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PROCEEDI NGS

COW SSI ONER O CONNELL: On my watch it is
now 10: 56, and we will comence the contested
Class | case hearing. I1t’s still norning. Good
norning. |’ m Connie O Connell, Conmi ssioner of
I nsurance presiding over Case No. 99 dash C26038
concerning Blue Cross and Blue Shield United of
W sconsin's application for conversion.

The purpose of the application for
conversion is to permt Blue Cross and Bl ue Shield
United of Wsconsin to convert froma nonprofit
service insurance corporation to a stock insurance
corporation in accordance with Section 613.75 and
611. 76 W sconsin Statutes.

This hearing is being held as a dass |
contested case hearing in accordance with Chapter
227 of the statutes and INS 5.39 sub two of the
W sconsin Administrative Code.

This is a continuance of the contested case
hearing that comrenced on Novenber 29, 1999.
Today’s hearing is being held at the Holiday Inn,
Madi son, W sconsin, on February 25th, 2000.

WIIl the participants please state for the
record the nane of your organization and who you

represent.
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MR BABLI TCH  Blue Cross/Blue Shield
United of Wsconsin appears by its general counsel
St ephen Bablitch and outside counsel from Foley &
Lardner, Joe Branch, Tom Rose and Bob Reuter.

MS. BAI LEY-RI HN:  Movant, the Medi cal
Col | ege of Wsconsin appears by its counsel
Quarles & Brady, Valerie L. Bailey-Kihn.

MS. MADSEN: Movant UW Medi cal School
appears by its counsel Hel en Madsen.

MR WLLIAMS: Mvant ABC for Heal th, AARP,
W sconsin Coalition for Advocacy, Wade WI I i ans
appearing on behal f of ABC for Health.

COW SSI ONER O CONNELL:  The order for
today’ s hearing as previously described is as
follows: Representatives for ABC for Health,

W sconsin AARP and W sconsin Coalition for
Advocacy will call its w tnesses.

I will refer to these groups collectively as
the Coalition. For the purposes of today, the
wi tnesses are first Mss Gail Hanson of Blue Cross
and Blue Shield United of Wsconsin and then
M. Tom Johnson of Deutsche Bank.

Foll owing the Coalition’s questions, the
Medi cal Col | ege of W sconsin nmay ask questions of

Ms. Hanson or M. Johnson to the extent permitted
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in ny order.

The University of W sconsin-Madi son School
of Medicine will follow the Medical College of
W sconsin. Blue Cross and Blue Shield United of
W sconsin may then be cross -- may then
cross-exanine the witness on a linited basis.

Bl ue Cross/Blue Shield United Wsconsin will
be limted to the |ine of questioning raised by
the Coalition. Redirect of witnesses will be
all owed on a very linmted basis.

The sequenci ng of questi oni ng,
cross-examination or redirect will be foll owed
with each witness called by any of the novants. |
or M. Nepple may ask questions of w tnesses at
any tinme.

As | said previously, | will govern this
hearing to exclude or limt a line of inquiry or
testimony that repeats what has -- what was or
coul d have been offered at the public hearing.

That relates to areas that are already fully
devel oped in the record of the proceeding that is
argumentative or that relates to proprietary or
trade secret material that is nore appropriately
dealt with by the office directly.

The scope of questioning will be limted to
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1 the scope identified in the prehearing

2 menorandum | will also limt questioning to

3 ensure that the hearing proceeds on a tinely

4 basi s.

5 The hearing today is schedul ed to concl ude
6 at noon. You should plan your questioning so as
7 to conclude at that tine. M. WIIlianms, please
8 call the first witness Mss Gail Hanson to the
9 Wi t ness stand.

10 MR, BABLI TCH.  Your Honor, just for the
11 record -- or Madam Conmi ssioner, | would object
12 for the record to limt -- limting full cross-
13 exam -- examnation rights to Blue Cross/Bl ue

14 Shield United of Wsconsin. | think we should
15 have those full cross-exam nation rights provided
16 for under 227.45. | note your decision, but I
17 want to preserve mny record.

18 COW SSI ONER O CONNELL: Well, | wll use
19 ny discretion sinply to control the hearing.

20 MR. BABLI TCH: Thank you.

21 COW SSI ONER O CONNELL: M. WIlians?

22 MR WLLIAMS: The Coalition would call
23 M ss Gail Hanson.

24 GAI L HANSON, called as a witness herein by

25 the Coalition, after having been first duly sworn,
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1 was examni ned and testified as foll ows:

2 COW SSI ONER O CONNELL: M. WIliams, you
3 may begi n your questi oning.

4 DI RECT EXAM NATI ON

5 BY MR WLLIAMS:

6 Q Good norning, Ms. Hanson

7 A Good nor ni ng.

8 Q Ms. Hanson, what are your current positions within
9 t he Bl ue Cross systenf

10 A | currently amthe vice president, treasurer and
11 chief financial officer of Blue Cross and Bl ue

12 Shield United Wsconsin, United Wsconsin

13 Services, and | hold the position of treasurer for
14 a variety of the subsidiaries of United Wsconsin
15 Servi ces.

16 Q Your position is at Blue Cross/Blue Shield

17 itself?

18 A Yes, | am-- | amvice president, treasurer and
19 chief financial officer for Blue Cross and Bl ue
20 Shield United Wsconsin.

21 Q Ch, | thought you said UAWs. What are your

22 positions at UWS?

23 A | amvice president, treasurer and chief financial
24 of ficer for United Wsconsin Services

25 Q And how | ong have you been enpl oyed by Bl ue
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Cross/Blue Shield United of W sconsin?
I’ve been enpl oyed by Blue Cross for -- since
August of 1986 or by one of its subsidiaries
since -- since July of 1994 -- |I’msorry, 1984.
Coul d you just briefly describe how your positions
have -- have changed since 19867
In 1986 ny title was assistant vice president and
treasurer, and | was responsible for audit and
payroll, cash receipts, taxes, investnents, and
during that tinme the positions have evolved. |
have been responsible for audit at certain periods
not ot hers.

| currently amresponsible for the audit
departnment. |’mno | onger responsible for the
payroll function. As treasurer | was responsible
for the capital-raising activities of United
W sconsin Services, but as chief financial officer
of Blue Cross and Blue Shield United Wsconsin |
have responsibility of all those forner -- except
for the payroll departnent -- with the fornmer
responsibilities as well as for the overal
financial reporting of the operation.
M ss Hanson, who owns the assets of Blue
Cross/Blue Shield United of W sconsin?

The assets of Blue Cross and Bl ue Shield United



0009

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

W sconsin are owned by Blue Cross and Bl ue Shield
United of W sconsin.

Who owns the conpany?

The conpany is a nonstock company, so there are no
shar ehol der s.

wll, if -- if no one -- |If Blue Cross doesn’t
have any sharehol ders, who is supposed to benefit
fromthe activities of Blue Cross/Blue Shield?
That’s not a question that | have specific

know edge of.

So in making your decisions as chief financial

of ficer, treasurer and vice president, whose
interests are you trying to -- to serve?

W have a nunber of constituencies, the

policyhol ders. Policyhol ders have Bl ue Cross
policies. W have constituencies that include our
enpl oyees, our -- The groups which are the

enpl oyers, the fire insurance, but we don’t have a
si ngl e shar ehol der

Are you famliar with the doctrines of charitable
trust and cy pres?

No, | am not.

So in your position as chief financial officer of
Bl ue Cross/Blue Shield United Wsconsin and your

hi gh-1 evel positions in the affiliates, you re not
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1 aware of -- of how those assets are supposed to be
2 managed to the benefit of the public?

3 MR, BABLITCH. Is that a question?

4 MR WLLIAMS: |Is that --

5 MR, BABLITCH: | object. That's not a

6 guesti on.

