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State of Wisconsin / OEFICE OF THE COMMISSIONER OF INSURANCE

125 South Webster Street e P.O. Box 7873

Scott Walker, Governor : : :
» & o January 26. 2017 Madison, Wisconsin 53707-7873
Theodore K. Nickel, Commissioner Y 5, Phone: (608) 266-3585  Fax: (608) 266-9935
E-Mail: ociinformation@wisconsin.gov
Wisconsin.gov Web Address: oci.wi.gov

Honorable Theodore K. Nickel
Commissioner of Insurance
State of Wisconsin

125 South Webster Street
Madison, Wisconsin 53703

Commissioner:
In accordance with your instructions, a compliance examination has been made of
the affairs and financial condition of:

GROUP HEALTH COOPERATIVE OF SOUTH CENTRAL WISCONSIN
Madison, Wisconsin

and this report is respectfully submitted.

I. INTRODUCTION
The previous examination of Group Health Cooperative of South Central Wisconsin
(the Cooperative or GHC-SCW) was conducted in 2011 as of December 31, 2010. The current
examination covered the intervening period ending December 31, 2015, and included a review of
such 2016 transactions as deemed necessary to complete the examination.
The examination was conducted using a risk-focused approach in accordance with

the National Association of Insurance Commissioners (NAIC) Financial Condition Examiners

Handbook. This approach sets forth guidance for planning and performing the examination of an
insurer to evaluate the financial condition, assess corporate governance, identify current and
prospective risks (including those that might materially affect financial condition, either currently
or prospectively), and evaluate system controls and procedures used to mitigate those risks.

All accounts and activities of the Cooperative were considered in accordance with the
risk-focused examination process. This may include assessing significant estimates made by

management and evaluating management’s compliance with statutory accounting principles,



annual statement instructions, and Wisconsin laws and regulations. The examination does not
attest to the fair presentation of the financial statements included herein. If during the course of
the examination an adjustment is identified, the impact of such adjustment will be documented
separately at the end of the “Financial Data” section in the area captioned "Reconciliation of
Surplus per Examination."

Emphasis was placed on the audit of those areas of the Cooperative's operations
accorded a high priority by the examiner-in-charge when planning the examination. Special
attention was given to the action taken by the Cooperative to satisfy the recommendations and
comments made in the previous examination report.

The Cooperative is annually audited by an independent public accounting firm as
prescribed by s. Ins 50.05, Wis. Adm. Code. An integral part of this compliance examination was
the review of the independent accountant's work papers. Based on the results of the review of
these work papers, alternative or additional examination steps deemed necessary for the
completion of this examination were performed. The examination work papers contain
documentation with respect to the alternative or additional examination steps performed during

the course of the examination.



Il. HISTORY AND PLAN OF OPERATION

Group Health Cooperative of South Central Wisconsin is described as a nonprofit
mixed model health maintenance organization (HMO) insurer. An HMO insurer is defined by
S. 609.01 (2), Wis. Stat., as ". . . a health care plan offered by an organization established under
ch. 185, 611, 613, or 614 or issued a certificate of authority under ch. 618 that makes available to
its enrolled participants, in consideration for predetermined fixed payments, comprehensive
health care services performed by providers selected by the organization." Under the mixed
model, the Cooperative has a delivery system consisting of a combination of staff physicians
and/or one or more clinics and/or independent contracting physicians operating out of their
separate offices. HMOs compete with traditional fee-for-service health care delivery.

The Cooperative was incorporated on March 13, 1972, and commenced business on
March 1, 1976. The Cooperative was established as a consumer cooperative under ch. 185, Wis.
Stat., with the assistance of federal grants and loans, and is federally qualified. GHC-SCW
received approval from this office to enter into a consolidation agreement with Family Health Plan
Cooperative (FHPC) effective January 1, 1988. Part of the consolidation agreement was for
Family Health Systems, Inc. (FHS), an affiliate of FHPC, to provide administrative and
management services to GHC-SCW through a management services agreement. Twelve years
later, FHPC executed a Separation Agreement with GHC-SCW effective December 15, 1999, to
terminate FHPC's involvement in the control of GHC-SCW. Subsequently, the GHC-SCW/FHS
management agreement was terminated effective September 1, 2000.

