ssion
W1l the Medical College provide annual reports
regardi ng the use of the funds fromthe endowrent?
Yes. The Medical College will issue annual
stewardship reports to the Blue Cross & Blue Shield
Public Heal th Foundation, the Blue Cross & Bl ue
Shield United of Wsconsin board of directors, the
Wsconsin O fice of the Conm ssioner of I|nsurance,
and to interested nmenbers of the public. These
reports will outline endowrent incone and project
expenditures and will identify progress and
chal  enges in nmeeting program objectives. Every
fifth year the stewardship report will be expanded
to provide a detail ed assessnent of program
initiatives, including expanded data on conmunities
G amann Reporting, Ltd. (414) 272-7878
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i npact ed, coll aborations devel oped, and nulti-year
acconplishnents resulting fromthe proceeds received
fromthe foundation.

Do you believe that the Medical College of Wsconsin
and the University of Wsconsin Medical School are
appropriate parties to utilize the conversion funds?
Yes, | do. Wsconsin's two nmedi cal schools are
appropriate stewards of the Blue Cross Foundation’s
endownent for nunmerous reasons. By their nature,
bot h nedi cal schools are forward | ooking and are
aware of the public health needs of the State of

W sconsin. They focus not only on today' s health
concerns but also on tonmorrow s health needs. The
two nedi cal schools are, in essence, public trusts
and possess the requisite infrastructure to support
public health prograns, to efficiently adm nister
the funds, to wisely invest and account for the
funds, and to effectively use such funds in

col l aboration with conmunity organi zations to

I mprove the quality of health for all the people of
W sconsi n.

Furthernore, both nedical schools are
conprehensi ve and wel |l equi pped to address the
state’s additional public health needs.

Finally, both nedical schools have a
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hi story of statew de collaborations and partnerships
with civic and health care organi zations to enabl e
themto benefit the greatest nunber of citizens in
our state.
Have the two nedi cal schools collaborated in
devel oping their respective plans?
Yes. The two nedi cal schools have worked together
to avoid duplication in our plans and to maxi m ze
the use of the proceeds for the broadest range of
public health needs. By coordinating our plans, we
can help to ensure that the endowrent has a
tremendous inpact on inproving the health of our
citizens. The endownent will also serve to
chal l enge the two nmedi cal schools to aggressively
nove forward and | ead our state in public health
| nprovenent strategies. This challenge frankly is
one the Medical College of Wsconsin |ooks forward
to accepting.

MR. BRANCH. Thank you, President Bol ger.
| have no further questions at this tine.

THE COW SSI ONER: How woul d t he Medi cal
Col | ege make sure that the resources that are
provi ded fromthe foundation do not suppl ant
exi sting resources?

THE W TNESS: What we have done is we
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have created a -- we are, first of all, going to
separate the account for the endownent incone so
that it will always be open to public scrutiny and
to the scrutiny of our endownent comm ssion and al so
to your office, so we’'ll always have separate
accounti ng.

If -- a careful reading of our plan,
whi ch we adhere to in obtaining the funds, indicates
that the funds will be used primarily in areas that
we no longer -- that we do not currently spend a

great deal of tinme, mainly in prevention, wellness
and other factors that we have identified in the
plan. W feel that these nonies are appropriate not
to suppl enment or supplant existing prograns because
we can find fundi ng sources el sewhere |like at the
Federal Governnent for sone of our research and
ot her things, but that these funds can be used to
expand our reach into the communities that we
currently serve in a way that we couldn’t otherw se
do and that is primarily working in collaboration
wi th ot her agencies, working in collaboration with
organi zations for which funding is sinply not
avai | abl e.

And our plan is going to be open, it’'s
going to be -- every year we will file a stewardship
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report, every year we will have the priorities set
by the advisory board to the institute, and every
fifth year the two nedical schools will collaborate
together to do a reassessnent of the public health
needs in the State of Wsconsin. It is our
intention to continue to coll aborate as we have

al ways done in the past.

THE COW SSI ONER: Can you expl ain the
mechanics? |If | was an organi zation that wi shed to
apply for resources --

THE W TNESS:  Yes.

THE COW SSI ONER: -- what would | do,
what woul d the process be or at least as far as you
know at this point?

THE WTNESS: Yeah, at this point in tine
what we plan to do is, first of all, recruit a
director for this institute that we are form ng.
The director, and in conjunction with the board of
the institute, will set the strategic priorities of
the institute and then will seek application for
proposal s from organi zations. Let ne just give you
an exanple. Let’s assunme that an organization in
town determ nes that inmunization of children is a
very high priority for public health needs in an
urban setting, just as an exanple. That
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organi zation will make application. |If the board
and the director of the institute determ ne that
that is one of the strategic priorities of the
Institute at that particular point in tine, then
funds woul d be nade avail able to that organization
in order for that organization in cooperation with
the Medical College to conduct inmunizations.
That’s the type of procedure that we see being
fol | owed.

THE COWM SSI ONER: What ot her ki nds of
organi zati ons woul d you anti ci pate applying for
t hese resources?

THE WTNESS: Well, we woul d think
there’s alnost an infinite nunber of those in the
State of Wsconsin, Madam Conmm ssioner, and that’s
really why | have cone to the conclusion that the
two nedi cal schools are very apt recipients of these
funds because what we do every day is we have to
make strategic decisions in terns of priorities and
how funds are used to best address the health needs
of the state, so | would anticipate that a variety
of organi zations fromsmall community-based
organi zations to | arge organi zati ons such as the
Anmeri can Cancer Society, the Anerican Heart
Associ ati on and others down to grass-roots
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organi zations in Ladysmth, Wsconsin would want to
partici pate, and we woul d wel cone that and seek
their applications.

THE COW SSIONER: And woul d the -- the
applications then, it would be the Institute for
Public and Community Health then that woul d nake the
deci sion on those applications?

THE W TNESS: Yes.

THE COW SSI ONER:  What criteria will you
use for appointing the nenbers of that institute?

THE WTNESS: Wll, as we said in our
testinmony, the criteria would be statewi de and it
woul d be individuals who have an interest in public
advocacy, an interest in prevention, an interest in
wel | ness, an interest in public health, or an
interest in health services research. W would try
to get as broad a representation on that board as we
possi bly coul d.

THE COMWM SSIONER: And it woul d be the
board of the Medical College that woul d nake the
appointnments then to the -- this board?

THE WTNESS: Yes. Yes. And that, as
you know, is a public board. The governor appoints
one-third of our board, the county executive for the
County of M| waukee appoints two nmenbers, and the
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rest are selected fromthe community at |arge, and
it’s a fiduciary responsibility. W have no
shar ehol ders, we are a 501(c)(3) foundation
ourselves, that’s why | said we're a public trust,
and the trustees of the board of the Medical College
of Wsconsin have the duties to carry out their
duties in a fiduciary capacity for the people of the
state.

THE COWM SSI ONER: You nentioned in your
testinmony that there would be an initial outlay to
get the program up and runni ng?

THE W TNESS: Yes.

THE COW SSI ONER:  What again is the
anount that’'s going to be spent in terns of start-up
resources?

THE WTNESS: W anticipate we would |ike
to spend approxinmately $12 mllion in achieving the
startup initially to get the prograns off and
runni ng, and the reason for that is Blue Cross Bl ue
Shield board nmade it very clear to us that they
would |ike to get this program noving quickly so
that the inpact of these nonies can be felt in the
state alnost inmmediately, and in order to do that,
we need an initial outlay of funds to work with
t hese conmunity organi zations and to begin to get
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t he prograns underway and then once the prograns are
underway, the endownent incone will be used to
support those prograns for the future and additi onal
prograns as the needs change. W expect to do an
assessnent every five years as to what the needs are
and we have the infrastructure already in place to
do that as we did this last tinme around when

Dr. Farrell and | traveled the state to determ ne
what the needs were.

THE COWM SSI ONER: Thank you.

THE WTNESS: Thank you.

MR. BRANCH: Thank you. For our next
witness, I'd like to call Dr. Phillip Farrell, the
dean of the University of Wsconsin Medical School.

PH LLI P FARRELL, called as a w tness
herein, having been first duly sworn on oath, was
exam ned and testified as foll ows:

EXAMI NATI ON

BRANCH:

Dr. Farrell, could you please state your occupation
pl ease.
Yes. |'mthe dean of the University of Wsconsin
Medi cal School .
Way are you testifying here today?
The Medi cal School is the proposed recipient of half
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of the proceeds of the conversion.
How woul d you descri be the inpact that the state’s
two nedi cal s schools have on the quality of health
care in Wsconsin?
W sconsin ranks third nationally in the quality of
Its health care. UW Medical School and the Medical
Col | ege of W sconsin are anong the reasons why we
have that ranking. Between us, we educate two-
thirds of the physicians who practice in this state.
W al so continue to educate them about the | atest
t echnol ogy, nedici nes, prevention and rehabilitation
regimens. As we speak, we are testing treatnents
that seemto kill cancer cells, tunors -- cancerous
tunors, and we are unl ocking the key to why
Al zheinmer’s victins’ nenories cease to function.
Beyond that, we are placing students and residents
in nmore than 100 | ocations throughout the state to
| earn and work with | ocal physicians and hope that
they will return to practice in comunities where
heal th care professionals are scarce and we have
denonstrated a special conmtment to bringing health
care resources into rural areas through our area
heal t h education system or AHEC. W partner with
groups that range from Native American tribes to the
Sout h Madi son Health Care Center to bring services
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to the underserved popul ations of the state. As an

exanpl e, we operate a clinic in a supermarket here
in MIwaukee.

Are there any institutional perspectives that nmake
t he UW Medi cal School a worthy recipient of the
conversion funds?

Yes. W have a statew de focus and a gl obal view of
the health needs of Wsconsin. Because of this, we

are uniquely qualified to be stewards of the funds
we're slated to receive. In fact, our statew de
faculty are positioned throughout Wsconsin to
Identify and serve as advocates for |ocal needs.
Did the medical schools solicit the public’s input
as to how the conversion funds should be spent?
Yes. As part of a conprehensive health assessnent,
whi ch i ncluded nine public listening sessions,

e-mail, and regular mail submttals, a phone comment

line, and a sanple survey conducted by St. Norbert
Col | ege, we heard fromthe people of the state.

Most who conmuni cated with us had special interests.