7 BY MR WLLIAVS:

8 Q Is that correct?

9 MR, BABLITCH It’s a statenent.

10 BY MR WLLIAMS:

11 Q Vll, I'll rephrase it. Are you the CFO and

12 treasurer of the state’s largest nonprofit

13 i nsurer?

14 A I’mthe chair -- I'"'min -- | amthe chief

15 financial officer of Blue Cross and Blue Shield
16 Uni ted W sconsin.

17 Q And are you aware of -- Am| correct in

18 under standi ng that you're not aware of what the
19 doctrines of charitable trust and cy pres?
20 A |"ve heard the terms. |'mnot an attorney. | do
21 not specifically know the tenets of those
22 doctrines that you state.
23 Q If | were to state that -- that the purpose of the
24 charitable trust doctrine or the definition of a

25 charitable trust doctrine was that assets that are
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BY MR

held in charitable trust by a nonprofit are
supposed to be managed in furtherance of the
public interest, what would be your response to
that in terns of how your managenent has aligned
itself with those interests?

MR. BABLITCH: |'d object.

MS. BAILEY-RI HN:  ojection, foundation.

MR BABLI TCH: There's no foundation. |It’'s
a hypot hetical question. The witness doesn’t know
the answer, asked and answered.

COW SSI ONER O CONNELL: The objection is
sust ai ned.

MR WLLIAMS: Ckay.
W LLI AMS:
We' Il just let that go. Could you please describe
t he conpensati on packages for Blue Cross/ Bl ue
Shield United Wsconsin officers and directors who
hold positions in affiliates -- would you --
begi nning with Tom Hefty?

MR, BABLITCH. |I'mgoing to object. That's
already in the record, as | understand it, from
t he Badger Project resource book.

COW SSI ONER O CONNELL: 1’1l allow her to
answer .

THE WTNESS: |I'm-- |1'mgenerally
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1 famliar with the conpensation package. |

2 however, do not determine that nor do | currently
3 report that in ny function. 1 can indicate that
4 i ndi vidual s are paid by one conmpany or another

5 Tom Hefty is paid by United Wsconsin

6 Services. He does not receive additiona

7 conpensation fromBlue Cross. Oficers are paid
8 by one conmpany or another. They do not receive

9 conpensation frommultiple conpanies in our

10 organi zati on

11 BY MR WLLIAVS:

12 Q Coul d you describe the general nature of the

13 conpensati on package for soneone |ike Tom Hefty?
14 A Conpensation i ncludes several conmponents. It

15 woul d include salary. There would be short-term
16 cash incentives, long-termcash incentives. There
17 could be stock options for someone of the |evel of
18 M. Hefty.

19 Q What are short-term cash incentives?
20 A Yes.
21 Q What are those?
22 A There's a profit-sharing plan covering all of our
23 enpl oyees that goes fromthe chairman of the
24 organi zati on down to every individual who's

25 enpl oyed by the organi zati on
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BY MR

And the | ong-term cash incentive?

The long-term cash incentive actually has been in
pl ace during -- during the tine period that does
no | onger exist. Stock options are a |long-term

i ncentive.

COW SSI ONER O CONNELL: M. WIIi ans,
where are you going with this Iine? M. WIIlianmns,
where are you going with this |line of questioning?

MR WLLIAMS: Wiere |'’mgoing is getting
at how Bl ue Cross/Blue Shield system has been
managed in ternms of pronoting the public interest
whi ch woul d be relevant to the threshold issue in
the consideration of a conversion application
which is whether or not the conversion is in the
best interests of the public or the sharehol ders
or the policyholders. Excuse ne.

COW SSI ONER O CONNELL: Al right. Please
continue, but we need to address your questions to
this witness as a factual -- in a factual nature
not inquiring |legal conclusions.

W LLI AVE:

Ms. Hanson, what does your conpensation package
currently consist of?

My conpensation package currently consists of cash

conpensation which is a base salary. It consists
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1 of participation in the conpany’'s profit-sharing
2 pl an, participation in the conmpany’ s managenent

3 incentive plan. It consists of stock options.

4 There is a pension plan, a 401-K plan and ot her

5 executive benefits.

6 Q And these -- these conpensation types are paid by
7 the for-profit affiliates and not by Bl ue

8 Cross/ Bl ue Shiel d?

9 A My conpensation is paid by -- by United Wsconsin
10 Servi ces.

11 Q Were UW-- Excuse ne. Were UWS managers who are
12 al so Blue Cross/Blue Shield managers recently

13 granted stock options?

14 A There's a regular grant of stock options for UAS
15 of ficers.

16 Q Coul d you describe that process?

17 A The -- The process is actually undertaken by the
18 managenent under conmittee of the board to which
19 am nei ther staff nor participant.
20 Q The managenent review comittee, is that a
21 subcommi ttee of the board?
22 A It is.
23 Q Who's on that board or who's -- Excuse ne. Wio's
24 on that subconmittee?

25 A It’s -- It’s conprised of several of our
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directors, and at this point intime | -- |'mnot
sure |'mgoing to get the names correct so

would -- That information should be on record.
kay. What was the value or what -- \What was the
nost recent description of the stock option
grants?

There was a grant done in January.

Mnhmm  Coul d you describe that grant?

The grants are issued at narket value as of the
date of the grant.

Mnhmm Do you know what quantity of stock
options were granted in January?

| know approxi mately ny grant --

kay.

-- which is 120,000 shares -- options on 120, 000
shares.

So how -- How woul d you take advantage of those
stock options?

The stock options have value. Presuning that the
share price of United Wsconsin Services

i ncreases, the value is the difference between the
mar ket price at date of grant and the price --
price at the exercise date. The options vest over
four years, and so they're of no value until they

are vested and then exerci seabl e.
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kay. What -- could you conpare the -- the
recent -- Well, let’s start with the January
stock option grant. Could you conpare those to

| ast year’s stock option grants?

Personally I'’'min a different position than | was
| ast year, so ny -- ny grant is higher than it was
| ast year, and |I'’mnot very conversant w th what
grant was given to ny predecessor |ast year

Who was your predecessor |ast year?

My predecessor was C. Edward Morty (phonetic).
Just so | can get a picture of -- of what your
stock options are, what -- what are they worth?

MR, BABLI TCH:  You know, |'mgoing to
object on the follow ng grounds: | don't see the
rel evancy of where this is going. It nmay be of
interest to you, but | don't see how this pertains
to the conversion.

COW SSI ONER O CONNELL: M. WIIlians, can
you -- can you address how these questions are
rel evant ?

MR WLLIAMS: Yes, Conmissioner. The
conpensati on packages of the various overl apping
officers and board nmembers | think are relevant in
terms of -- of showi ng how the conflicting

i nterests between the nonprofit and the for-profit
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1 could inpact -- | could use the word could --

2 could have an inpact on the decision to convert

3 and whether or not it’s in the best interests of
4 the public.

5 COW SSI ONER O CONNELL: | will allow the
6 guesti ons.

7 BY MR WLLIAVS:

8 Q So, Ms. Hanson, what is the value of your npbst

9 recent grant of stock options?

10 A I don’t know the value of ny recent stock

11 options. They are there are formul as had can be
12 run, actuals, operating pricing formulas that can
13 be run on options. | have not run those on ny

14 options.

15 Q So it’'s some sort of discounting net present val ue
16 ki nd of thing?

17 A Option pricing nodel.

18 Q Ckay. It's -- Just like a ballpark. Could you
19 cone up a ball park?
20 A A person --
21 MR BABLITCH: | object. That -- She's
22 answered the question. | don’'t think the witness
23 shoul d engage i n guessi ng.
24 COWM SSI ONER O CONNELL:  nj ecti on

25 sust ai ned.
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BY MR W LLI AVE:

Q

BY MR

And did you say that you weren't aware of what the
recent stock option grants were to other officers?
| believe that information has been provided to
the OCl as part of the record.