In 2004, GHC-SCW developed and launched a two-tier group health product which
allows members to access GHC-SCW staff model delivery systems along with a preferred
provider network (PPN). Members who choose the PPN do not have to choose a primary care
physician or facility.

GHC-SCW provides primary care, specialty, and ancillary services to its members
through a number of providers and clinics. Specialty and ancillary services include chiropractic,
clinical health education, complementary medicine, eye care, mental health, dermatology,

podiatry, physical therapy, occupational therapy, and sports medicine.



Each GHC-SCW member is required to select a primary care provider (either a
primary care physician related to a certain delivery system or a PPN). The primary care provider
acts as a gatekeeper for certain health care services when it is determined that the services of a
specialist are necessary. Members may also see certain specialists without a referral from their
primary care physician. Self-referral specialty care includes OB/GYN, mental health, chiropractic,
oral surgery, dental professional care, optometric care, and alcohol and drug abuse treatment.

The Cooperative currently contracts with 13 hospitals and almost 200 IPAs and
clinics to provide covered services to the members.

Primary care providers and clinics:

1. GHC-SCW Care Teams (staff) at Capitol Clinic, East Clinic,
DeForest Clinic, Hatchery Hill Clinic, Madison College Community
Clinic, and Sauk Trails Clinic

2. Access Community Health Centers Clinics — Joyce and Marshall
Erdman Clinic, and William T. Evjue Clinic

3. UW Health Clinics — Cottage Grove Clinic, Cross Plains Clinic, and
Mt. Horeb Clinic

4. UW Health Family Medicine Clinics — Belleville Clinic, Northeast
Family Medical Center, and Verona Clinic

5. Access Community Health Centers Clinic — Wingra Family Medical
Center

6. UW Health Stoughton Clinic

7. Sauk Prairie Healthcare Clinics — Prairie Clinic, Lodi Clinic, Plain
Clinic, River Valley Clinic, and Wisconsin Heights Clinic

8. Reedsburg Area Medical Center

9. Divine Savior Healthcare — Portage Clinic, Crossroads Clinic Oxford,
and Pardeeville Clinic

10. Dean Medical Centers — Baraboo Clinic, Lake Delton Clinic, Portage
Clinic, Wisconsin Dells Clinic

Specialty and ancillary services should be received only at the following GHC-SCW-
owned clinics:

GHC-SCW Capitol Clinic

Capitol Regent Mental Health Clinic
Complementary Medicine Central Clinic
GHC-SCW East Clinic

GHC-SCW Hatchery Hill Clinic

GHC-SCW Madison College Community Clinic
Princeton Club West PT/OT Clinic

GHC-SCW Sauk Trails Clinic

ONoOA~WONE

The clinics also provide services to the public on a fee-for-service basis. Members
who select the staff model delivery system are referred to the University of Wisconsin Medical

Foundation Faculty Physicians and University of Wisconsin Hospital and Clinics for specialty and



inpatient care. Inpatient maternity care is provided at St. Mary’s Hospital Medical Center. The
staff model delivery system provides services to approximately 75% of GHC-SCW'’s members.

Non-staff model HMO members receive specialty care at UWHealth, Sauk Prairie
Clinic, Reedsburg Medical Center, Divine Savior Healthcare and Dean Medical Centers with prior
authorization.

The majority of GHC-SCW hospital and specialty care services are provided through
a contract with University Health Care (UHC), which was entered into on January 1, 2006, and
amended in 2009, 2011, and 2014. Compensation is provided through a variety of methods,
including capitation, DRGs, and discounted fee-for-service (depending on the type of service
provided by UHC).

GHC-SCW has a contract with Meriter Hospital for hospital inpatient and outpatient
services. Compensation per the contract is through a variety of methods including DRGs, per
diem rates and discounted fee-for-service (depending upon the type of service provided by
Meriter Hospital).