They had a spouse they were caring for who has

Al zhei mer’ s di sease, a nother with breast cancer

and many ot her concerns. They wanted noney to

support better health education, nore information

about osteoporosis prevention, nore attention to
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good nutrition, and nore education for public health
professionals. No one area dom nated the input. In
need, many areas cut across specific clinical |ines
to tal k about prevention, access, public health, and
safety. Wiat we |learned fromwhat they said is that
regardl ess of our national ranking, the health needs
of our state are still great.
How do the nedical schools plan on addressing these
needs?
The two school s have created plans to act as
framewor ks t hrough which to address these needs.
Bot h plans are responsi bl e and responsive. They
continue to evolve and take shape through the input
we receive daily fromour faculty, fromthe public,
and fromthose who seek support for a particul ar
heal th concern. W expect that these hearings wll
further guide our plans.
Coul d you general ly describe the plan, please.
The UW plan nmai ntains nost of the fund as an
endowrent. The mmjor focus of our plan is on
prevention, working with our faculty, the health
care community and conmunity groups toward that end.
Because we are deeply conmtted to inproving health
in our rural and urban comunities, we will create a
fund to enhance our community and rural health
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partnershi ps with conmunity-based groups. Through
an annual conpetition guided by an advisory
commttee of university and comrunity
representatives, we wll distribute approximtely 10
percent of the proceeds directly to groups that want
to work with us on conmmunity health needs. Access

wi Il be assured through statew de announcenents to
communi ty organi zations. Advocacy groups wth
greater needs will be able to access additi onal

funding in either the underserved funds or research

funds categories. One exanple of such a partnership

I's our Alzheiner’s institute, which is creating

speci al diagnostic prograns around the state in

rural communities |ike Rhinelander.

Does the plan include any provision to address the

needs of the underserved and rural populations in

W sconsi n?

Yes. At least 10 to 20 percent of the funds will be

specifically dedicated to addressing the needs of

under served urban and rural popul ations. Targeted

projects include expanding prograns with the state’s

I ndi an Nations and devel opnent of a M| waukee Center

for Urban Popul ation Health, which will link with

ot her urban sites.

What proportion of the endownent woul d be spent on
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preventive nedi ci ne?
Approxi mately 40 to 60 percent of the endownent will
be spent on prevention in the priority areas
i dentified by our public process. W know that good
sci ence makes good health. Virtually every major
heal th care advance in the last century can be
traced to a search, and while federal and private
funding is readily available for research related to
cures, it is alnost nonexistent for prevention and
popul ati on education. The fund therefore will be a
catal yst for prevention initiatives.

Respondi ng to our assessnent, we wl|
specifically target wonmen’s health, cancer,
cardi ovascul ar di seases and agi ng and ot her neuro-
degenerative disorders such as Al zhei nmer’ s di sease.
W will fund research and outreach projects that
i nvol ve our faculty and provide opportunities to
partner with statew de advocacy groups and | ocal
heal t h care providers.
W1l any of the funds be spent on public health
educati on?
Yes. We will respond to the many comments we
recei ve about the need for better public health
education. Qur school addressed this by proposing
to consolidate and focus existing public health
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prograns, incorporating a nulti-disciplinary

approach as we do so. W wll expand our course

of ferings, develop an institute where the existing

public heal th workforce can receive training, and

of fer new degrees to those interested in pursuing

public health careers. Twenty to 30 percent of the

funds will be used for public health education.

Does the plan include any reporting or reassessnent

processes?

Yes. Qur intent is to provide annual reports about

how t he funds were spent. Once every five years, we

wi |l reassess public needs in a simlar manner to

what we did | ast sunmer. Followi ng that assessnent,

we W ll provide a report that indicates how we w ||

nodi fy our plans for the future.

How, if at all, wll oversight of the plan be

conduct ed?

Oversight wll be provided by a newy reconstituted

Medi cal School advisory board, conprising

di stinguished citizens fromaround the state,

i ncludi ng representation from key organi zati ons such

as the Departnent of Health and Fam |y Services,

mnority conmunities and heal th advocacy groups.

Beyond what you have al ready descri bed, how woul d

you characterize the specificity of the plan at this
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time?
The projects we propose are ideas. They take tine,
coordi nati on, and noney to devel op. Once we know
the funds are forthcomng, we will begin to identify
nore specific uses for the funds. Qur assunption is
that we will receive no noney until we clearly
identify exactly what we will spend the nonies for.
This is a process that we are quite famliar wth.
| hope the Conmi ssioner will accept our plan not as
a blueprint but nore of an artist’s rendering of
what we will build if we're given the opportunity to
nove to the next step in the process.
Once the specifics of the plan are identified, wll
t he UW Medi cal School conmmt to spending the funds
according to those specifics?
Yes. Yearly we receive sonme $160 million of public
research funds for which we are accountabl e.
El aborate procedures are in place to ensure fiscal
and operational responsibility. Indeed, as a state
institution, all of our operating funds are public
and we are accountable for their use.
Does of the UW Medi cal School plan to use any
portion of the endownent to build a new Medi cal
School bui | di ng?
No. Wile a new Medical School is a strategic
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objective of our institution, the public has clearly
stated that they do not want the conversion dollars
to be used for construction of buil dings.

W1l any portion of the endownent be used to enhance
progr amm ng?

Yes. We will use the conversion funds to either
expand prograns, such as our Al zheimer’s screening
program or to create new initiatives that further
address, identify needs, and create a nargin of

excellence. W will also use the conversion funds
to leverage outside dollars. Many prograns we have
today use a conbi nation of nedical school, |ocal,

and phil ant hropi c resources.
W1l the nedical schools use the conversion funds to
address every purpose identified at the |listening
sessions that were hel d?
No, it is sinply not possible to provide funds for
all of the good purposes identified by our
assessnent. Citizens spoke el oquently of the need
for itenms which ranged from handicap toilets to a
conprehensi ve strategy against bio-terrorism
O hers have suggested that the funds should pay for
heal th care for uninsured individuals, but these
things are not directly within the purview of the
school s’ m ssi ons.
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Is the reach of the UW Medical School limted to its
canpus?

No. Qur canpus is the State of Wsconsin. W have
nore than 100 clinical sites and preceptorships

t hroughout the state. W are a unique resource

Wi thin the state, omi present and gl obal in our
thinking. Qur mssion, articulated 150 years ago,
Is to serve the people of Wsconsin as their nedical
resource. These funds represent an unprecedented
opportunity to bring resources to areas that need
themthe nost. W also have the ability to | everage
dollars with private and other public funds thereby
i ncreasing their inpact.

Lastly, Doctor, do you feel that the UW Medi cal
School is a worthy recipient of the conversion
funds?

Yes. Qur existing resources and our record of
acconplishnents stand as testinony to our ability to
act as responsible stewards and we are confi dent
that our plan wll maxim ze the inpact of the Bl ue
Cross & Blue Shield conversion funds on the | ong-
termhealth of our citizens.

On behal f of the University of Wsconsin,
| would Iike to thank Blue Cross and Bl ue Shield and
commend them for their thoughtful consideration of
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how t o best inpact the health of the state’s
citizenry.

MR. BRANCH: Thank you, Doctor. | have
no further questions at this tinme, Madam
Conmi ssi oner .

THE COW SSI ONER: Thank you. As |
nmentioned earlier, we net with nany individuals and
organi zations in our office, received a fair anount
of witten correspondence as well, and one of the
themes within the witten correspondence from
i ndi vidual s representing |ocal public health
agencies is that they' re generally conplinentary of
the nedical schools in terns of neeting the m ssions
of the schools, but I'll paraphrase one of the
letters that we received. An R N from Madi son
I ndi cated that she was questioni ng whet her or not
t he nedi cal schools could effectively speak to the
public health issues, that her discussion was that
physi ci ans focus on popul ati on nedi ci ne, secondary
and tertiary care for individuals who have access to
health care, but | ocal public health agencies on the
ot her hand focus on what she woul d define as
popul ati on health, that they intervene through
pol i cy devel opnent, intervention by private
providers as well as direct service provision, so
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the distinction was nmade between the m ssions of the
medi cal schools and what this individual would view
as the role of local public health agencies.

You indicated that there were sone needs
that were presented to you that weren’t consistent
with the mssions of the nedical schools and
therefore would not be a part of the expenditure of
the foundation resources. How do you respond to
this type of concern that we’ve received?

THE WTNESS: |’ m happy to respond.
Traditionally, the focus of the nedical profession
has been on intervention, no question about that.
However, in the | ast decade or so, a nore bal anced
approach has been devel oped at both the UW Medi cal
School and the Medical Coll ege of Wsconsin,
bal anci ng intervention with prevention, and
i ncreased enphasi s on popul ati on health through
comuni ty-based activities. And, in fact, we’ve
devel oped in the | ast decade UW Medi cal School a
| arge faculty concerned with popul ati on heal th,
concern with research related to population in
public health and al so with education. W have
assenbled a faculty | arge enough to create through
reorgani zation a virtual school of public health on
t he Madi son canmpus and serving the Wsconsin idea,
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that is, the boundaries of the state will be the
boundaries of this program and so even though there
may be a basis for concern in relationship to the
tradi tional approach of nedical schools, it’s not
the case fromwhat’'s devel oped during the |ast
decade.

THE COW SSIONER: I n terns of any | ocal
agencies or |ocal conmmunity organi zations, again,
what woul d the nechanics be for themto apply for
resources fromthe UW Medi cal School ?

THE WTNESS: Wll, as stated in the
pl an, we wi sh to have an annual conpetition, and we
wi || announce on a statew de basis to comunity
organi zati ons advertising in the |ocal newspapers
this annual conpetition. There will be a request
for proposals, criteria for review ng these
proposals will be stated at the tinme of the
announcenent, and then the proposals wll be
reviewed on an annual basis with an advisory
commttee chaired by the dean of the Medical School
responsi bl e for maki ng the fundi ng deci sions, and
this is described in sone detail in the plan as part
of the description on page 36.

THE COW SSI ONER: And who woul d
establish the criteria then for the applicants?
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THE WTNESS: The advisory comittee.

THE COW SSI ONER: And who woul d appoi nt
the advisory conmttee?

THE W TNESS: Appoi nted by UW Madi son, by
t he chancell or and the dean of the Medical School,
and sone of the nmenbers are described in the plan,

i ncludi ng representatives from governnent health
agenci es and voluntary health organi zati ons, but
this group would finalize the criteria that are
referred to tentatively on page 36 before the first
request for proposals.

THE COW SSI ONER: And you think one of
the elenments in the plan was that the m ninmm
granted, it at one juncture was $50,000. |Is that
still a m ninmum grant anount allocation that you' re
| ooki ng at?

THE WTNESS: Yes. W believe in order
to have high inpact, far-reaching results, to
devel op i nnovative prograns that inpact effectively
on comunities that this anmount is appropriate, and
we base that al so on our experience wth prograns
that we’ ve established around the state. As an
exanpl e, our Wsconsin Alzheimer’s Institute, our
cancer center have a statew de col | aborative
prograns, partnerships, and this is the type of
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noney that it takes in order to have i npact.