MR WLLIAMS: Ckay. | wasn’'t aware of
that the appraisal commttee was advi sed what the
nost recent options were.

MR. NEPPLE: | believe that is included in
the material that was attached to the appraisal
conmittee report.

MR WLLIAMS: Ch. | thought there was
sonet hing on top of the 945, 000.

MR. NEPPLE: | think there was a schedul e
that’s included in the conversion resource book,
and | see Tom Johnson noddi ng his head off the
record here, so | seemto be right.

MR WLLIAMS: Okay. So all the recent

stock option grants are in the resource file?

MR. NEPPLE: Yes. | think there's one
qualification that -- but M. Johnson did get into
t hat .

W LLI AMS:

Ms. Hanson, what'’'s your proposed position in the

new for-profit conpany systenP
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That has not yet been determ ned.

Has there been a proposal ?

Il -- 1'"mnot aware of a proposal. Let ne -- in
the -- an application |I'massuning that | will
have a simlar position as | currently have. The
guestion I’'m-- I'mraising is if there' s a nerger
between the two -- between conpanies for how the
liquidity of that will occur. That is not
specifically addressed in the plan of conversion
By the way the plan of conversion is drafted, ny
position, | believe would be unchanged.

Are you -- Are you aware of whether or not the
managenent revi ew subcomm ttee has consi dered

ot her candi dates for any of the positions that
would -- that would be filled after the
conver si on?

I’ mnot aware that they have.

Do you anticipate an increase in salary or other
conpensation in your new position?

What new position are you referring to?

Vll, I"'mreferring to your new position in the
for-profit converted entity, whether it’'s the sane
or the title | guess?

No, |'mexpecting to be sinilarly conpensated.

Ms. Hanson, |'d like nowto just to go over sone
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of the -- the past interconpany transactions nade
bet ween Bl ue Cross/Blue Shield and its for-profit
affiliates and | have sone -- sone of those |isted
whi ch were taken from M. Bablitch's letter of
January 4th, so if | could give you this printout
and we can maybe go over sone of them would that
be okay?

MR, BABLI TCH: Shouldn’'t we get it nmarked?

COW SSI ONER O CONNELL: We'Il get that.
W' Il go off the record to mark that exhibit.

(Di scussion off the record.)

COWM SSI ONER O CONNELL: Now that we're
back on the record | should note that because we
started the Class | case hearing a half an hour
late, we will continue until 12:30, but,

M. WIllians, it’'s to your advantage to arrange
your witnesses within that tinme frane.

MR WLLIAMS: Yes, ma’ am

(Di scussion off the record.)

(Exhibit J-1 was marked for
identification.)

COW SSI ONER O CONNELL: We're back on the
record. M. WIIlians, can you pl ease continue
wi th your questions.

MR WLLIAMS: Yes, na’ am
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1 BY MR WLLIAVS:

2 Q Ms. Hanson?

3 A | don’t have the naterials.

4 MR BABLI TCH: The witness doesn’t have the
5 exhi bit.

6 M5. BAILEY-RIHN.  We have an extra. W
7 have a copy that we can --

8 MR. NEPPLE: Thank you.

9 MR, WLLIAMS: Thank you.

10 BY MR WLLIAMS:

11 Q M ss Hanson, directing your attention to the
12 attachnments which are entitled Blue Cross/Blue
13 Shield United Wsconsin historical transactions
14 anong affiliates, 1991 and ' 93 through 1999.

15 MR BABLI TCH: Excuse me, is there an
16 exhi bit nunber for this?

17 MR W LLIAMS:  J-1.

18 MR. BABLI TCH: Thank you.

19 BY MR WLLIAVS:

20 Q M ss Hanson, could you -- could you pick one of
21 t hese transactions and describe to me how it

22 promoted the public interest? Any one.

23 MR, BABLI TCH. | object. What rel evance
24 does that have?

25 MR WLLIAMS: | just tal ked about the
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rel evance a little while ago.

COW SSI ONER O CONNELL: 1'1l allow the
guesti on.

MR. BABLI TCH: Wait a second. Let ne
clarify my objection. These are transactions that
occurred between United W sconsin Services and
Bl ue Cross/Blue Shield United of Wsconsin.

I"d like to hear how the public interest
folds into a discussion of -- of these
transactions. |f for no other reason then |'d
like to preserve nmy record because that’s not the
statutory test on any of these transactions.

MR WLLIAMS: What is the statutory test
on these transactions?

MR BABLITCH: |'’mnot a witness,

M. WIIlians.

COW SSI ONER O CONNELL:  Excuse ne,

M. WIlians, would you |ike to explain why that
guestion is rel evant?

MR WLLIAMS: Yes, ma’am Sinilar to ny
guesti oni ng about the conpensation packages
think the public will be interested or -- or your
decision will be better inforned if you were to
hear how Bl ue Cross/Blue Shield has conducted

itself regarding interconpany service agreenents
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and transfers of businesses in ternms of how those
notives relate to their decision to convert to a
for-profit entity which you' re considering right
now.

COW SSI ONER O CONNELL:  And coul d you
pl ease restate the question for ne.

MR WLLIAMS: Yes, ma’am |’ m asking
Ms. Hanson to pick one of these transactions and
describe how it pronoted the public interest.

M5. BAI LEY-RIHN:  Your Honor or,
Conmi ssioner, |'mgoing to object on foundation
I"mnot sure that -- perhaps she has, but |
haven't heard anything that Ms. Hanson has any
know edge of the transactions or was involved in
t hem or has know edge of how they benefit the
public.

MR WLLIAMS: Ckay.

MR BABLI TCH:  You know, all of these
transacti ons have been filed with the
Conmi ssioner’s office and either approved
specifically or not disapproved. There is no
statutory test of what is in the public interest
on these, so if you want to ask that question, how
can you -- | mean, there’'s just no foundation for

the question to even be asked.
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BY MR

COW SSI ONER O CONNELL: Let ne consi der
the objections for a nmonent.

MR WLLIAMS: Yes, nma’ am

COWM SSI ONER O CONNELL: M. W lians,
you' ve asked the witness to speculate as to the
whet her or not the transactions are a public
purpose. That is an inappropriate question for
this witness.

If you would rephrase the question to ask
what benefit the transaction has had for Bl ue
Cross/Blue Shield, that would be an appropriate
qguestion for this wtness.

MR WLLIAMS: Yes, nma’ am

COWM SSI ONER O CONNELL:  And you shoul d
identify which transaction in particular you're
interested in.

MR, WLLIAMS: GCkay. Thank you
W LLI AMVS:
M ss Hanson, do you have know edge of the
transactions that are listed in this document?

Sone of them yes.

Okay. Can you -- Well, these pages aren't
nunbered. |s your docunent nunbered?
No, sir.

On the very first page of the docunent if you
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BY MR

direct your attention to the second transaction

that's listed there --

Yes.

-- are you famliar with that transaction?
COW SSI ONER O CONNELL: Coul d you nane the

transaction, M. WIIlians?

W LLI AVE:

Anendrent to the insurance agreenent between Bl ue

Cross/Blue Shield United Wsconsin and United

W sconsi n | nsurance Conpany.

That transaction was done in *91, ’'93?

MM hmm

| can read what it says and |’ m vaguely

famliar -- famliar with what the transaction is.

Ckay.

But 1'mnot going to be able to recall a Iot of

details.
Ckay. I'mnot sure I'minterested in a whole | ot
of detail. Could you -- Do you recall how this

transaction was fair and reasonable to the
interests of the Blue Cross/Blue Shield nonprofit?
Wien we do these transactions, our gauge is that
it needs to be fair and reasonable to each

i nsurance conpany, so these transactions involve

an insurance conpany and an affiliate.
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1 This one in particular involves Blue Cross
2 and Blue Shield United Wsconsin and United

3 W sconsin I nsurance Conpany, and it relates to a
4 rei nsurance agreement that --

5 Qur goal inthis is to see that each

6 i nsurance conpany is -- the transaction is fair

7 and reasonabl e to each insurance conpany.