GHC-SCW has an agreement with SSM Health Care, a not-for-profit organization
that owns and operates St. Mary’s Hospital (Hospital). The Hospital agrees to provide inpatient
services to GHC-SCW members. In cases of emergency, the Hospital agrees to notify
GHC-SCW within 24 hours of admission. The Hospital will provide services upon orders of a
GHC-SCW physician and preadmission authorization certifying the coverage, services, and
number of inpatient hospital days authorized by GHC-SCW. All GHC-SCW physicians admitting
members to the Hospital must be members of the medical staff and have appropriate admitting
and clinical privileges. Compensation per the contract is on a DRG, per diem, case rate, or
discounted fee-for-service basis (depending upon the type of service provided).

GHC-SCW also provides primary care services through a consultant agreement with
Madison Community Health Center d/b/a Access Community Health Centers (ACHC). ACHC is a
Federally Qualified Health Center (FQHC) that operates three primary care clinics in Madison.
Specialty services and hospital care for ACHC members are provided by UW Hospital and

Medical Foundation staff, while inpatient maternity care only is provided at St. Mary’s Hospital.



Physicians employed by GHC-SCW are governed by employment contracts. These
contracts provide for compensation in accordance with the GHC-SCW board-approved
compensation plan. The physician agrees to perform such duties relating to the practice of
medicine as assigned through the GHC-SCW Chief of Staff including, but not limited to, clinic
sessions, hospital rounds, urgent care clinic coverage, house calls, and night/weekend
emergency call duty. During those hours in which the physician is employed by GHC-SCW, any
remuneration for services of the practitioner is deemed income of GHC-SCW and must be
submitted to GHC-SCW upon receipt. Physicians are required to give GHC-SCW at least
90 days’ written notice when terminating their employment contracts.

The Cooperative currently contracts with the following hospitals in which participating
physicians have admitting privileges:

University of Wisconsin Hospital and Clinics
St. Mary’s Hospital

St. Clare Hospital Baraboo

Meriter Hospital

Children’s Hospital of Wisconsin

Stoughton Hospital

Rogers Memorial Hospital

Sauk Prairie Healthcare

Reedsburg Area Medical Center
Divine Savior Hospital

=
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The contracts include hold-harmless provisions for the protection of policyholders.
The contracts vary in length, typically in the range of one to five years, and may be terminated
upon advance written notice, as contained in the contracts.

The Cooperative offers comprehensive health care coverage that includes provisions
concerning the amounts of deductibles and copayments that are the responsibility of the covered
member. The following basic health care coverages are provided:

Physician services

Inpatient services

Outpatient services

Mental health, drug, and alcohol abuse services
Ambulance services

Special dental procedures (oral surgery)
Prosthetic devices and durable medical equipment
Newborn services

Home health care

Preventive health services

Family planning



Hearing exams and hearing aids

Diabetes treatment

Routine eye examinations

Convalescent nursing home service

Prescription drugs

Cardiac rehabilitation, physical, speech, and/or occupational therapy

Physical fitness or health education

Kidney disease treatment

Certain transplants

Chiropractic services

According to its business plan, the Cooperative’s service area is comprised of the
following counties: Columbia, Dane, Dodge, lowa, and Sauk Counties.

The Cooperative currently offers commercial health coverage, health care services
for the Medicaid-eligible, Medicare supplement coverage, and is part of the Federal Employee
Health Plan program for government employees. In January 2014, this office approved the
Cooperative to provide Medicaid SSI coverage in Dane County. GHC-SCW provides coverage to
state employees and retirees through the State of Wisconsin Group Insurance Board.

The Cooperative markets to groups and individuals. The Cooperative uses its own
marketing staff, as well as outside agencies, and pays commissions on both new and renewal
business.

As a federally qualified HMO, GHC-SCW is required to adhere to a community rating
system as defined in the federal HMO Act. An actuarial model is used to develop a base rate as

the beginning point in premium determination. The base rate is adjusted on a group-by-group

basis using various community rating guidelines such as tiers, demographics, and rating by class.



Board of Directors

The board of directors consists of 11 members. On a rotating basis, a 3-member class
of directors is elected annually to serve a three-year term. The 2 employee-class directors serve

for a three-year term. Officers are appointed by the board of directors. The board members, other

[l. MANAGEMENT AND CONTROL

than employee-class members, currently receive $382.50 per committee meeting attended for

serving on the board. In addition, the President of the board receives an additional $382.50 per

month for any committee meetings attended. No compensation is given to the practitioner

employee-class members for sitting on the board other than their respective salaries.