THE COMWM SSI ONER: And woul d
organi zati ons then be expected to put up an equal
$50, 000 amount in order to be eligible for the
grant ?

THE WTNESS: That’'s correct.

THE COW SSI ONER: And have you | ooked at
what types of organi zati ons woul d have the financial
capacity to put up that anobunt as opposed to perhaps
sone of the |ocal community organizations that --

[’ mjust wondering what ability some of those
smal l er | ocal comunity organi zati ons woul d have to
rai se that type of resources for a nmatch?

THE WTNESS: Yes, | understand that
guestion. W know that many of the organi zations
that we’ve worked with in the past would not have
difficulty in having such an anount of nobney
avai | abl e for prograns that woul d extend over a
period of tinme, perhaps a year or two or three, so
we’ ve worked with many groups that have that
ability. W think the nmatching provision wll
enhance the partnerships.

However, we al so know that sone snal
comunity organi zations either singly or in
coalitions will be in a simlar situation, and we’ ve
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had a great deal of experience with matching funds
approaches working with the State of Wsconsin and
ot her organi zations and we know this is a very
effective way to create partnerships.

THE COWM SSI ONER: And what anount of
resources have you dedicated for start-up funds and
have you | ooked at whether or not a snmaller start-up
al l ocati on which would allow you to build the
endownent for the future, how did you weigh the pros
and cons between that?

THE WTNESS: Well, we’ ve requested an
initial allocation of $20 million as | think what
you referred to as start-up. W’ ve requested that
after careful analysis because we believe very
strongly that we wish to catalize the devel opnent of
t hese prograns in creating the new paradi gm of
public health for the State of Wsconsin including
prevention through research, public health
education, and we would like to begin the fund for
comuni ties, the Enhancing Comunity of Rural Health
Fund i mmedi ately, and so that’s why we’ ve requested
the $20 nmillion and we have indicated explicitly
that the remai nder woul d be placed in an endownent
serving generations to cone.

THE COWM SSI ONER: Thank you.
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BY MR
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MR. BRANCH: Thank you, Dr. Farrell.
Next we'd like to call M. John Daniels.

JOHN DANI ELS, called as a witness herein,
havi ng been first duly sworn on oath, was exam ned
and testified as foll ows:

EXAMI NATI ON

BRANCH:
M. Daniels, could you please give us your current
enpl oynent position and background.
My nane is John Daniels, Jr. |'ma partner at
Quarl es & Brady where 1’m a nenber of the nmanagenent
commttee. | ampresently national president of the
Anerican Coll ege of Real Estate Lawers and a
director of the Ral ph Evinrude Foundation. | am
i nvol ved in a nunber of local entities which are
designed to enhance urban life.
Way are you testifying here today?
I"mtestifying today because | have been asked and
|’ve agreed to be a nenber of the board of directors
of Blue Cross & Blue Shield United of Wsconsin
Public Heal th Foundation, Inc.
Can you give us an overview of the goals and
organi zati onal structure of the proposed foundation?
Yes, | can. The issue of public health in the State
of Wsconsin is of course an inportant one to all of
G amann Reporting, Ltd. (414) 272-7878
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us. The health and general welfare of the citizens
of Wsconsin is a crucial factor in maintaining the
health of the state. Wth the increasing costs of
medi cal care and the shortage of funds available for
research and devel opnent, there is an increasing
need to identify areas of need within the state in
order to best focus and effectively utilize these
funds. Blue Cross & Blue Shield United of Wsconsin
Publ i ¢ Heal th Foundati on was organi zed to address

t hat need.

The general purpose of the foundation is
set forth in the articles of incorporation. The
foundation is organized and will be operated
exclusively to pronote the general health, welfare,
and common good of the residents of the State of
W sconsin through its support of public health
initiatives which have been descri bed here today
both by the University of Wsconsin Medical School
and the Medical College of Wsconsin.

Why are the nedical schools involved?

A degree of public dialogue has been focused on the

I nvol venent of the two nedical schools, and I

bel i eve these organi zations are uniquely qualified

to provide the insight and gui dance as to the best

and nost appropriate use of the foundation’s funds.
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These schools are the only two educati onal
institutions in our state that offer courses
designed to award the Doctor of Medicine degree and
ot her nedi cal degrees.

Mor eover, both of these institutions are
national ly recogni zed and they share val ues and have
a unity of purpose in their balanced fourfold
m ssi on of education, research, care, and conmunity
services. These mssions are reflected in the plan
whi ch has been previously discussed here today and
identified as "Advancing the Health of Wsconsin's
Popul ati on. "

Further, since these schools already have
existing, effective infrastructures in place to
carry out the purpose of the fund -- of the
foundation, val uable funds that should and can be
allocated to furthering the general health, welfare,
and conmmon good of the residents of our state are
not bei ng expended in the creation or adm nistration
of a new infrastructure.

Can you explain how the foundation will be managed?
The foundation was originally organized Cctober 21st
of 1999. It was created, as you know, as a not-for-

profit, nonstock corporation under Wsconsin
Statutes. The foundation was created with three
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initial directors in order to facilitate its

I ncorporation and the filing various docunents wth

the Service. Once the conversion is approved, these

three directors will resign and a nine nenber board

of directors will replace them

Have t he board nenbers been sel ected?

Yes, directors have been selected and identified

publicly. In addition to nyself, the foundation

board will include Ben Brancel, Howard Fuller, David

Mei sner, Louise Trubek, Kathy Hudson, George Stiel,

Robert Froel ke, and Tom Lyon. These i ndividuals

represent a very diverse cross-section of the State

of Wsconsin and our conmunity and each i ndividually

brings a wealth of know edge and experience in

public service to the foundati on.

VWhat will the board of directors do?

The board, once installed, will have principally two

mai n obj ectives. First, the board will oversee the

| i qui dati on of United Heartland G oup, Inc., stock

hel d by the foundation. Second, the board w |

oversee the dissem nation of funds which will result

fromthe liquidation of stock in United Heartl and

G oup, Inc.

What, if any, legal duties to the foundation nenbers

-- what legal duties do the foundati on nenbers have
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to the foundation?
In order to ensure the foundation directors act in
the foundation s best interest, each board nenber is
subject to three fiduciary duties that are required
in fact by law. the duty of care, obedi ence, and
loyalty. In very sinple terns, directors are
required to act in the same manner as an ordinarily
prudent person would act in a |like position under
simlar circunstances. Directors nust al so give
their undivided allegiance to the foundati on when
maki ng deci sions that affect the foundation and be
faithful to the mssion of the foundation acting in
a manner that is consistent with the foundation's
goal s and purposes whi ch have been previously
outl i ned.
Switching to anot her subject now, is there anything
significant concerning the structure of the
foundati on?
Yes, M. Branch. The foundation is in fact
structured as a tax-exenpt entity under the Code.
Is that a reference to the Internal Revenue Code?
Yes, it is.
Way is that inportant?
The reason that’s inportant is that the tax-exenpt
structure was selected in part to naxim ze the funds
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whi ch woul d be ultinately available to be
distributed to the two nedical schools. Had the
foundati on been structured differently, return on

I nvestnents, including the sale of the United

Heartl and Group, Inc.’s stock could be subject to an
additional 2 percent tax that is not applicable to
entities such as the foundation.

Because the foundation is exenpt, it is
subject to certain limtations under the Interna
Revenue Code regarding its operations, which wll
ensure that the foundation' s activities are
conducted on the terns which are fair and
reasonabl e. For exanple, a tax-exenpt organization
I's prohibited fromallow ng any part of its net
earnings to inure to the benefit of any private
i ndividual. Further, all transactions and
activities entered into by tax-exenpt organi zations
must be on commercially reasonable terns and provide
the foundation with no less than fair value for the
goods or services provided by the foundation.

In short, all tax-exenpt organizations
must conduct thenselves in a manner that furthers
their exenpt m ssion and does not unduly benefit
private individuals or entities.

| want to point out particularly that the
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reporting obligations concerning the foundation's
operations which flow fromthe foundation’s status
as a tax-exenpt entity will be particularly
beneficial to the public. The foundation is
required to make filings with the Service concerning
Its operations which are open to public inspection.
As a result, the public will have access to review

t he foundation’s operations.

W1l the foundation continue indefinitely?

It’s not contenplated the foundation will continue
in perpetuity. As discussed by other witnesses in
this proceeding, the plan of conversion contenpl ates
that the foundation will divest itself of United
Heartl and G oup, Inc.’s stock over a period of
approximately five years and that proceeds fromthe
sal e of such stock wll be used to carry out the
public health initiatives which have been identified
both for the University of Wsconsin Medical School
and the Medical College of Wsconsin. Once the
foundation determnes that it no |onger has a
necessary or practical need to remain in |egal

exi stence or when the funds have been conpletely

distributed, the foundation will in fact term nate
its existence.
Do you believe the conversion will be contrary to
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the interests of Blue Cross policyhol ders or the
public?

Yes, | do. The Foundation’s role in the plan of
conversion is clearly beneficial to the public of
the State of Wsconsin. 1’ve agreed to serve as a

director because | believe that the foundation wll
advance the public health interests of the state.

G ven the m ssion of the foundation, the invol venent
of the two fine nedical schools, and the clear
benefit to the citizens of the State of Wsconsin, |
woul d urge the conm ssioner to approve the Bl ue
Cross plan of conversion and to allow the foundation
to be endowed.

So it’s your testinony, M. Daniels, that the -- you
bel i eve the conversion will not be contrary to the

i nterest of the policyholders or the public --

| very strongly --

-- is that correct?

-- do not believe it would be contrary to the

I nterest of policyhol ders.

MR. BRANCH. Thank you very much. | have
no further questions at this tinme, Madam
Comm ssi oner.

THE COWM SSI ONER: You i ndi cated that
there would be alimted life for the foundation
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board. During that tine frame, what degree of
oversi ght woul d the foundation board have over the
medi cal schools in the use of the foundation
resources?

THE WTNESS: It’s ny understandi ng that
pl ans have been devel oped whi ch have been descri bed
as organi c docunents. It would be ny contenpl ation
that those plans would have to be adm nistered with
what has been previously subnmitted to the
Comm ssioner and that there would be appropriate
over si ght.

THE COWM SSI ONER: And how woul d you
anticipate that the foundation itself would go out
obtai ni ng expertise necessary to sell the comon
stock of United Hartland G oup?

THE W TNESS: Madam Conmmi ssioner, | think
that’s an excellent question, and it would be ny
contenpl ation that given the diversity of the
directors of the foundation, many of whom who have
experience in various business aspects, that we
woul d rely upon the expertise of those persons, but,
nore inportantly, that we woul d seek professional
advi ce from persons who are fully experienced and
conpetent in maxim zing and nonetizing the val ue of
the assets of the foundation for the public
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i nt erest.