8 Q Do you recall any details about the financial

9 i mpact on Blue Cross/Blue Shield of this

10 transaction?

11 A Not fromthis brief description | have here.

12 Q Maybe we shoul d nove to a nore recent transaction
13 M ss Hanson, directing your attention to the --
14 fromthe pages in the back --

15 COW SSI ONER O CONNELL: Coul d you indicate
16 the year? They're in chronol ogical order.

17 MR W LLIAMS: 1999

18 BY MR WLLIAMS:

19 Q It's of the fifth page in fromthe back. It’'s
20 titled -- entitled guarantees for Blue Cross
21 Associ ation |icensing.
22 A Yes.
23 Q Do you recall any -- Do you recall the purpose of
24 this transaction?

25 A Yes, | do.
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Coul d you describe, please, how this transaction
was fair and reasonable to the interests of a
nonprofit.

This transaction involves use of the Blue Cross
license by certain of the subsidiaries. | believe
it's by Conpcare and by United Wsconsin. Let ne
just see. This is by Conpcare. |'’mnot certain
if it’'s by another government services as well,

but I'I1l discuss Conpcare which | believe is
gquoted in the description

MM hmm

Conpcare has the ability to -- gained the ability
to use the Blue Cross license. Blue Cross has a
requi rement to use its best efforts to license
product to maintain the Blue Cross mark and shield
which is of value to the Blue Cross plan which is
what we believe is the nonprofit you were
referring to.

The extension of that to Conpcare is not
only in Conpcare’s interests because it utilizes
the mark but also Blue Cross as far as continuing
to maintain its status in the Blue Cross
Association with regard to best effort statutes,
so it’s to Blue Cross’s benefit that Conpcare is

li censed under -- with the Blue Cross mark and
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1 shi el d.

2 This transaction in particular requires that
3 Bl ue Cross guarantees the -- certain transactions
4 at -- for Conpcare as a sublicense of Blue Cross
5 for which Conpcare will pay Blue Cross a fee, so
6 the transacti on was established to be fair to Blue
7 Cross.

8 It’s -- so it’s a benefit to Conpcare’s

9 license. Conpcare is also an insurer to its

10 benefit that is licensed, and the econonic

11 transaction is that Conpcare pay -- pays a fee for
12 Bl ue Cross/Blue Shield granting the mark that

13 provides for this transaction.

14 Q Who deci ded that fee?

15 A That fee was established by us in conjunction with
16 negotiations with M. Cauhill (phonetic) of the
17 O fice of Commi ssioner of |nsurance.

18 Q Ckay. Thank you. Do you have any estimte of

19 what the financial effect on Blue Cross’s cash

20 fl ow woul d be based on that interconpany

21 agreenent ?

22 A | don’t recall the dollar anmount that will be

23 exchanged between the parti es.

24 Q So you're the chief financial officer of Blue

25 Cross --
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BY MR

COWM SSI ONER O CONNELL: It’'s been asked

and answered, M. WIIians.

W LLI AMVS:

Ms. Hanson, with regard to the $70, 000, 000 | oan by
Bl ue Cross/Blue Shield to United Wsconsin
Services which is in the record, how does --

Coul d you describe how that decision to | oan UAS
$70, 000, 000 promoted the interests of Blue
Cross/ Bl ue Shiel d?

Are you referring to a specific transaction to
which | should refer?

No. These aren’t page nunbered, so it’'s kind of
hard to refer to, but are you famliar with the
$70, 000, 000 | oan?

Yes, | am

Coul d you describe, please, how that |oan pronoted
the interests of Blue Cross/Blue Shield United
W sconsi n?

Bl ue Cross and Blue Shield receives interest on
the loan at a stated interest rate, so it’s not an
interest-free loan. Blue Cross does receive
incone for that loan. Blue Cross is of --
currently 46 percent owner of United Wsconsin
Servi ces.

It’s to its benefit that United W sconsin
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Servi ces does well because Blue Cross has a
substantial stock interest in United Wsconsin
Services. Every dollar value of increase in

the -- in the stock of the United Wsconsin
Services increases Blue Cross’s val ue by
approximately eight mllion dollars.

kay. What is the -- What is the status of that
| oan right now?

That loan currently has a termof -- | believe it

matures in April of 2001. April 30, 2001

Was that |oan repayment due date -- for lack of a
better word -- was that extended?
It was.

Do you know why?
United Wsconsin Services requested an extension
fromBlue Cross. The extension was granted.
Who at United W sconsin Services requested who at
Blue Cross/Blue Shield to grant that extension?
The board -- the boards of -- or the comittee of
the united -- of Blue Cross has to approve the
extension and they did. That extension then also
has to be approved by the O fice of Comm ssioner
of I nsurance.

United Wsconsin Services wasn't in a

position to repay the cash at that point in tine.
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They wanted to extend the note versus going
outside to a third party to get outside financing.
So the board of UWS requested the board of Blue
Cross/Blue Shield to grant the extension or a
subcomi ttee?

The managenent of United Wsconsin Services
requests of the -- the finance comittee of Blue
Cross to approve the extension

How has t he $70, 000, 000 been used by UWS?

The $70, 000, 000 originally was used to acquire
Ameri can Medi cal Security Back in 1996 when United
W sconsin Services and American Medical Security
were -- were nerged back then prior to a spinoff
that occurred in 1998.

And how was it in the interests of Blue Cross and
Bl ue Shield for that transaction to happen |
guess?

I"d like to separate the -- the loan fromthe
transaction. The transaction to buy out American
Medi cal Security was determ ned by the board of
United Wsconsin Services to be in the financial
best interests of the United W sconsin Services
and its shareholders -- Blue Cross being one of
those. Blue Cross |lent noney at that point in

time to facilitate that purchase
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1 Q Was that -- Was that $70, 000,000 used as a -- as
2 col  ateral sonmehow?

3 A It was paid to the shareholders -- the then

4 shar ehol ders of Anmerican Medical Security to buy
5 out their interest.

6 Q kay. And could you tell me, please, how the

7 ext ension of that | oan repaynent date pronoted the
8 interests of the public beneficiaries of Blue

9 Cross/ Bl ue Shiel d?

10 A The -- the existence of the loan -- The fact that
11 it pays interest and it’'s to an affiliate in which
12 Bl ue Cross owns significant stock is in the best
13 interests of both Blue Cross and United Wsconsin
14 Services. The extension of the loan is just

15 conti nuation of that econom c best interest.

16 Q If the conversion application that Blue Cross has
17 submitted to OCl is approved, how will that

18 $70, 000, 000 | oan be accounted for?

19 A The $70, 000,000 loan is -- is an obligation to an
20 i nsurance conpany which is a legal entity which
21 that obligation will not go away in the
22 conversion, so there really is no change in
23 accounting with the conversion
24 Q kay. Ms. Hanson, with regard to the share

25 prices, United Wsconsin Services and Anerican
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Medi cal Security, are you aware -- or could you
descri be how the perfornmance of those share prices
has been over, say, the past year?

They go up. They go down. | nean, it just -- It
depends upon any point in tine.

MM hmm

They have gone up in the recent -- in the recent
past, but | can’t tell you the 52-week hi gh and
low. | don't have that conmitted to nenory, but
it is public infornmation.

Ri ght .

COWM SSI ONER O CONNELL: M. Wllians, |
just want to note that it is 11:45. W do have
one other witness and the other novants will have
an opportunity to question as well as Blue Cross
havi ng an opportunity for redirect. You m ght
want to conclude this witness within the next 10
mnutes or so --

MR WLLIAMS: Right.