Currently the board of directors consists of the following persons:

Name and Residence

Ann Hoyt, Chair
Madison, WI

Henry Sanders
Waunakee, WI

Donna Twining, APNP*
Janesville, Wi

William Oemichen
New Glarus, WI

Mark Frankel
Middleton, WI

Jason Hampton, MD*
Middleton, WI

Kenneth Machtan
McFarland, WI

Michael Mullee
Madison, WI

Nanette Schiller
Marshall, WI

Mary Wright
Madison, WI

Judy Ziewacz
Monona, WI

Principal Occupation

UW-Madison Professor and
Consumer Cooperative Specialist - Retired

CEO/Publisher

Clinical Health Education Manager

GHC-SCW

Director of the Office of Preparedness
and Emergency Health Care - DHS

Consultant/Dane County Reserve

Circuit Court Judge

Primary Care Physician
GHC-sCw

Legislative Staffer

Wisconsin Legislature - Retired

President

Wisconsin Housing and Preservation Corp

Casualty Claims Advisor

American Family Insurance

VP/Senior Relationship Manager
Wells Fargo Commercial Banking

President/CEO National Cooperative

Business Assoc.

*Practitioner Employee-Class Member.

Term Expires

2018

2019

2019

2018

2019

2019

2017

2017

2019

2017

2018



Officers of the Cooperative
The officers appointed by the board of directors and serving at the time of this

examination are as follows:

Name Office 2015 Salary
Ann Hoyt President $ 7,820
Henry Sanders Vice President 25,415
Donna Twining, APNP Secretary 105,193"
William Oemichen Treasurer 8,968

Senior managers who run the day-to-day operations of the Cooperative and serving

at the time of this examination are as follows:

Name Office 2015 Salary
Mark Huth Chief Executive Officer $328,986
Roger Sneath Chief Financial Officer 145,700°
Bruce Quade Chief Information Officer 221,542
Christian Kastman Chief Medical Officer 255,364
Nancy Hagan Chief Nursing Officer 184,853
Mark Dalebroux Chief Human Resources Officer 217,997
Allan Wearing Chief Insurance Services Officer 265,009

Committees of the Board
The Cooperative’s bylaws allow for the formation of certain committees by the board

of directors. The committees at the time of the examination are listed below:

Finance/Audit Committee Health Services Committee
William Oemichen, Chair Judy Ziewacz, Chair
Ann Hoyt Ann Hoyt

Henry Sanders Henry Sanders
Donna Twining Kenneth Machtan
Mark Frankel Mary Wright

Jason Hampton, MD Michael Mullee
Judy Ziewacz Nanette Schiller
Kenneth Machtan William Oemichen
Mary Wright Donna Twining
Michael Mullee Mark Frankel
Nanette Schiller Jason Hampton

! This represents entirely the salary of Ms. Twining as a practitioner employee. As mentioned earlier in this
report, no compensation is given to the practitioner employee-class members other than their respective
salaries.

2 This represents partial year salary of Mr. Sneath. He started as an interim CFO in June 2015.



Human Resources Committee
Ann Hoyt, Chair
William Oemichen
Henry Sanders
Donna Twining

Mark Frankel

Jason Hampton, MD
Judy Ziewacz
Kenneth Machtan
Mary Wright

Michael Mullee
Nanette Schiller

Marketing Committee
Nanette Schiller, Chair
Ann Hoyt

William Oemichen
Henry Sanders

Donna Twining

Mark Frankel

Jason Hampton, MD
Judy Ziewacz
Kenneth Machtan
Mary Wright

Michael Mullee

The Cooperative has its own employees and departments: 1) Finance Department;
2) Information Technology Systems; 3) Case, Utilization and Quality Management; 4) Clinic and
Ancilliary Services; 5) Human Resources; and 6) Insurance Operations. The Cooperative also
employs staff at its eight clinic locations, including physicians, physician assistants, nurse
practitioners, pharmacists, therapists, mental health practitioners, laboratory and radiology staff,
dermatologists, nursing staff, and support staff.
Insolvency Protection for Policyholders

Under s. Ins 9.04 (6), Wis. Adm. Code, HMOs are required to either maintain
compulsory surplus at the level required by s. Ins 51.80, Wis. Adm. Code, or provide for the
following in the event of the Cooperative's insolvency:

1. Enrollees hospitalized on the date of insolvency will be covered until
discharged; and

2. Enrollees will be entitled to similar, alternate coverage which does not contain
any medical underwriting or preexisting limitation requirements.