THE COWM SSI ONER: Thank you.

MR. BRANCH: Thank you. Qur next
wtness, |I'd like to call M. David Platter.

DAVI D PLATTER, called as a w tness
herei n, having been first duly sworn on oath, was
exam ned and testified as foll ows:

EXAMI NATI ON

BY MR BRANCH:

M. Platter, can you describe for you us your
current occupation, please.

Yes. M nane is David Platter and |’ m a nmanagi ng
director at the investnment banking firm of

Donal dson, Lufkin & Jenrette, or DLJ as I'|l refer
toit. DLJ is a New York based, full service

I nvest nent banking firmproviding a wi de range of

capital raising and nmerger and acquisition advisory

services to clients in a broad range of industries.
Describe DL)' s experience in the Blue Cross Bl ue
Shi el d sector, please.

DLJ is a | eading advisor to Blue Cross Bl ue Shield

organi zations as well as other health insurance and
managed care conpanies. |In addition to working with

Blue Cross & Blue Shield United of Wsconsin, or
Blue Cross as I'lIl refer to it, DLJ has been
G amann Reporting, Ltd. (414) 272-7878
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i nvol ved in advisory capacities for other Blue plans
directly involved in acquisitions, restructurings or
conversions, as well as working for the rel evant
state insurance conm ssioners in those situations.
What is your association with Blue Cross Blue Shield
United of W sconsin?
DLJ was retained by a special coomittee of the board
of directors of Blue Cross, which I'll refer to as
the special commttee, in February 1999 with respect
to strategic financial matters, including advising
on issues related to a possible conversion of the
conpany froma service insurance corporation to a
shar ehol der - owned cor poration
Pl ease describe your work on behalf of the speci al
commi ttee.
Qur work for the special commttee has included a
di scussion of the rationale for conversion to a
shar ehol der - owned cor poration, an overvi ew of
conpar abl e or precedent conversion transactions
I nvol ving our Blue plans, and a review of the
alternatives for conpleting such a transaction. The
initial phase of our assignnent fromthe special
commttee addressed the issue of strategic
alternatives for Blue Cross. The alternatives we
di scussed i ncluded mai ntaining the status quo,
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converting to a nmutual insurance conpany, and
converting to a sharehol der-owned corporation. CQur
team from DLJ nmet frequently with the speci al

comm ttee and managenent to present our findings and
to di scuss the advantages and di sadvant ages of each
of these alternatives.

What i npact woul d the proposed conversion have on

t he conpany’ s policyhol ders?

The special commttee asked DLJ to address this
Issue in particular detail. To address this
question properly, it is inportant to reflect upon
Blue Cross’s current situation and how the conpany’s
organi zati onal structure inpacts its ability to
address the significant changes that are occurring
today in the managed health care industry.

Conpared to the majority of managed
health care conpanies, Blue Cross is a relatively
smal |l industry participant with limted financial
resources. Blue Cross’s access to additional
capital is limted by its current organi zati onal
structure. This significantly reduces the conpany’s
ability to undertake strategi c and operati onal
initiatives such as bolstering statutory capital
reserves, funding infrastructure initiatives to
i nprove adm nistrative efficiencies, and increase
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the depth and breath of services to its
pol i cyhol ders, and pursuing strategic nerger and
acqui sition opportunities.

W believe that the conpany’s | ack of
access to capital markets limts its stand-al one,
| ong-term prospects for success. To address these
i ssues and others, we believe that converting to a
shar ehol der- owned corporation will better position
Blue Cross as an organi zation to continue to provide
reliable health care insurance to its insured
menbers in the future.
How wi || the proposed conversion acconplish this?
Once converted to a sharehol der-owned corporation
Blue Cross will be able to access the capital
mar kets nore efficiently. Wth access to the
capital markets, Blue Cross will be able to increase
operational efficiencies through infrastructure
I nvestnments, fund grow h and, where appropriate,
effect nmergers or acquisitions. Froma capital
rai sing perspective, by operating as a service
i nsurance corporation, Blue Cross is at a
significant disadvantage relative to its
shar ehol der - owned peers since its options for
raising equity capital are essentially nonexistent.
If the conpany seeks to raise debt capital, its
G amann Reporting, Ltd. (414) 272-7878
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capital options are limted to the issuance of
sur pl us not es.

In contrast, over the |ast eight years,
Bl ue Cross’s sharehol der-owned conpetitors have
rai sed in excess of 7.3 billion in debt and equity
capital fromthe public capital markets.

As a sharehol der-owned corporation, Blue
Cross will also be able to effect a nerger with
United Wsconsin Services, Inc., or UM as ||
refer to it, or other sharehol der-owned managed care
entities. Through such a transaction, Blue Cross
woul d be able to achieve greater size in nmuch | ess
time than would be required to grow t he conpany
internally. In recent years, the nmanaged care
envi ronnment has favored nmanaged care providers with
greater size and scope as evidenced by the migration
of custoners fromsnaller plans with limted
offerings to |arger plans wth broader coverage
opti ons.
Wio will receive the value of the conmpany once the
proposed conversion is conpl et ed?
One of the principal concerns of the special
commttee regarding the conversion was the question
of what party or parties would receive the val ue of
the converted Blue Cross entity. There is also the
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guestion as to what formand anount, if any, of the
val ue of the new conpany granted to a third-party
entity. The alternatives we reviewed in regard to
this question included contributing a defined val ue
to a foundation in the formof cash or contributing
the full equity value of the conpany to a foundation
in the formof stock
It is the belief of the special

commttee, Blue Cross managenent, and DLJ that a
contribution of the full equity value of Blue Cross
in the formof 100 percent of the capital stock of
the converted Blue Cross entity to a charitable
foundation or the Foundation is the nobst
straightforward solution. Currently, Blue Cross
cannot undertake a defined value contribution since
It does not have sufficient excess cash reserves to
contribute a neani ngful anount of cash to a
foundati on. Mreover, by contributing 100 percent
of the capital stock, there is no question that the
foundation is receiving 100 percent of the value of
t he conpany.
Has this alternative been inplenented el sewhere?
Yes. |In our review of precedent conversion
transactions, including Blue Cross of California,
Blue Cross & Blue Shield if Mssouri, and Enpire
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Blue Cross & Blue Shield, the entity receiving val ue
or being proposed to receive value was or i s one or
nore charitable foundations. However, it is
I nportant to note that the foundation contributions
made in connection with the conversions of the
California and M ssouri Blue plans resulted from
negoti ated settlenments reached after their
conversions and were not proposed concurrently with
the conversion as is the case with Blue Cross’
proposed transaction here. |In fact, unlike the
ot her conpl eted transacti ons and the proposed
conversion of Blue Cross of Mssouri, Blue Cross &
Blue Shield United of Wsconsin is the only one of
t hese plans which started a conversion process with
a proposal to give all of the value of the conpany
to a foundation. Furthernore, unlike Blue Cross of
California, which was exenpt fromstate taxes unti
t he point of conversion, Blue Cross & Blue Shield
United of Wsconsin reached its decision to fund the
foundation with its full value despite the fact that
it has paid state incone taxes since 1972 and has
been fully taxable for nore than a decade.
What can you tell us about the value of Blue Cross?
The question of what Blue Cross is worth is, in many
ways, irrelevant to this transaction. This is
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because no matter what that value is, the foundation
will be receiving all of it. By contributing 100
percent of its capital stock to the foundation, the
foundation will have a claimon any and all aspects
of value attributable to Blue Cross. Despite this
fact however, we devel oped a prelimnary indication
of value -- of the value of Blue Cross as part of
our anal ysis and eval uation of the conversion
process.

The val ue being received by the
foundati on consists of two conponents. First, the
equity value of Blue Cross as a stand-al one
busi ness; and, second, the value of Blue Cross’s
significant equity interests in UANZ, which is
approxi mately 46 percent, and American Medi cal
Security Goup, or AMZ, which is approximtely 38
percent. O the two conponents, the easiest to
value are Blue Cross’s investnent in UM and AMZ,
whi ch can be easily determ ned by stock market
prices. The nost difficult conponent to value is
the equity value of Blue Cross on a stand-al one
basi s, which can only be valued definitively through
either an outright sale of the conpany or through an
of fering of the conmpany’s shares to the public.
However, by |looking at relative valuations for
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conpar abl e conpani es, an approxi mate val uati on can
be inputed for Blue Cross on a stand-al one basis.
For the benefit of the special conmittee, we
conpleted a prelimnary val uation of Blue Cross
using two traditional valuation of nethodol ogies.
First, a conparable public conpanies analysis; and
second, a conparabl e nerger and acqui sitions
acqui sition transactions analysis. Based on the
results of our prelimnary analysis, the val ue of
Bl ue Cross on a stand-al one basis, conbined with the
value of its investnents in UM and AMZ, inplies a
potential range of values fromabout 146 mllion to
600 m | lion.
It should be noted that the value of the

Blue Cross & Blue Shield nanes and marks is
reflected in the prelimnary range of val ues for
Blue Cross. Wile the conpany derives neani ngf ul
value frombeing able to market its plans under the
Bl ue marks, this goodwi Il value is enbedded in the
prem um revenues and earnings achieved by the
conpany that ultimtely conprise its overall equity
value. It should also be noted that since the tine
of prelimnary evaluation analysis that I
ref erenced, valuations of publicly traded nanaged
care conpani es have declined significantly.
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How wi || the foundation realize this value?
In a conversion scenario in which all of the stock
of Blue Cross has contributed to the foundation, the
special commttee asked DLJ to discuss the
alternatives for achieving the liquidity necessary
for the foundation to conplete its charitable
m ssion. Post-conversion, Blue Cross will be a
privately held, sharehol der-owned corporation and,
consequently, it will not be i mredi ately possible
for the foundation to sell shares of Blue Cross to
third-party investors to raise cash. W discussed
with the special commttee two liquidity
alternatives available to the foundation, including
first an initial public offering of comon stock, or
| PO, and a second nerger or acquisition transaction.
I n assessing the potential for an |PO
several factors nmust be considered including the
size of the conpany, the market environnent for
simlar publicly traded conpani es, and the proposed
use of proceeds. In our opinion, the |IPO option
does not currently represent a valid liquidity
alternative to the foundation due both to the snal
size of Blue Cross relative to its publicly traded
peers and the current adverse market environnment for
heal t h i nsurance nmanaged care conpani es.
G amann Reporting, Ltd. (414) 272-7878
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Blue Cross could also provide liquidity
to the foundation through a nerger or acquisition
transaction with a publicly traded conpany such as
UWZ. Under this scenario, Blue Cross’s shares woul d
be exchanged either for cash or shares of the
publicly traded partner. |If shares were received as
consi deration, the foundation would be able to gain
liquidity either by periodically selling a smaller
nunber of shares in the narket or by conpleting a
single larger underwitten public offering of the
shares received. A nerger transaction could al so
potentially enhance the equity value of the new
conbined entity as it would result in greater scale
and scope of operations. By having ownership in a
| arger nerged entity, the foundation could
potentially realize a greater premumin the
ultimate sale of its shares, either in a pieceneal
fashion to the market or in |larger blocks through an
underwitten public offering.