COW SSI ONER O CONNELL: -- just to make
sure that we have enough tine for our additiona
wi t ness and ot her questions.

MR, WLLIAMS: Yes, ma’am |’ m al npst

fini shed.

BY MR W LLI AVE:
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1 Q Wuld it be fair to say, Ms. Hanson, that the
2 share prices of -- of AMZ has fallen from about 15
3 to $20 a share down to four to $6.00 per share or
4 so since |ast sumer -- | nean roughly?
5 MR, BABLI TCH:  You know, |'mgoing to
6 object just -- |If she doesn’t know the answer
7 which | think she's already stated it fluctuates
8 it’s public information. There's no foundation to
9 show t hat she does know how it fell, and what
10 di fference does it make?
11 COWM SSI ONER O CONNELL: | will allow the
12 qguestion to the extent that Ms. Hanson has that
13 know edge.
14 THE W TNESS: That range appears
15 reasonabl e.
16 BY MR WLLIAVS:
17 Q kay. Do you know -- Do you know why the share
18 price of AMZ has fallen so nuch?
19 A My best -- | don't want to say guess, but if -- if
20 | believe what | read fromthe best nail lists
21 it's because the earnings. They have not had --
22 They’ ve had | osses during that period of tine.
23 Q Coul d you just summarize why AMZ has suffered
24 | osses?

25 A Their underwiting | osses were higher than they
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BY MR

anticipated. They didn't price their products
sufficiently, therefore, their loss ratio created
| osses to the bottomline.
Okay. And just a couple nore questions. What
specific plans does the proposed United Heartl and
Group which is the proposed hol di ng conpany --
what proposed plans are you aware of for
continuing charitable comunity benefit
activities?
There is an existence of a foundation of -- United
W sconsi n Services Foundation and whi ch has been
i nvol ved, and that foundation would continue.
Do you know of any specific changes in the |evel
of contributions to that foundation?
I don’t believe that any are anticipated -- any
changes anti ci pat ed.
Okay. Once nore what -- what was your -- \hat
was your stock option grant this past --

COW SSI ONER O CONNELL: | believe that has
been asked and answered.

MR BABLI TCH: (bjection, asked and
answer ed.
W LLI AMS:
And you didn't know the value of it?

COW SSI ONER O CONNELL: | believe those
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guesti ons have been asked.

MR WLLIAMS: Ckay. That’'s all for Mss
Hanson. Thank you, M ss Hanson.

COW SSI ONER O CONNELL: Ms. Bail ey-Ri hn,
do you have any questions for Mss Hanson?

M5. BAILEY-RI HN:  No, Conmi ssioner.

COW SSI ONER O CONNELL: M ss Madsen?

M5. MADSEN: | do not.

COW SSI ONER O CONNELL: Are there any
guestions on redirect, M. Bablitch?

MR. BABLI TCH:  No.

COWM SSI ONER O CONNELL:  You may cal | your
next w tness.

MR WLLIAMS: Could we take a five-minute
recess?

COW SSI ONER O CONNELL: Sure. W still
need to conclude by 12: 30, however, but we can go
off. We will recess for five mnutes.

MR WLLIAMS: COkay.

(A recess was taken.)

COWM SSI ONER O CONNELL: Five minutes
having expired we will go back on the record.

M. WIlians, you may call your next w tness.

MR WLLIAMS: Conmi ssioner, | would call

M. Tom Johnson.
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BY MR

THOVAS W JOHNSON, called as a wi tness
herein by the Coalition, after having been first
duly sworn, was examned and testified as follows:

COW SSI ONER O CONNELL:  Ckay,
M. WIlians, you nay begin your questioning.

MR, WLLIAMS: Thank you

DI RECT EXAM NATI ON
W LLI AMVS:

Morni ng, M. Johnson.
Mor ni ng.
M. Johnson, have you been invol ved in analyzing
ot her Blue plan conversions?
Yes, | have.
Coul d you nane those?
Yes. The transacti on between Colunbia -- the
proposed transacti on between Col unbi a HCA and Bl ue
Cross/Blue Shield Mutual of Chio -- that
transaction is not consumuated -- the proposed
nmer ger between Bl ue Cross/Blue Shield of New
Jersey and Blue Cross/Blue Shield of Delaware --
that transaction was also ternminated -- the
transacti on between Bl ue Cross/Blue Shield of
nati onal capitol area and Blue Cross/Blue Shield
of Maryl and.

Ckay. Thank you. Are you aware of any other Bl ue
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pl an conversions in which no net present val ue was
estimated for the converted Bl ue?

I"msorry, would you restate that?

Wth regard to valuation are you aware of any

ot her plans or proposed conversions in which a
dol l ar estimate of the value of the converting
entity was not obtained?

Not to ny know edge.

Was -- Was a dollar estimate arrived at regarding
the Wsconsin plan by your firnf®

Not by our firm no.

Why not ?

Stating a dollar value in today’'s terns i s not
particularly relevant to any outcome that is to be
determned in the future.

If aliquidity event to be overseen by OCl were to
occur within, say, six nonths, would a valuation
be perforned then?

| don’t know.

Woul d you reconmmend - -

Depends if you're requested.

Par don?

Depends if it’'s requested.

As an expert in analyzing these transactions,

woul d you reconmrend that a val uati on be done?
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| wouldn’t say it would not be inappropriate that
a valuation be requested if the OCl were in this
case to want one.

How i s the Conmi ssioner supposed to get a handle
on this deal if she doesn't really have at |least a
guess of what the dollar values are going to be
regardi ng what the foundation receives?

I"mnot sure | understand what -- what you want
with that question.

| understand that their president has conme up with
a -- you know, sone proposed recommendati ons about
the structure of the deal, but wouldn’t it be

hel pful to the Commi ssioner if she had an idea has
as to how |l arge the sumwas going to be so that
she could, you know, take a -- take that in

consi deration in deciding how the noney woul d be
spent ?

How the noney is to be spent has not been under
our purview so | don't -- | don't know that --
don't -- | can't answer the question

What ki nd of expected earnings would you
anticipate for a nmerged or a stand-al one United
Heart!l and G oup?

| can’t speak to the nerged entities. That’'s not

been formally proposed, and that’s not been --
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been nodeled. | don't recall what the earnings
estimates are for the Blue Cross nyself. [|'ve
reviewed it, but | don't have that material at
hand or in my head.

So why were val uati ons done on other converting
Bl ues but not on this one?

No ot her Blue plan has a total 100 percent of the
consi deration or 100 percent of the Blue plan been
given to an entity.

Did you revi ew the Donal dson, Lufkin, Jenrette
esti mate?

W reviewed their work. Yes, we did.

What was -- What was their estimate of what Bl ue
Cross was worth?

| don't recall. W had a discussion with themin
January, and we’'ve been focused on a | ot of other
things since, so | don't recall anything nore
exactly.

I think the Conmi ssioner mght remenber it was
about 140 mllion, 600 mllion, sonmething Iike

t hat ?

Estimate for value or the estinmate for earnings?
O value. Sorry.

kay. Value is the range you stated.

Do you have any idea why that value m ght have
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been so -- the range of that value nmight have been
so w de?

There are many di fferent valuation techni ques that
one can use to value a conpany and it is due to
the nunber and the different val uation ranges,
dollars the DLJ used that generated those nunbers.
I n your opinion the Blue Cross proposal as anmended
by the proposed recommendati ons for changes by the
cy pres conmittee, what val uation nethodol ogy
woul d you reconmrend?

| wouldn’t be able to recommend any one val uation
net hodol ogy. | use a nunber of them | would --

| woul d use a nunber of val uation nethodol ogi es
not dissimlar to the ones used by Donal dson
Lufkin, Jenrette.