The Cooperative has met this requirement through its reinsurance contract, as discussed in the

“Reinsurance” section of this report.

10



IV. REINSURANCE

The Cooperative has reinsurance coverage under the contract outlined below:

Reinsurer:

Type:

Effective date:
Specific retention:

Coverage:

Aggregate specific deductible:

Reinsurer’s percentage payable:

Maximum benefit:

Premium:

Termination:

Munich Reinsurance America, Inc. (Munich Re)
Specific Excess of Loss Reinsurance

January 1, 2016

$375,000 per eligible member per contract period

Commercial HMO/PPO/POS
Exchange
Medicaid

Total number of members for all months times the specific
deductible of $0.90 per member per month for each line of
business

90% of the total specific excess amount. Specific excess
amount is the amount of eligible expenses per member per
month in excess of the specific deductible of $0.90 per
member per month. The reinsurer will monitor the specific
excess amount minus the coinsurance for all covered
expenses. The reinsurer will reimburse GHC-SCW the amount
by which the total specific excess amount exceeds the
aggregate specific deductible.’

$2,500,000 per covered member in excess of specific retention
and aggregate specific deductible

$0.65 per covered member per month
This contract terminates on December 31, 2016, unless the

HMO accepts in writing the reinsurer’s terms for renewal
before the end of the contract period

The reinsurance policy has an endorsement containing the following insolvency

provisions:

a. Munich Re will continue plan benefits for members who are confined in a short-term hospital
on the date of HMO insolvency and continue until the earlier of 365 days or the date of

discharge.

b. Munich Re will continue plan benefits for members who are confined in a long-term acute
care facility, skilled nursing facility, or rehabilitation facility on the date of HMO insolvency and
continue until the earlier of 120 days or the date of discharge.

c. Munich Re will continue plan benefits for members (other than members subject to a. or b.
above) from the date of HMO insolvency through the contract period after the HMO

% No reinsurance will be paid out under the specific excess of loss coverage until the total specific excess
amount exceeds the aggregate specific deductible.

11



insolvency for which premium had been paid to the HMO, but not more than 60 days, if such
premium is paid to the date of HMO insolvency.

d. For any members who are Medicaid or Title XVIII Medicare enrollees, a., b., and c. above will
apply, subject to the further limit that HMO benefits will not extend beyond the date such
member is entitled to coverage under other Title XVIIl Medicare provisions or any other
federal or state program.

Affordable Care Act (ACA) Transitional Reinsurance Program (through 2016)

The transitional reinsurance program based on Section 1341 of the ACA is effective
for plan years 2014 through 2016. Reinsurance assessments will be collected and distributions
will be issued during the three-year term. Reinsurance is provided under this program once an
insured member reaches his or her maximum out-of-pocket (MOOP) cost. Expenses above the
MOOP up to $70,000 are the full responsibility of the company. Medical expenses above

$70,000 up to $250,000 are covered under the reinsurance at a 50% coinsurance level.

Expenses above $250,000 are the responsibility of the company.