MR. BRANCH: Thank you, M. Platter. |
have no further questions at this tine.

THE COW SSI ONER: Can you comment in
nore detail on the current marketplace for health
I nsurance stock and then what you would see over the
five-year divestiture period?
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THE WTNESS: It’'s very difficult to
specul ate what may happen over the -- over five
years. Wiat | can say as to ny comments that the
mar ket for health care stocks as traded off since we
did our analysis, we did our prelimnary eval uation
work for the special commttee in May and the market
on a stock value basis is off 25 to 30 percent since

then. Markets go up and markets go down. | really
don’t think I can specul ate what’s going to happen
over the next five years. Thereis -- | think it’'s

covered in the press a nunber of issues surrounding
the health care industry right now which are

bant ered about and wi || perhaps have their inpact
on the value of the stocks as we go forward.

THE COW SSI ONER: Bl ue Cross has
announced an estimate for the ultimte conversion
proceeds of 250 mllion. Do you know how t hat
figure was arrived at and are you confortable with
t hat estinmate?

THE WTNESS: To answer the question,
again, | want to underscore the conment | made t hat
values in sone ways are irrelevant and | think it’s
an inportant point to drive hone which is that al
t he val ues being given to the foundation, whether
that value is a snmall nunber or a big nunber or the
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$250 million. Again, the $250 million nunber that
was put forward is an estimate of a range done in
May that considers factors such as where conparable
public conpanies were trading at the time, both

| arge and snall publicly traded health care
conpani es, and al so takes a | ook at nerger and
acqui sition transactions for other health care
conpani es and the val ues that have been obtained in
the sal es of those conpanies, so | nake reference a
noment ago to a range of values from 146- to $600
mllion of value, that’s a very w de range, that
encapsul ates the top and the bottom of the various
nmet hodol ogi es we undert ook back in May. $250
mllion as of May was a confortable m ddl e range of
the types of value and work that we had done at that
tinme.

THE COMW SSI ONER:  So the 250 j ust
reflects the md-point of the two nunbers, there’'s
-- is there anything else that went into that
equati on?

THE WTNESS: It was not a precise md-
point. Rather, it was an estimation at that point
intime if one were to | ook at the value and the
di fferent nethodol ogi es we had exam ned. Roughly,
what the enterprise, the conbination of the val ue
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BY MR

A

they held in AMZ and UWZ stock and the val ue of Bl ue
Cross on a stand-al one basis mght add up to it.

THE COWM SSI ONER: And you i ndi cated that
-- when you gave the 25 percent, what was the 25
percent number again?

THE WTNESS: |’msorry.

THE COW SSI ONER:  Prelimnary anal ysis
i n May conducted and sonet hi ng has dropped 25
percent since then.

THE WTNESS: Oh, yes. | made reference
to the fact that the stock market for an index of
health care conpanies, if you | ooked at where that
i ndex was, say, in May versus where it is now, the
i ndex is off about 25 to 30 percent in rough terns.

THE COWM SSI ONER: Thank you.

MR. BRANCH: Thank you, M. Platter. Qur
next witness is Mss Gail Hanson.

GAIL HANSON, called as a wi tness herein,
havi ng been first duly sworn on oath, was exam ned
and testified as foll ows:

EXAMI NATI ON
BRANCH:
Coul d you pl ease state your nanme and position with
Bl ue Cross Blue Shield United of W sconsin.
My nane is Gail Hanson, | amthe chief financial
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of ficer, vice president, and treasurer for Bl ue
Cross & Blue Shield United of W sconsin.
What do your work responsibilities include?
My responsibilities include oversight of all the
financial, investnent, and tax matters of Bl ue
Cross.
Can you give us a brief overview of Blue Cross’s
financial history.
Blue Cross & Blue Shield United of Wsconsin has
hi storically enjoyed a reputation as a financially
sound i nsurance conpany. Blue Cross has been
subject to state incone taxes since 1972 and has
been a fully taxable entity for nore than a decade.
When taking into account incone taxes, business
t axes, and ownership taxes together from 1987
t hrough 1998, Blue Cross has paid in excess of $72
mllion in taxes.

On January 1, 1987, which coincides with
the date Blue Cross becane subject to federal incone
tax, our total assets neasured approxi mately $196

mllion and our total reserves and unassigned funds,
which for a service insurer is the equival ent of
surplus, approximated $56 mllion. [In conparison,

our nost recent quarterly financial statenents show
that as of Septenber 30, 1999, Blue Cross had total
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adm tted assets of over $243 mllion and total
reserves and unassi gned funds exceedi ng $122
mllion, which is nore than double our total
reserves and unassi gned funds from just over a
decade ago.
Have you been involved in review ng the financial
i nplications associated with the proposed conversion
of Blue Cross?
Yes. | have been actively involved in the proposed
conversion of Blue Cross and am know edgeabl e of the
financial inplications and benefits associated with
t he proposed conversion. Based on the above
figures, which denonstrate our overall financial
strength, it is apparent that the purpose of the
conversion is not to rescue Blue Cross from
financial turnoil but rather to ensure its continued
financial strength in today' s rapidly changi ng
heal th care market.
Can you describe that current health care narket?
In recent years, there has been a significant market
consolidation in the nmanaged care industry.
According to reports prepared by our investnent
banki ng firm Donal dson, Lufkin & Jenrette, the
nation’s top ten managed care firns have increased
their market share from approxi mately 43 percent in
G amann Reporting, Ltd. (414) 272-7878
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1995 to over 51 percent in 1998. During this sane
period, total enrollnent in the top ten managed care
firms increased from50.9 mllion enrollees to 76.6
mllion enrollees. Furthernore, recent surveys
i ndicate that over one-third of enployers
anticipated noving to health plans with |arger
provi der networks in 1998. As a result, Blue Cross,
i ke other relatively smaller carriers, is being
gradual |y squeezed out of the health care market by
| arger and better capitalized conpanies despite its
current financial strength.
G ven these market trends, is Blue Cross
di sadvantaged by its current organizati onal
structure?
Yes. In the |ast decade, increased demands for
| ower costs, high quality health care products and
services have driven the need to attract investnent
capital into the managed care industry. This influx
of capital has subsequently fuel ed a nmassive
restructuring of the health care system
Unfortunately, the current corporate and | egal
structure of Blue Cross has severely limted its
ability to take advantage of these market trends.
For exanple, Blue Cross is unable to be a first
nover during nmarket consolidation and is restricted
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inits ability to pursue strategic nergers and
acquisitions. Instead, we are forced to be reactive
rat her than proactive in this rapidly changing
market resulting in adverse positioning for

|l ong-termgrowh. As a result, the current
structure of Blue Cross could be viewed as actually
limting its ability to best serve its interests and
the interests of its policyhol ders.

Al so, as | previously nentioned, a
significant di sadvantage of the current corporate
structure of Blue Cross is the limted ability to
effectuate -- to effectively raise capital and
directly access capital markets. |Instead, Blue
Cross nust rely on its interests in United Wsconsin
Services, Inc. and American Medical Security G oup,
Inc. to provide indirect access to capital markets.
As a result, Blue Cross cannot generate the
acqui sition capital necessary to benefit fromthe
dramatic consolidation trends that are sweeping
t hrough the managed care industry. Limted access
to capital also inpairs our ability to fund major
technol ogy and infrastructure inprovenents which
again put us at a disadvantage with our | argest
competitors. It follows that Blue Cross, |ike many
smal l er insurers, may have difficulty conpeting on a
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financial basis with our larger, better capitalized
conpetitors.

How can Bl ue Cross generate needed capital ?

W thout access to capital markets, Blue Cross is
left with very Iimted and often undesirable
alternatives to generate additional capital. One
option for generating capital is to incur debt,

whi ch can negatively inpact our insurance ratings
and nust ultimately be repaid by Blue Cross.

A second option is to raise premumrates
for our policyholders. This second alternative is
often viewed as detrinental to our policyhol ders and
would likely result in a |loss of business for Blue
Cross. By converting to a stock insurance conpany,
Bl ue Cross can no |longer be forced to rely al nost
exclusively on increased prem uns or debt to
generate additional capital.

What are the advantages to converting to a stock
I nsurance corporation?
There are financial advantages to converting Bl ue

Cross to a stock insurance corporation. In fact, a
nunber of the di sadvantages | previously nentioned
will be significantly reduced or elimnated if Blue

Cross is allowed to convert to a stock insurance
corporation. For exanple, the converted corporate
G amann Reporting, Ltd. (414) 272-7878
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structure would provide Blue Cross with a greater
opportunity and flexibility to raise capital to fund
future growh by providing direct access to capital
mar ket s.

By gaining direct access to capital
mar kets, we would be in a better position to fund
necessary infrastructure and technol ogy i nprovenents
and enhance the quality of services provided to our
pol i cyhol ders. Likew se, conpany growth and an
I ncrease in market share woul d i nprove negoti ating
strength and maxi m ze econoni es of scal e.
Utimately, these benefits would be passed on and
enj oyed by existing and future policyhol ders of Bl ue
Cross.

Finally, a conversion to a stock
I nsurance corporation would provide Blue Cross with
the corporate structure necessary to nerge with
United Wsconsin Services thus preserving inter-
conpany rel ati onshi ps and econom es of scal e between
these entities. A subsequent nerger would al so hel p
to clarify investnent community confusion with
respect to the structure, operations, and strategies
of the two conpanies, which could translate into
I ncreased stock val ues.
What woul d be the inpact, if any, of a nerger on the
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stock of a post-conversion Blue Cross?
The foundation created pursuant to the proposed
conversion will hold all of the stock of the newy
created stock hol ding conpany follow ng the
conversion. In the event of a merger between Bl ue
Cross and United Wsconsin Services, the foundation
woul d receive its -- as consideration for its
shares, stock in the surviving entity or sone
conmbi nati on of stock and cash. Thus, the foundation
coul d substantially benefit if the value of the
stock of the conbined entity increases follow ng a
nmer ger.
From a financial perspective, is the proposed
conversion contrary to the interests of
pol i cyhol ders or the public?
Fi nancially, the proposed conversion is not contrary
to the best interests of our policyholders or the
public. In fact, we have reached a crossroads in
the health insurance industry where a path of
conpl acency and status quo could actually prove to
be detrimental to the long-run interests of Blue
Cross and its policyholders. To avoid this result,
we have chosen a path of innovation to provide Bl ue
Cross with the structure necessary to remain
financially secure and to continue to provide
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BY MR

quality health-related services to the peopl e of
W sconsi n.