So if a conversion were to occur and -- Well, if
a conversion were to occur within, say, siXx

nont hs, woul d you recommend doi ng an anal ysi s
simlar to what DLJ did?

If we were asked for a valuation, | would do

somet hing not dissimlar.

Wul d you expect to be asked to do a val uation?

| can’t say that. It it would be supposition on

my part.

If you were review ng a decision by an investnent
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banking firmto provide advice to a Conmi ssi oner
of Insurance and the investnent banking firmdid
not conduct an appraisal of the converting entity,
how woul d you vi ew t hat ?
Depends on the structure of the transaction
Coul d you give ne your opinion of the Donal dson
Lufkin, Jenrette estimate?
If I recall what was in their work as well as what
they said in their testinmony at the previous
hearings, their range was as you stated, |
bel i eve, approximately 140 sonme odd mllion to
approximately 600 million. They honed in on a
val ue somewhere in the $250, 000, 000 range.

At that time it did not appear that that was
an i nappropriate range given the val uation
nmet hodol ogi es nor was the range they honed in on
i nappropriate at that point in tine.
Ckay. Moving away from Donal dson, LufKkin,
Jenrette, with regard to the proposed 100 percent
transfer of UHG stock to the foundation, would it
be possible for an entity to buy that 100 percent
of the UHG stock if they were already a licensed
Bl ue pl an?
Yes.

Would it be possible for an entity to buy that 100
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percent if the entity -- the buyer was not a Bl ue
plan but if the deal was contingent upon obtaining
a Blue license?

It’s possible. Howit's possible is very
difficult to i mgine.

So it's not likely or it would just be difficult?
Under the LaCrosse rules | would suspect it would
be very difficult.

In terms of maxim zing the value of the
foundation’s stock, what purpose do the
antitakeover provisions -- the antitakeover
provisions serve if one or any number of Blue

pl ans could buy the new Wsconsin plan w thout

ri sking loss of the Blue |icense?

Just would you go back and restate that to nake
sure | understand, please.

Maybe we could just start with could you describe
t he purpose of antitakeover -- takeover
provi si ons?

Generally in corporate America antitakeover
provisions are put in place so that -- They are
really what we call fair pricing provisions. It's
so that if someone offers to buy a block of shares
in a conpany that that offer is extended on the

fair basis to all the sharehol ders not just one.
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It is designed to -- W call them
antitakeovers so that you can't get just a
majority of the stock and then you buy the
remai nder as a second step of the transaction for
a di scounted price because you now have control
They' re usually just fair pricing provisions.
That’'s what they’'re designed to do.

What do you nean by "fair pricing"?

Fair pricing anmong all sharehol ders.

Are the antitakeover -- takeover provisions
relevant to this conversion deal if any other --
i f another Blue plan could buy 100 percent of the
st ock?

Yes. They can cause a fair pricing nechanismto
be pushed into play here, sure.

What if two conpeting Blue plans were to
conpetitively bid -- bid for the 100 percent?

" msorry?

Wul d the antitakeover provisions be relevant if
two conpeting Blue plans were to conpete and bid
for the 100 percent UHG?

Sure. The antitakeover provisions are not
specific as to one party versus anot her

Okay. Just in general do you think it would be

better for the foundation if other potentia
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buyers were able to conpetitively bid up the price
of the stock which would include a controlling
interest?

"t her buyers" being?

O her Blue plans or individual sharehol ders.

Are you referring to some subset of the
reconmendati ons of the provisions in the plan?

No, just a general idea of -- of whether or not
that woul d be beneficial to the foundation’s
interests if -- | nean, say, for exanple, other --
anot her Blue plan were to be able to conpetitively
bid up the price of the foundation’s hol di ngs

whi ch woul d include a controlling interest but not
necessarily 100 percent owners?

Soneone can al ways nmake an offer to buy shares.
Soneone can always do that, and they can make it
for a majority or a nminority stake, so the -- the
antitakeover provisions wll have effect depending
upon the circunstances. |In this case you' ve

got -- Are you tal king about the corporate

gui del i nes or the Blue Cross guidelines?

" mnot tal ki ng about any guidelines. |'mjust
talking in general. Wuld it be beneficial to the
foundation’s interests?

It’s beneficial when anyone can conpetitively bid



0046

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

for anything to the seller.

I's that why the appraisal comittee attenpted to
erase as nuch as of the antitakeover provisions as
t hey coul d?

It appeared that their interests were -- were to
make t he corporate govern as guidelines relating
to antitakeover |less stringent meaning it wll
all ow for nore instances where a takeover ni ght

occur, yes, that’'s true.

How do you -- How do you think they did in that
regard?
One has to look at it in-- the -- The

recomendati ons that the appraisal conmittee nade
were really in the context of keeping those
gui del i nes and naking themas -- as sharehol der --
call it foundation friendly, if you will, as it
were, as possible within the Blue Cross
gui del i nes.
Has it been beneficial to Blue Cross -- the
existing Blue Cross right now -- Has it been
beneficial to themto have directors who are also
of ficers?
| don't see that it’s hurt them

MR BABLITCH. |'d object to the extent

that that was asked in the plural, and | think the
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BY MR

record will reflect that there is one director
who's an officer and that’'s M. Hefty.
COW SSI ONER O CONNELL:  The record wi ||
note that.
MR, BABLI TCH: And he’s a nonvoting officer

of record.

W LLI AMS:

How has it been -- or has it been beneficial to
the nonprofit Blue Cross/Blue Shield United of
W sconsin to have -- to have had overl appi ng
boards of the nonprofit with the for-profit
subsidiaries and affiliates?

| assune you're referring to the boards of Bl ue
Cross/Blue Shield United of Wsconsin, United
W sconsin Services?

MM hmm
There is sone director overlap but not -- It’s
not conplete. There are independent directors in
the board structure of each conpany, so there is
i ndependence represented on both of those boards.
Were there -- Were there conflicts of interest?
How do you mean?
Were there conflicts of interest between UWS and
Bl ue Cross and Blue Shield United of W sconsin?

I think anytinme you have a structure |ike that
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there are likely to be conflicts of interest that
ari se. The conpany has gone to great lengths to
make sure -- conpanies, plural, have gone to great
[ engths to make sure that those conflicts of
interest do not cone into play.

How do they neutralize those conflicts?

In the past there have been discussions between
the two entities at the board |evel relating to
certain interconpany transacti ons where the

i ndependent directors of each of the boards have
not been able to agree on the outcone.

In the review of -- your extensive review of Blue
Cross and Bl ue Shields operations, did you note
any troubl esome areas regarding conflicts of
interest?

No.

Did you review the fairness of any prior

i nterconpany transactions?

We did not review the fairness, per se, no.

Wth regard to the proposed converted group of

Bl ue conpanies in Wsconsin, would there
necessarily be any financial harmto the
for-profit Blue Cross/Blue Shield if it were to
have different officers than the ones that

currently are in place?
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I’msorry, restate the first part of the

gquestion. | didn't hear it.

Regardi ng the proposed |l ag of officers in the
for-profit, would it be harnful for those

officers -- for those positions to be opened up
and -- you know, a search committee established to
repl ace thenf

All 1 would say is anytine you have turn-over in
seni or management positions in any conpany there
is atransition period during which the new

of ficers need to beconme acquainted with the

busi ness and the particul ars of the business.

That transition doesn’t have to, but it can result
in sone harmdone. It doesn’t necessarily have to
result, but it can.

kay. So if Blue Cross officers were not

appoi nted to continuing officerships within the
for-profit structure, that could have financial
harmto -- that could have financial inpact on the
val ue of the UHG stock?

| guess | msunderstood your forner question

Were you referring to United Wsconsin or United
Heart | and?

| was referring to United Heartl and.

| guess ny answer would be nore or |ess the sanme
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to the forner question which is anytime there's
transition in a managenent position you have

di sl ocations that coul d occur causing sone
tenmporary setback in the snmooth nmanagenent of the
conpany, yeabh.