12



V. FINANCIAL DATA
The following financial statements reflect the financial condition of the Cooperative as
reported to the Commissioner of Insurance in the December 31, 2015, annual statement.
Adjustments made as a result of the examination are noted at the end of this section in the area
captioned "Reconciliation of Capital and Surplus per Examination." Also included in this section

are schedules that reflect the growth of the Cooperative for the period under examination.
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Group Health Cooperative of South Central Wisconsin

Bonds

Stocks:
Common stocks

Real estate:
Properties occupied by the company

Cash, cash equivalents and short-term
investments

Investment income due and accrued

Uncollected premiums and agents' balances
in the course of collection

Accrued retrospective premiums and
contracts subject to redetermination

Amounts recoverable from reinsurers

Electronic data processing equipment and
software

Furniture and equipment, including health
care delivery assets

Health care and other amounts receivable

Aggregate write-ins for other than invested
assets

Total Assets

Assets
As of December 31, 2015

Nonadmitted

Assets Assets
$ 4,375,047 $
37,073,867
15,420,458
13,436,323
16,692
3,346,311 28,790
1,589,059
382,800
3,095,325 2,984,224
3,039,207 961,076
6,303,933 5,745
1,592,078 1,410,184
$89,671,100 $5,390,019

Group Health Cooperative of South Central Wisconsin

Liabilities and Net Worth
As of December 31, 2015

Claims unpaid

Unpaid claims adjustment expenses
Premiums received in advance
General expenses due or accrued

Amounts withheld or retained for the account of others
Aggregate write-ins for other liabilities [including $(587,288)

current]
Total liabilities

Aggregate write-ins for special surplus funds
Gross paid in and contributed surplus
Unassigned funds (surplus)

Total capital and surplus

Total Liabilities, Capital and Surplus

14

$ 3,200,000
(6,400,000)
42,394,499

Net Admitted
Assets

$ 4,375,047
37,073,867
15,420,458

13,436,323
16,692

3,317,521

1,589,059
382,800

111,101

2,078,131
6,298,188

181,894

$84,281,081

$27,684,388
975,372
8,963,959
6,641,361
234,214

587,288
45,086,582

39,194,499

$84,281,081



Group Health Cooperative of South Central Wisconsin
Statement of Revenue and Expenses
For the Year 2015

Net premium income

Aggregate write-ins for other health care related revenues
Aggregate write-ins for other non-health revenues

Total revenues

Medical and hospital:

Hospital/medical benefits $191,051,075
Other professional services 57,009,554
Outside referrals 1,783,265
Emergency room and out-of-area 25,144,334
Prescription drugs 43,134,773
Aggregate write-ins for other hospital and medical 30,004,140
Subtotal 348,127,141
Less
Net reinsurance recoveries 1,090,057
Total medical and hospital 347,037,084
Claims adjustment expenses 9,899,780
General administrative expenses 30,961,549

Total underwriting deductions
Net underwriting gain or (loss)

Net investment income earned 4,426,601
Net realized capital gains or (losses) 79,394

Net investment gains or (losses)

Net income (loss)

15

$383,426,198
200

151,311
383,577,709

387,898,413
(4,320,704)

4,505,995

$ 185,291



Group Health Cooperative of South Central Wisconsin

Capital and Surplus Account

For the Five-Year Period Ending December 31, 2015

Capital and surplus,
beginning of year

Net income (loss)

Change in net unrealized
capital gains/losses

Change in net deferred
income tax

Change in nonadmitted
assets

Write-ins for gains and
(losses) in surplus:
Other

Surplus, End of Year

2015 2014 2013 2012 2011
$38,050,099  $58,050,358 $ 76,477,034 $80,822,892  $75,591,122
185,291  (18,746,668) (15,682,617)  (5,532,138) 7,099,574
(1,422,677) (1,512,749) (219,300) 2,319,123 (1,727,605)
(202,711)
2,584,498 215,888 (2,541,196) (678,531) (177,392)
43,270 16,437 (454,312)* 37.193
$39,194,500 $38,050,099 $58,050,358 $76,477.034  $80,822,892

* This included $(357,258), which should have been reported at line “Change in net deferred income tax”

above.
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Group Health Cooperative of South Central Wisconsin
Statement of Cash Flows
As of December 31, 2015

Premiums collected net of reinsurance

Net investment income

Miscellaneous income

Total

Less:
Benefit- and loss-related payments
Commissions, expenses paid and aggregate

write-ins for deductions

Total

Net cash from operations

Proceeds from investments sold, matured or repaid:
Bonds
Stocks

Total investment proceeds

Cost of investments acquired—long-term only:
Bonds
Stocks
Real estate
Total investments acquired