MR. BRANCH: Thank you, M ss Hanson.
have no further questions at this tine.

THE COW SSI ONER: The quarterly
statenment for Blue Cross as of Septenber 30th, 1999
indicated a statutory net worth of 122 mllion.
This nunber conpares to the 198 mllion as of
Decenber 31st, 1998. Could you explain the factors
t hat have contributed to the decline?

THE WTNESS: The decline is largely
accounted for in the evaluation of Blue Cross’s
i nvestments and United W sconsin Services and
Ameri can Medical Security. The stock price of both
of those conpani es had declined during that period.

THE COWM SSI ONER: Thank you.

MR. BRANCH: Thank you, M ss Hanson.
next would like to call M. Mark Ol off.

MARK A. ORLOFF, called as a wi tness
herei n, having been first duly sworn on oath, was
exam ned and testified as foll ows:

EXAMI NATI ON
BRANCH:
Coul d you pl ease again restate your nane and
position with the Blue Cross & Blue Shield
G amann Reporting, Ltd. (414) 272-7878
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associ ati on?

My nane is Mark Orloff and I’ mthe vice president

and deputy general counsel and assistant corporate

secretary of the Blue Cross & Blue Shield

Associ ation, which I'lIl refer to here as the

Associ ati on.

Can you explain your work duties, please.

Sure. M primary duties include providing advice

and counsel to the Association’ s senior nanagenent,

board, and board conmttees as well as overseeing

the delivery of legal services within and to the

Association. In these capacities, | have gained a

detail ed knowl edge of the Association |icensing

rules, including those relating to the conversion of

a Blue plan to an investor-owned conpany.

What is the purpose of your testinony here today?

|’ ve been asked to focus on the requirenents of the

associ ation as they apply to sharehol der-owned

structures, such as Blue Cross Blue Shield United of

Wsconsin's plan of conversion and its use of a

f oundati on.

Pl ease give us an overvi ew of the association and

its relationship with Blue Cross conpani es?

Sure. The Blue Cross & Blue Shield Association is

t he national coordinating body and trade association
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for the 50 i ndependent Blue Cross & Blue Shield
pl ans around the country. The association itself
owns the Blue Cross & Blue Shield nanes and nmarks,
which 1’|l refer to here as the Blue marks. As a
result, it is necessary for Blue Cross & Blue Shield
United of Wsconsin and the other independent Bl ue
plans to |icense the use of the Blue nmarks fromthe
Associ ation. Nobody can use those marks or
participate in the Blue system of plans w thout
hol ding a formal |icense agreenent with the
Associ ati on.
Can Bl ue plans be organi zed as sharehol der - owned
or gani zati ons?
Since 1994, Blue plans have had the option of
converting to a sharehol der-owned organi zati on
Have any Bl ue pl ans done so?
Yes, three plans have al ready done so. Wl |l Point
Heal th Networks, the Blue Cross licensee in
California, Trigon Blue Cross & Blue Shield in
Virginia and Georgia Blue Cross & Bl ue Shield.
There are al so proposed pendi ng conversions in New
York Gty of St. Louis to restructure the respective
| ocal Bl ue plans.
Are you famliar with the Wsconsin Blue Plan’s
conver si on proposal ?
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Yes. In August of this year, the Wsconsin Blue

Plan, Blue Cross & Blue Shield United of Wsconsin,

petitioned the association for relicensure in

connection wth its plan of conversion. Such an

application for relicensure is required under the

Associ ation rul es because the conversion will result

in a change of control. Absent approval fromthe

Associ ation, inplenenting the plan of conversion

bef ore you woul d be cause for the Association to

termnate the Wsconsin plan’s license to use the

Bl ue marks.

Was the petition approved by the Association?

The board of directors of the Association, which is

conprised of all of the CEGs of the independent Bl ue

pl ans, approved the Wsconsin plan’s proposed

reorgani zation structure reflected in its plan of

conversion subject to a nunber of conditions. These

are the sane basic conditions that have been

required in all simlar Blue plan conversions

I nvol ving a foundati on.

Coul d you explain those conditions, please?

In general, the conditions that attach to approval

by the Association of a proposed conversion to a

shar ehol der-owned entity and which are applicable to

t he plan of conversion of Blue Cross & Blue Shield
G amann Reporting, Ltd. (414) 272-7878
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United of Wsconsin can be summari zed as foll ows.

First, the plan will have to remain in
full conpliance with all Association rules, except
the rules that would preclude or otherw se preclude
t he foundation from owning nore than 20 percent of
the equity or 5 percent of the voting control of a
pl an. These rules include charter provisions, which
In the Association’ s judgnent adequately preclude
ot her parties from obtaining nore than 5 percent
control and other protections agai nst unwant ed
t akeover efforts.

Second, the foundation is allowed to
initially hold 100 percent of the plan’s stock, but
Is required to reduce its ownership to 80 percent of
such stock within the initial year of ownership and
nmust subsequently sell down its shares so that
within five years it is under the BCBSA Associ ation
| i censure m ni muns.

Third, the foundation will not have any
I nvol venent in the nom nation process for plan
directors and its voting power over the plan shal
be consigned to a voting trust that in the
Associ ation’ s judgnment provi des adequate assurance
the foundation will not influence or control the
pl an.
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Fourth, the foundation's board will be
impartially and independently selected and be free
fromany concentration of special interest involving
the state or | ocal governnment.

Fifth, the foundation will be the only
hol der of 5 percent or nore of the plan’ s voter
stock. Absent these conditions, Blue Cross & Bl ue
Shield United of Wsconsin would not be allowed to
continue to use the Blue marks if it converted to a
shar ehol der - owned conpany.

Can you explain why these conditions are inposed on
converting plans?

Yes. There is a core set of interests that the
Associ ation seeks to protect in all of its |icensure
rul es, including those that apply when a |licensee
such as Blue Cross & Blue Shield United of Wsconsin
converts to a stock conpany. The Association’s

| i cense agreenents, while they contain many

techni cal details, enbody at |east five fundanental
commtnents that are shared anong all Blue Cross &
Bl ue Shield plans and formthese core interests.

First, there is a commtnment to the
i ntegrated national network of Blue Cross & Bl ue
Shield plans. Subscribers with Blue Cross & Bl ue
Shield cards in their wallets can go anywhere in the

G amann Reporting, Ltd. (414) 272-7878
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country, present that card to providers and take
advant age of the networks and di scounts that the

Blue Cross & Blue Shield plans in that locality have

negotiated. This is a great advantage to
subscri bers and an inportant selling tool in the
conpetitive marketplace. Oher national prograns
that knit all the plans together include a national
network of HMOs, called HVO Blue USA. The
Associ ation and its nenber plans al so serve
coll ectively over 40 percent of the federal
wor kforce. Commitnent to participation in the
nati onal network is a fundanental value enbodied in
the |license agreenent and shared by all plans.
Control or dom nation of a plan with another entity
with other m ssions and goals could conmprom se this
obj ecti ve.

Second, a comm tnent to excellence in
service and financial stability that is enforced
t hrough m ni rum st andards that all plans nust
exceed.

Third, a commtnent to independence.
Through the licensure rules and requirenents, al

96

plans are commtted to i ndependence; nanely, freedom

fromthe influence or dom nation of any single
entity or group that mght serve a special interest
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distinct fromthe interest of the plans, its
menbers, and the Bl ue marks.

Fourth, a commtnent to nmmintaining a
| ocal focus and presence in the service area within
whi ch the plan operates using the Blue narks.

Fifth, a conmtnent to pronoting and
enhancing the value of the shared Blue brands in
common ways. This is achieved through a variety of
service mark use regul ati ons and ot her rul es which
govern how the |icensed nanes and marks may be used.

In the context of Blue plan conversions,
the Association has sought to bal ance the need to
protect these five commtnments and the need of plans
to becone sharehol der-owned enterprises when it is
ei ther desirable or necessary to do so.

Do the Association’s licensing rules address the
possibility of a single entity gaining control of a
Bl ue pl an?
Yes. As nentioned above, the Association’s
licensure rules were changed to allow plans to
becone sharehol der - owned organi zati ons but to put in
pl ace a set of particular rules that would apply to
such plans. These rul es have nany techni cal
nuances, but in basic form they are designed to
prevent a single entity or group of entities acting
G amann Reporting, Ltd. (414) 272-7878
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in concert fromgaining control of an individual
plan and retaining the right to use the Blue marks.
How do the rul es acconplish this?
Protections were put in place to assure that, one,
if a plan that had converted to a stock conpany
structure fell under the influence of a single group
or entity, it would no | onger have the right to use
the Bl ue marks; and two, investor-owned plans had
strong -- have to have strong charter provisions
against a third party that m ght seek to gain
control of the plan and thereby force a loss of its
Blue Cross and Blue Shield license. Thus, if a
single entity or group of entities acting in concert
acquire 5 percent or nore of the voting control or
20 percent of the equity of a sharehol der-owned Bl ue
pl an, that conpany’s license to use the Blue marks
automatically term nates unless a conditional waiver
Is granted by the Association.

There are also a series of rul es designed
to prevent any one entity fromgaining control of a
pl an board and there are requirenments that certain
provi sions be placed in the sharehol der-owned plan’s
charter to assure that it is protected fromthird
parties causing an involuntary termnation of its
Bl ue |icense.
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Are you famliar with the fact that fornmation of a
foundation is proposed by the Wsconsin plan?
Yes.
Is the proposed foundation consistent with the
Association’s rules regarding control by a single
entity?
The Association recogni zes that a necessary el enent
of sonme conversion, which is evident in the plan of
conversi on before you, Madam Conmm ssioner, is the
creation of a foundation that at least initially
possesses all or much of the plan’s stock. Because
of the unique nature of these foundations, the
Associ ation may grant waivers to the 5 percent and
20 percent rules subject to certain conditions which
| discussed previously and are applicable to Bl ue
Cross & Blue Shield United of Wsconsin’s plan of
conversion as well as the conversion of other plans
where a foundation owning plan stock is proposed.
These conditions are intended to assure that
al t hough a foundation has excessive stock ownership,
it will not act in a way that threatens the
I ndependence of the plan and that it will, over a
reasonabl e period of tinme, reduce its ownership and
voting power to the license mninmuns. The
conditions put in place a group of protections that,
G amann Reporting, Ltd. (414) 272-7878
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when taken as a whol e, provide the Association and
Its menbers adequate assurances that their interests
will not be conprom sed.