And that could be reflected in the price of the
st ock?

If it happens to have an inpact on the conpany’s
financial operations which affect its earnings,
maybe it could. Sonetines new nmanagenent teans
are seen as being positive.

If officers and directors have a fiduciary duty of
| oyalty and care to make busi ness decisions in the
best interests of the conpany, would there be any
financial harmto the conpany if they were not

gi ven stock options as incentive to make those
deci si ons?

If they worked for a conpany that can give stock
options, if they have not customarily been what
you find in a -- an alignnent issue, the issue of
the sharehol ders is not aligned with that of
managenent or said vice versa the managenent is
not necessarily given any incentive to work on
behal f of the sharehol ders and that can happen

Even t hough they have -- sorry. Even though they
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have duty of loyalty?

That could be. | -- |1 can’t say. Depends on the
i ndi vi dual s.

I n your opinion how -- how well has Bl ue
Cross/Blue Shield done with respect to overl apping

boards in terns of conflict of interests?

MR BABLITCH:. |I'mgoing to object. First
of all, there's been no foundation laid as to
qualifications which I’'Il discuss in ny
cross-exam nation, but, second of all, as

understand M. Johnson’s role it’'s not necessarily
to get into areas like this.

As | understand it, Deutsche Bank was hired
to apprise the conmttee on valuation issues and
the like as reflected in the minutes of the
committee’s meetings and the final report, so it
seenms to ne that we're getting a bit attenuated
here in terns of what the question is and the
foundation for M. Johnson’s testinony.

COW SSI ONER O CONNELL: At this juncture
will allow the question to the extent that
M. Johnson is able to respond.

THE W TNESS: Wbuld you rephrase the

guestion or restate the question, please.

BY MR W LLI AVE:
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Sure. In your opinion how well have the potenti al

conflicts of interest between the interests of the

for-profits and the nonprofits with their

over | appi ng boards -- How well have they done in

neutralizing those conflicts?

In the instances where we reviewed transactions

bet ween the conpanies, it appeared that the

conpani es went out of their way to docunment the

transactions to make sure they were at arnis

| ength. They then brought the transactions before

the OCI for their specific approval or

nondi sapproval. They actually have gone to great

lengths -- lengths that |I’'ve not seen in other

ci rcunst ances where the -- with this kind of

situation. | think they ve done very well at

t hat .

Wiy do you think they went to extra |engths?

| can’t say other than they perhaps knew t hat

there were the overl appi ng boards and t hey want ed

to make it clear that outside vendors were

avail able, that they were at arnis length, they

were market rate transactions, that all the

transactions were fair between the two entities.
COW SSI ONER O CONNELL:  Now I'I1 note that

it is now 12:20. W do need to give an



0053

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

BY MR

opportunity to the other novants to question the
witness as well as limted questions on behal f of
the applicants, so you will need to wind up your
guesti ons.

W LLI AMS:

M. Johnson, would there be any harmto Blue Cross
and Blue Shield financially if the foundation
that’s been proposed were to be established with a
board that’'s independent of Blue Cross/Blue Shield
or United Heartland Group and with the ability to
make spending deci sions on public health
initiatives that have -- that has ongoi ng i nput
fromthe public?

That’'s a conpound question. Can you break it down
in pieces, please.

Wul d there be any harmto the financial interests
of the converted entity if the proposed foundation
wer e i ndependent of the control of the converted
entity?

No.

Wul d there be any harmto the converted entity if
t he proposed foundati on were to have freedomin
deci di ng how to spend the proceeds?

The spending has not been in our purview. W' ve

not revi ewed that issue.
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BY MR

Woul d you anticipate there was any threat?
COWM SSI ONER O CONNELL:  The question’'s

been asked and answered.

W LLI AMS:

You haven’'t |ooked at it?

(Shakes head.)

M. Johnson, | realize that -- that you anal yzed

t he conversion as proposed by Bl ue Cross/ Bl ue

Shield. Can you think of any other alternatives

that Blue Cross and Bl ue Shield m ght have pursued

ot her than conversion?

To achi eve what goal ?

Rai si ng noney.

As a nonpublic, nonstock entity, it is very

difficult for Blue Cross to raise noney from

outsi de sources. They are linited at this point

to debt funds that they might borrow from banki ng

institutions or fromthe public markets if they

were allowed to do that -- go that extent.

Wiy -- Wiy do you think that isn't a suitable

alternative?

| didn't say it wasn’t a suitable alternative

other than lenders typically | ook at the

underlying capital of a conpany when it’s

borrowi ng noney, and if there isn’t enough capita
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in that underlying entity, then | enders won’'t

lend. It's called collateral

Why do you think Blue Cross/Blue Shield needs to
convert right now?

| don't know that it needs to convert.

And in Blue Cross’s proposal they retained

basi cally conplete control of the foundation. Wy
do you think they proposed that?

W didn't ask that question

I's that something you dealt with in your analysis?
Vll, | think we dealt with it in terms of sonme of
t he anal yses we did | ooking at corporate
structural organization and sone of the corporate
goverance issues that the appraisal comittee
asked us to review. The -- The appraisa

conmi ttee has nade reconmendati ons pertaining to

t hat .

You nentioned before the other conversion deals

t hat you’ ve been involved in, sone of which
weren’'t conpl eted, but are you aware of any other
conversions in which the proceeds were
automatically distributed to a certain beneficiary
other than a public health foundation?

If one | ooks at the Trigon which is the Virginia

Bl ue Cross/Blue Shield plan when it converted, it
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1 was al so a nutual conpany at the sane tine being a
2 nonfor-profit, a reasonably hybrid structure.

3 They had an obligation to distribute the

4 owner shi p of that company to the nutual

5 pol i cyhol ders which they did.

6 Q Ri ght.

7 A They in addition made a contribution to a charity
8 in the State of Virginia.

9 COW SSI ONER O CONNELL: M. WIIlians, you
10 have tinme for one final question.

11 BY MR WLLIAVS:

12 Q But would you say in this respect is the Wsconsin
13 pl an unprecedented in having predesignated the

14 nmed. schools as recipients?

15 A That’s not an issue we were asked to | ook into or
16 respond to.

17 Q kay. But you’'re not aware --

18 COW SSI ONER O CONNELL: | believe he's

19 answered that question, and that was your final
20 guestion. M. Bailey-Ri hn, do you have any

21 questions for this w tness?

22 M5. BAILEY-RIHN: | have one, Conmi ssioner.
23 CROSS- EXAM NATI ON

24 BY MS. BAI LEY- Rl HN

25 Q Sir, for your work for the appraisal conmttee,
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did it enconpass in any way a determnation
whet her or not Blue Cross/Blue Shield should
convert?
No, that was not in the scope of our work.

MS. BAILEY-RIHN. Thank you. No questions.

COW SSI ONER O CONNELL: Ms. Madsen?

M5. MADSEN:  No questi ons.

COW SSI ONER O CONNELL: M. Bablitch?

MR. BABLITCH: | have a few questions
First, with respect to qualifications, and | guess
| would turn to you in -- I'mstipulating or
willing to stipulate to the qualifications of
M. Johnson.

| assune that in the argunment sonewhere as
part of the RFP process Deutsche Bank submitted to
the conmissioner’s office their expertise and
based upon a conpetitive process Deutsche Bank was
chosen, so to the extent that those docunents
exist, | would stipulate to his qualifications as
an expert witness in the areas that have been
inquired into with respect to the appraisa
committee work and advi sing the Comm ssioner. |f
that stipulation is acceptable, | won't need to
ask M. Johnson to tell us all about his

qgual i fications.
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BY MR

COW SSI ONER O CONNELL: M. WIlianms, do
you have any comments on that? WII you accept
that stipulation?