The Associ ation understands that the
conditions inposed on the Wsconsin plan’s
conversion reduce the flexibility of the plan and
t he foundation in sonme circunstances. However,
these conditions in the Association’ s view are
necessary to achieve and pronote the five core
val ues that are shared anong all Blue Cross & Bl ue
Shield plans and at the same tine protect the val ue
and integrity of the Blue marks.

Lastly, M. Oloff, what effect would the Wsconsin
pl an’ s nonconpliance, failure to conply with the
Associ ation’s conditions have in connection with its
conver si on?
The Associ ati on board has approved the proposed
conversi on subject to continuing satisfaction of the
conditions | just referred to. Nonconpliance with
t hese conditions would result in a |loss of the right
to use the Blue marks, but we believe the Blue nmarks
have great value in the marketplace and forma
significant part of the value of any plan using
them Jeopardizing the ability to use such marks in
turn puts at risk the correspondi ng value that the
G amann Reporting, Ltd. (414) 272-7878
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Bl ue marks contribute to the conpany.

MR. BRANCH: Thank you, M. Oloff. |
have no further questions of this wtness.

THE COW SSI ONER: At the present tine,
the market for health insurance stock is very poor.
If Blue Cross were to request an extension of their
di vestiture plan, recognizing that -- the market
conditions, would that request be entertained and
what criteria would you use then to consider that
request ?

THE WTNESS: Currently, in the proposal,
there is no opportunity for such a request. |
bel i eve that our board woul d consi der such a request
and woul d consider now outlining the criteria that
woul d be used in entertaining such a request. |
can’t give you the specifics. | think it would, you
know, relate to the market conditions and the
econom c necessity at the time that mght justify a
at | east brief extension of the sell-down period.

THE COWM SSI ONER: Thank you.

MR, BRANCH. Thank you. Madam

Comm ssioner, | have just one additional wtness --
THE COW SSI ONER:  Yes.
MR. BRANCH: -- which would take no nore

than 10 or 15 minutes. \Whatever your pleasure is.
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THE COM SSIONER:  First of all, what 1'd

like to do is just acknow edge all of the
i ndi vidual s that have arrived here for the
I nformati onal hearing. W appreciate your being
here. W do have one renmi ning witness for the
Class 1 contested case hearing and then closing
remarks, so we will begin the public hearing
briefly. W appreciate your patience, and in
between the Class 1 contested case hearing, we’ll
have a break real briefly again just to nodify the
set up.

For those of you who are waiting to

testify at the informational hearing, rest assured,

you wi |l not be subject to cross exam nation from
two different entities. This is a slightly
di fferent process that we have right now. So we

appreci ate your patience and we just need to finish

up real quickly with the contested case heari ng.
Thank you.

MR. BRANCH: Thank you, Madam
Comm ssioner. | call Mss Penny Siewert.

PENNY SI EVERT, called as a w tness
herei n, having been first duly sworn on oath, was
exam ned and testified as follows:

EXAMI NATI ON
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BY MR BRANCH:

Q
A
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Coul d you state again your nane and position with
Blue Cross Blue Shield United of W sconsin.

My nane is Penny Siewert and | amthe senior vice
presi dent of Blue Cross Blue Shield United of

W sconsi n.

Coul d you explain your job duties at Blue Cross.

As senior vice president, |'mresponsible for al

all Blue Cross group and individual products, direct
Bl ue Cross marketing strategy, and coordi nate al
regi onal offices.

Can you pl ease explain Blue Cross’s nmarketing
strategy and operations and how these will be

I npacted by the plan of conversion?

Generally, Blue Cross nmarketing strategy is to
appeal to a wi de spectrum of consuners and to offer
a correspondi ngly wide array of insurance and

adm ni strative services products. This strategy
wi Il not change as a result of the conversion to
shar ehol der - owned st at us.

Specifically, Blue Cross offers insurance
products to group and individual policyholders. CQur
group products include preferred provider
organi zati on, point-of-service, traditional fee-for-
service, dental and pharmacy benefit plans. Bl ue
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Cross also offers adm nistrative services to |arge
groups who desire to self fund their enployee
benefit plans. Individual products include Personal
Choi ce, health insurance for individuals who are not
covered by a group health plan, Medicare suppl enent
pl ans, short-termor tenporary coverage, coverage
designed for children ages 1 through 17, and a | ong-
termcare product. 1In addition, Blue Cross
contracts with the Health Care Financing
Adm ni stration to provide coverage to Medicare
beneficiaries through the Medi care Plus Choice
program
Blue Cross’s wholly owned subsi diary,

Uni ted Governnent Services, LLC, primarily processes
Medi care clains pursuant to a contract between the
Heal th Care Financing Adm nistration and Bl ue Cross.
Does Blue Cross plan to term nate any of these
services after the proposed conversion?
Bl ue Cross does not intend on terminating any |ines
of business as a result of the conversion.
| ndependent of the decision to convert, Blue Cross
has deci ded to put | ess enphasis on expanding its
adm ni strative services only line of business and
nore enphasis on growing its insured lines. As
al ways, changes in the product m x may occur in the
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future as necessary to respond to consuner denand,
straight and federal |aw, and market indications.
Are any service changes planned as a result of the
proposed conversi on?

Blue Cross is dedicated and will continue to be
dedi cated to maintaining a presence throughout the
state in order to nore effectively serve the needs
of our policyholders. Blue Cross corporate
headquarters is currently | ocated in downtown

M | waukee at 401 West M chigan Street. As

previ ously announced, Blue Cross is in the process
of consolidating its downtown M | waukee operations
into the 401 West M chigan Street corporate
headquarters site, a 200,000 square foot office
buil ding. Blue Cross al so has previously announced
an expansion of operations at its sales and service
of fices in Ashland, W sconsin.

To date, Blue Cross has 12 sales and
service offices |ocated throughout the state,
including five primary regional service center
of fices. Qur regional service centers are |ocated
in MIwaukee, Eau Claire, Stevens Point, Fond du
Lac, and Evansville. These offices are dedicated to
service to policyholders throughout the state.
Custoner service, sales, underwiting, enrollnent,
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claims, and provider contracting departnents are

| ocated in each service center to ensure that each
pol i cyhol der’ s needs can be net by Blue Cross

enpl oyees who understand the needs of the comunity.

Qur Oshkosh office is the primary service
center for Blue Cross individual product
pol i cyhol ders.

Bl ue Cross al so has sal es and service
of fi ces throughout the state in the follow ng
cities: Ashland, Platteville, Sauk Cty, Oshkosh,
Pewaukee, Brookfield and Monona. United CGovernnent
Servi ces processes Medicare clains for 11 offices
|l ocated in six states. There are no plans to
term nate or reduce services in any region as a
result of the conversion.

Are any marketing changes bei ng proposed?

Blue Cross currently uses independent agents and

sal es enpl oyees to market all its group and

i ndi vi dual products, except Value Plus and Medicare

Blue. These two products are sold nearly

exclusively by Blue Cross enpl oyees. Blue Cross

also intends to add the Internet as a marketing

channel in the near future. Although usage of

I ndependent agencies can fluctuate over tine, there

are no plans to alter present distribution channels
G amann Reporting, Ltd. (414) 272-7878
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as a result of the conversion. Any future changes
in distribution channels would be the result of
routi ne and ongoi ng busi ness marketing strategy.
Are any rate changes contenpl at ed?
Bl ue Cross recogni zes that rising health care costs
are a major concern for our policyhol ders and that
pol i cyhol ders may be wonderi ng whet her conversion
will inpact their rates. As a sharehol der-owned
corporation, Blue Cross will face the same narket
forces which place pressure on rates as we currently
face as a service insurance corporation. Market
forces such as nedical inflation and rising
adm ni strative costs affect service insurance
corporations and sharehol der-owned entities
simlarly.

The advantage of a conversion is that

Blue Cross will be able to | ook to additional
alternatives to conbat market forces. Although
mar ket forces will continue to affect prem umrates,

the plan of conversion does not contenplate rate
i ncreases and there are no plans to do so as a
result of the conversion.
Does Blue Cross participate in any conmunity
outreach prograns and will this participation
continue after the proposed conversion?
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Blue Cross is conmitted to conmunity outreach. This
commtnent to the comunities we serve will continue
into the future regardl ess of whether Blue Cross is
a sharehol der-owned or service insurance
cor poration.
Can you explain Blue Cross’s charitable activities
in greater detail, please?
Bl ue Cross has contributed to various charitable,
educational, and heal th organi zati ons whi ch benefit
t he people of Wsconsin. For exanple, Blue Cross
contri buted over $60,000 in 1999 and has contri buted
over $225,000 since 1995 to the Trigger Lock program
of the Child Safe Foundation, a nonprofit foundation
formed by the State Medical Society to pronote
injury intervention and safety anong W sconsin
children. Blue Cross has helped to fund over 20, 000
Trigger Lock distributions to gun owners throughout
the state. Blue Cross al so sponsors the annual
Nurse of the Year award presented by the Wsconsin
League for Nursing. This year Blue Cross
contributed $30,000 to this program honoring
W sconsi n’ s out standi ng nurses.
G ven our | eadership in the health

I ndustry, Blue Cross al so sponsors anti-snoking
canpai gns, which inprove the overall well ness of
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Wsconsin citizens. W are proud of our
participation in the American Cancer Society’s
Freshstart Snoking Cessation program the Snoke- Free
Cl ass of 2000, and Teens Agai nst Tobacco Use. This
year al one, Blue Cross has contributed $55,000 to

t hese inportant prograns.

Asi de fromthese nmjor canpai gns, Bl ue
Cross supports various organi zations that serve the
state, including MIwaukee Public Tel evision,
African Wrld Festival, and the Coalition of
W sconsi n Agi ng G oups.

Furthering the corporation’s conm t nent
to giving, nmenbers of the Blue Cross executive staff
are actively involved in public interest
organi zations. For exanple, I amthe president of
the board of trustees for the LaFarge Lifelong
Learning Institute, an organi zation devoted to the
educati onal advancenent of older adults. | amalso
on the board of the Anerican Lung Associ ation of
W sconsin and am a board nmenber of the National
Anerican Lung Association’s nmarketing initiative,
Mar ket i ng Response Systens.