MR, WLLIAMS: Yeah, | think M. Johnson’s
qualifications are well-known. | don't have an
obj ecti on.

COWM SSI ONER O CONNELL: That stipul ation
is accepted by the novants. Thank you

CROSS- EXAM NATI ON

BABLI TCH

| just have a few areas of inquiry that have been
gone into on direct exam nation and just in terns
of asking those questions I'd -- Naturally,
there’s a few foundati on questions. M. Johnson
you were hired by the Conm ssioner’s office, the
O fice of Insurance Conmm ssioner to conduct a
revi ew of the Blue Cross proposed conversion in
this state; is that correct?
That's correct.
And so you were hired by the Conmi ssioner’s office
as a independent and objective party to make this
exam nati on?
That is correct.
And you have conducted that exami nation | take it?

As far as we were asked to exam ne certain issues,
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yes, we have.

And as a part of that process, did you develop a
wor k pl an?

Yes, we did.

Did you consult with the appraisal conmittee that
was appoi nted by the Comm ssioner?

Yes, we did.

Did you assist the appraisal commttee in the
comittee coming to their conclusions which was
evidenced in their final report dated

February 15th, 20007?

Yes, we did.

And as a part of that were you given specific

i nstructions and questions by the appraisa
committee to delve into certain areas relative to
t he conversion?

Yes, we were.

Did one of those areas enconpass a question
pertaining to whether or not 100 percent of the --
of the converted entity would, in fact, constitute
100 percent value of the Blue Cross conpany?

Ve were.

And did you determ ne a conclusion?

The work we did concluded that in our review that

100 percent of the conpany being contributed to
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the charity, that 100 percent

of the stock was, in

fact, 100 percent of the company.

And that conclusion was, therefore, transmtted to

t he appraisal comittee?

Yes, it was.

And to your know edge was that
apprai sal conmittee report?

Yes, it was.

included in the

And, therefore, adopted by the appraisa

comm ttee?

Yes, it was.

I"d like to ask you a few questions now about

prior transactions that you have been asked by

M. WIllians. Were you also as a part of your

duties and assignnents asked t

o conduct an

eval uation and review of prior transactions

bet ween United W sconsin Servi

ces and Bl ue

Cross/Blue Shield United of Wsconsin?

W were.

Can you describe generally and briefly what that

consi sted of -- what that revi

Yes. There was a -- W start

ew consi sted of ?

ed with a -- a list

of transactions that | believe was referenced

earlier in this hearing, and we | ooked at a numnber

of those transactions as wel |l

as certain other
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transactions that came to our attention upon

tal king to the conpany, and we | ooked at
transacti ons broken down into -- into three
different categories, those that occurred prior to
1991 in particular Cctober 24th of 1991 and those
that took place after that date. W broke those
into two pieces, those that -- that were
transactions intraconpany neaning wthin Blue
Cross/Blue Shield United itself or within United
Wsconsin itself.

Those were one category, and then the other
category were ones that crossed over the corporate
boundari es between United Wsconsin and Bl ue
Cross/Blue Shield United.

Did you -- In conducting that review did you
undert ake an eval uation as to whether or not Bl ue
Cross/Blue Shield United of Wsconsin was in any
way financially hubbed by the transfer of those
conpani es?

Qur review was to | ook at essentially those
transacti ons and determ ne and exani ne whet her any
i ssues there that led to -- I'Il call it any

| eakage of value of those transactions out of Blue
Cross into United Wsconsin.

And did you al so determ ne whether or not there



0062

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

was any val ue received by Blue Cross through its
i nvestnment in an ongoing relationship with United
W sconsin Services?

Yes, we did |look into that issue.

Do you recall what your conclusions were, if any?
Qur conclusions of an analysis that was referenced
inthe -- in the appraisal committee’'s report and
is included in or -- our materials was that in --
in the aggregate in the transactions that took

pl ace between Blue Cross/Blue Shield, United

W sconsin Services that there was a net benefit of
approxi mately $117, 000,000 to Blue Cross in
aggregate interest in those transactions.

Did you have an opportunity to review all of the
m nutes of the appraisal committee for the
conver si on?

Yes, we did.

Did you have an opportunity to correct or -- if
necessary, any of the minutes?

We were given that opportunity.

And | take it now you’'ve reviewed all of those

nm nut es?

| believe we have except perhaps maybe the | ast
neeting for the whole prior event, yes.

And to the extent that you' re quoted or para-
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phrased in those mnutes, | take it since you' ve
had an opportunity to correct you woul d concl ude
that your statements in those mnutes are
accurate?

Yes, | woul d.

MR, WLLIAMS: Excuse nme, Commi ssioner
What is the purpose of asking all these questions
if -- if all this information is already in the
public record?

COW SSI ONER O CONNELL: M. Bablitch?

MR. BABLI TCH: Foundati on questions to show
that as we go through this process that the
mnutes will beconme a part of the record, that
M. Johnson is quoted extensively throughout the
m nut es.

I want the record to reflect that he’s had a
chance to review and correct themif necessary and

he hasn’t, and | take it that since the record

shoul d be correct, | want to make sure that it is.
COWM SSI ONER O CONNELL: I will allow the
qguestion, however, | should note we have gone past

12: 30, but in fairness to the applicant we do need
to allow additional tine for questions, but could

we nove through it as quickly as possible?

BY MR, BABLI TCH



0064

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

And have you reviewed the final report of the
apprai sal conmittee for the conversion of Blue
Cross/ Bl ue Shiel d?

Yes, we have.

Did you have any part in making any of the
recomendati ons that follow on at the concl usion

of that report?

We had -- Based on the material that we provided
to the appraisal conrittee and sonme of the -- the
i ssues that arose in discussion we had sonme -- we

did have sone role in the creation of those
recomendat i ons, yes.

And t he purpose of those recommendations was to
make sure that the foundation can be reasonably
assured to realize the full, fair and reasonabl e
val ue of the 100 percent Bl ue Cross?

That is the goal of the recommendati ons.

Are there any recommendations -- And | take it
these -- these recommendations are offered to the
Conmi ssioner as potential conditions for the
conversion if that should occur or don’t you know?
| don’t recall specifically, but | believe that
woul d be correct.

And the conditions that are incorporated in this

docunent, are they designed to nmake sure that
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there is reasonable, full and fair value?
I’msorry, as to what?

The recommendations. You' ve read them correct?

Yes, | have.
And they are designed, | take it, to make sure
that the full and reasonable value is -- to the

foundati on i s obtained?
That is the goal
Can you give me any exanples of conditions that
could be inposed that would do the opposite?
| suppose | could. |I'mnot sure it’'s appropriate
and necessary, but | could.
Well, that’s ny question. |In other words, are
there -- Are there things that could be done that
woul d have the opposite effect of realizing ful
and fair value?
Sure. The Conmi ssioner could decide, if she
wanted to, not to adopt the recommendati ons of the
conmittee and |l et the corporate governance issues
revert to those that were proposed by the conpany
personal | y.
MR BABLI TCH: Not hing further.
COW SSI ONER O CONNELL:  Thank you. Have
all exhibits been offered that are --

MR BABLITCH | would offer Exhibits B-15
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1 and B- 16.

2 MR WLLIAMS: | would offer Exhibit J-1 1
3 think it was.

4 COW SSI ONER O CONNELL: Thank you. You're
5 done. GCkay. This hearing will be continued on
6 March 10th fromnine a.m until four p.m

7 The March 10th hearing will be held at the
8 sane | ocation as today which is the Holiday Inn,
9 3841 East Washi ngton Avenue, Madi son, W sconsin.
10 The hearing record will renmin open to

11 permit me to consider the testinmony received.

12 This hearing is nowin recess until March 10th at
13 nine a.m and the tinme presently is 12: 39.

14 (The hearing adjourned at 12:39 p.m)
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