Al toget her, the Blue Cross executives
serve on over 20 comunity organi zation boards. Cur
executive conmtnent to public service will continue

G amann Reporting, Ltd. (414) 272-7878

109



CoO~NOUITR_WNE

BCBS CLASS 1 CONTESTED CASE AD. HEARI NG 11/29/99 110

regardl ess of whether Blue Cross is a sharehol der-
owned or not-for-profit organization.
In your opinion, will the proposed conversion be
contrary to the interests of the Blue Cross
pol i cyhol ders or the public?
No. As | have explained, there will be no
detrinmental inpact to Blue Cross policyholders as a
result of the conversion. The conversion of Blue
Cross to a sharehol der-owned corporation will be a
seanl ess event for our policyholders. There will be
no di sruption of service, no subscriber will |ose
coverage as a result of the conversion, and there
will be no actions required by the policyholders to
continue coverage. There are no anticipated changes
in health care benefits as a result of the
conversion. Blue Cross will continue to neet the
reasonabl e expectations of our policyholders if the
conversion i s approved.
| have just one final question. WII| there be any
benefits to policyholders or the public as a result
of this conversion?
Blue Cross anticipates that the conversion wll do
nore than just allow us to maintain the status quo.
I f the conversion is approved, we wll strengthen
our ability to devel op products and take advant age
G amann Reporting, Ltd. (414) 272-7878
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of energing technology to the benefit of our
pol i cyhol ders.
Wth increased access to capital, Blue
Cross would be able to underwite a broader product
array. For exanple, although Blue Cross currently
offers a long-termcare product, Blue Cross would be
able to devote nore resources to educating consumners
about this energing product. As a result of
i ncreased access to capital, Blue Cross would be
able to fully underwite and expand marketing
efforts for this product to Wsconsin consuners.
Wth increased access to capital, Blue
Cross would al so be able to take advantage of the
I ncreasing opportunities in the world of conpetitive
technol ogy. Blue Cross could take advantage of the
vast resources of available through the Internet,
i ncl udi ng providing policyhol ders greater access to
I nformati on regardi ng our products and benefits.
Greater access to information invariably results in
better service and increased consuner satisfaction.
Wth increased access to capital, Blue
Cross would be able to increase its conpetitive
strength. Wth a greater market share, we can
provi de additional job opportunities, achieve
greater adm nistrative efficiency, and strengthen
G amann Reporting, Ltd. (414) 272-7878
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our ability to hold the line on ever increasing
heal th care costs.

To sumarize, Blue Cross products and
operations wll not change as a result of the
conversion; Blue Cross charitable activities and
commtnment to the communities we serve wll
continue; policyholders can be assured that coverage
wi |l continue unaffected; and as a result of the

conversion, we will be able to provide even better
service to our policyholders. Accordingly, if the
conversion is approved, there will be no detrinental

effect to the contractual rights of our
pol i cyhol ders nor any detrinental effect to the
reasonabl e expectations of our policyhol ders.

MR. BRANCH: Thank you, Mss Siewert. |
have no further questions.

THE COW SSI ONER: You menti oned a number
of the major charitable canpaigns that Blue Cross is
involved in. Do you know t he range of annual
contributions for the last few years that would be a
total nunber as opposed to the major canpai gns?

THE WTNESS: | don’t have that offhand,
but we could submt it to you in witing.

THE COW SSI ONER: Ckay. Thank you.

MR. BRANCH: Thank you. Your Honor --
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or, Madam Conmmi ssi oner, this concludes our direct
testinony in this matter. W would appreciate the
opportunity for a brief summation by counsel.

MR. BABLI TCH: Thank you, Madam
Conmi ssioner. The Wsconsin | nsurance Code
specifically permts a Chapter 613 service as
i nsurance corporation to convert to a sharehol der-
owned insurance corporation. The ultimate
t ouchst one whi ch nust guide you in your decision and
t hrough these proceedings in ruling on Blue Cross’s
application is the sinple and straightforward | egal
standard set forth in Section 611.76(7). That is,
t he Conmi ssioner nust determ ne based upon the
record before her whether the conversion of Blue
Cross violates the law or is contrary to the
interests of its policyholders or the public. If
t he conversion of Blue Cross would do neither, then
t he Comm ssi oner shall approve the application for
conver si on.

| submt that the record before you today
clearly denonstrates that Blue Cross has net the
statutory test and therefore the application for
conversi on nust be grant ed.

The first step in the conversion process
is for the board of directors of the converting
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entity to pass a resolution indicating that the
conversion is in the best interest of the
pol i cyhol ders. The Blue Cross board of directors
passed such a resolution and adopted a pl an of
conversi on on June 2nd, 1999. The resolution and
the plan were submtted to the Conm ssioner as a
part of the Blue Cross application for conversion.

As M. Hi ckman testified today, the Blue
Cross board passed this resolution and adopted a
pl an of conversion only as the result of a careful
and deliberative process during which it carefully
eval uated the conpany’s strengths and limtations in
light of the highly conpetitive market in health
care financing today. The board's decision was
reached by drawi ng extensively upon their collective
w sdom their years of business experience, their
know edge of the insurance industry, and the conpany
in particular. The board s resolution represents
not hi ng short of its very best business judgnent on
how best to position the conpany for future growh
and stability.

In determ ni ng whet her the proposed
conversion is contrary to the interests of the
pol i cyhol ders and the public, the Comm ssioner nust
determ ne whet her the reorgani zati on woul d be
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detrinmental to the safety and soundness of the
I nsurer or the contractual rights and reasonabl e
expectations of its current policyhol ders.

As our filings and testinony have

established, there will be no disruption in service
or an interruption of coverage for our
pol i cyhol ders. There will be no changes in prem um

rates, coverage, marketing, or customer service as a
result of the conversion. Froma policyholder’s
per spective, the conversion will be invisible.

On the other hand, over tinme, greater
access to capital will permt the conpany to expand
and enhance policyhol ders’ service and product
lines, ultimately benefiting our customers.

The testinony of Gail Hanson and David
Pl atter evidenced how the conversion will enhance
the strength, financial safety, and conpetitiveness
of Blue Cross by providing it wwth access to capital
mar kets and allowi ng for greater growh potenti al
Al'l of this will help ensure that the contractua
rights and reasonabl e expectations of policyhol ders
will continue to be net in the decades ahead.

As a part of the conversion possess, we
must show, and we have shown, that the conversion
will not be contrary to the interests of the public.

G amann Reporting, Ltd. (414) 272-7878
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The public is served by having a wi de variety of
choices in the health insurance market. Since 1939,
Bl ue Cross & Blue Shield has been providing health
coverage for thousands of Wsconsin citizens. The
Blue Cross & Blue shield trademarks are one of the
nost recogni zed and trusted synbols in the health
insurance field. It is certainly in the public
Interest to ensure the continued financial strength
of the state’s largest health insurer. As you have
seen in our testinony and in our filings, a
conversion allows the conpany to maintain financial
strength in the face of changi ng market conditions.

However, the nost visible and i medi ate
tangi bl e benefit to the public is the creation of
the public health foundation. It is unprecedented
for a Blue Cross plan to propose at the beginning of
a conversion to endow a charitable foundation wth
100 percent of the value of the conmpany. Only after
much negotiations and | awsuits have ot her Blue Cross
pl ans made this kind of comm tnent.

| medi ately follow ng the concl usion of
this Cass 1 proceeding is a hearing pursuant to
Section 611.76 of the Insurance Code in which
I nterested persons and the public are invited to
coment on the proposed conversion. The citizens of

G amann Reporting, Ltd. (414) 272-7878
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W sconsi n have received notice of the proceedi ngs
today and tonorrow so that all interested persons
may have the opportunity to share their views with
t he Conmm ssioner. |[|ndeed, Blue Cross wants to hear
froma broad spectrumof citizens, and that is why
we took out ads reprinting the notice of these
hearings in approxi mately 245 W sconsi n newspapers,
representing a conbined total circulation of
approximately 1.9 mllion readers.

In these next two days, you will |ikely
hear many different ideas on how best to use the
proceeds of the conversion. It is inportant to keep
in mnd during this process that, but for the
conversion, there is no foundation, and w thout a
foundation, there is no debate on the best use of
the noney. Wiile the foundation proceeds represent
a large sumof noney, it is not limtless. 1In the
field of public health as in other fields there are
bound to be a wide variety of ideas on what is the
best way in which to provide the greatest good with
a limted amount of noney. The Blue Cross & Bl ue
Shi el d proposal sets forth a plan that is based on
reason and research and which represents a thorough
and careful analysis of how to neet the public
heal th care needs of this state.
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the statute is clear, and I quote, "The Comm ssi oner

shal | approve the plan of conversion unless she

finds that the plan violates the law or is contrary

to the interests of the policyholders or the
public." There is nothing in this record to
suggest or even hint that the Blue Cross & Bl ue
Shield plan of conversion violates the law or is
contrary to the interests of the policyhol ders or
the public.

For these reasons and based on the entire

record before you, we respectfully ask that you
approve the Blue Cross plan of conversion as
subm tted. Thank you

THE COWM SSI ONER: Thank you,
M. Bablitch. The contested case hearing as |
i ndi cated earlier will be continued and the record
hel d open. The hearing record will remain open to
permit nme to consider the testinony received, both

oral and witten fromthe informational hearings and

those submitted to our office. The informational
public hearings are scheduled to follow the
contested case hearing today and to continue
tonmorrow in Stevens Point at the University of
W sconsi n- St evens Poi nt canpus.
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The contested case record will also be
hel d open pending the recommendati on of the
apprai sal conmttee and the OCl staff
recomendation. After receipt of the appraisal
committee’s recommendati on and the OCl staff
recommendation, there will be an opportunity to
comment for a period of tinme yet to be determ ned
prior to the rendering of a decision on the Blue
Cross Blue Shield United of Wsconsin's application
for conversion.

| would al so note the appraisal commttee
report and OCl staff nenoranda will be nade
avai lable to the public once they are received. The
report and nenoranda will also be placed on the CCl
Wb site.

VW will be taking a short break before
convening the informational hearing. It is now
12:25. We will convene the informational hearing in
about ten mnutes. Thank you.

(Whereupon, the Cass 1 Contested Case
heari ng was concluded at 12:25 p.m)
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STATE OF W SCONSI N )
) SS.

M LWAUKEE COUNTY )

|, Debra A. Wsniewski, Certified Realtine
Reporter and Notary Public in and for the State of
W sconsin, do hereby certify that the Transcript of
Proceedi ngs of the Cass 1 Contested Case hearing was
recorded by ne and reduced to witing under ny personal
di rection.

| further certify that said hearing was taken at
the Italian Community Center, 631 East College Street,
M | waukee, W sconsin, on the 29th day of Novenber, 1999,
comencing at 10 o’ clock a.m and concluding at 12:25
p. m

| further certify that | amnot a relative or
enpl oyee or attorney or counsel of any of the parties, or
a relative or enployee of such attorney or counsel, or
financially interested directly or indirectly in this
action.

In wtness whereof, | have hereunto set ny hand
and affixed ny seal of office at MIwaukee, W sconsin,
this 29th day of Novenber, 1999.

Debra A. Wsniewski, CRR/ RVR/ CSR
Notary Public, State of Wsconsin
My comm ssion expires Cctober 7, 2001.
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