Net cash from investments

Cash provided/applied:
Other cash provided (applied)

Net change in cash, cash equivalents, and short-term
investments

Cash, cash equivalents, and short-term investments:

Beginning of year

End of Year

17

$ 1,400,000
15,802,698

1,764,317
1,594,358
679,828

$345,304,008
40,211,152

17,202,698

4,038,503

$382,985,877
5,578,921

151,511

388,716,309

385,515,160
3,201,149

13,164,195
(1,492.866)
14,872,479

(1,436,158)
$ 13,436,321



Year

2015
2014
2013
2012
2011

Growth of Group Health Cooperative of South Central Wisconsin

Medical
Capital and Premium Expenses Net
Assets Liabilities Surplus Earned Incurred Income
$ 84,281,081 $45,086,582  $39,194,499 $383,426,198 $347,037,084 $ 185,291
87,645,952 49,595,849 38,050,099 367,119,149 356,797,066  (18,746,668)
101,529,940 43,479,581 58,050,358 313,758,353 303,689,306 (15,682,617)
116,384,233 39,907,199 76,477,034 294,216,640 280,330,585 (5,532,138)
124,153,559 43,330,673 80,822,892 277,688,457 252,264,683 7,099,574
Medical Administrative Change
Profit Expense Expense in
Year Margin Ratio Ratio Enrollment
2015 0.0% 90.7% 10.7% -5.2%
2014 -5.0 95.9 11.0 13.3
2013 -4.9 96.0 11.0 35
2012 -1.8 94.6 9.6 3.7
2011 25 90.9 9.6 5.3
Enrollment and Utilization
Average
Hospital Length
Year Enrollment Days/1,000 of Stay
2015 78,228 271.68 4.1
2014 82,533 398.31 6.0
2013 72,867 274.45 4.1
2012 70,433 283.20 3.9
2011 67,933 299.13 4.2

18



Per Member Per Month Information

Percentage

2015 2014 Change
Premiums:
Commercial $412.82  $392.71 5.1%
Medicare supplement 189.53 179.17 5.8
Federal employees health benefits plan 524.88 502.45 4.5
Title XIX Medicaid 169.33 139.17 21.7
Total 397.69 382.00 4.1
Expenses:
Hospital/medical benefits 197.79 250.74 -21.1
Other professional services 59.02 35.77 65.0
Outside referrals 1.85 17.53 -89.5
Emergency room and out-of-area 26.03 0.00 NA
Prescription drugs 44.66 40.52 10.2
Other medical and hospital 31.06 25.27 22.9
Less: Net reinsurance recoveries 1.13 0.45 150.0
Total medical and hospital 359.27 369.37 -2.7
Claims adjustment expenses 10.25 4.69 118.6
General administrative expenses 32.05 37.76 -15.1
Total Underwriting Deductions $401.57 $411.83 -2.5

Assets, capital and surplus, and net income had significantly declined since the last
examination. In 2012, the Cooperative reported an underwriting loss of $12.0 million, brought
about by lower than expected premium rates on the State of Wisconsin contract, experiencing
less severity but significantly higher frequency of claims, price competition in the Dane County
market, and a decrease in membership of the Madison School District contract. Also in 2012, the
State of Wisconsin Employee and Retirement health plan implemented co-insurance of up to
$500 per individual per year, resulting in a reduction of premium to insurer participants of 2.2%,
with lower anticipated claims as a result the benefit adjustment. Despite the introduction of
co-insurance to participants, GHC-SCW estimated that it needed increases in premium by 6.1%
in 2012, 8.6% in 2013, 5.0% in 2014, and 7.7% in 2015.

The net loss escalated in 2013 and 2014 as competitive pressure on premiums in
Dane County continued and medical and hospital expenses were higher than expected.
Beginning in 2013, the Cooperative increased staff on the expectation of increased membership
which would require an adequate adjustment in clinic staffing in order to provide its members with

expected access to health care services. The Cooperative also increased staff to institute the
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Coordinated Access program, in anticipation of increased membership as a result of the
Affordable Care Act (ACA) and participation in the Federally Facilitated Marketplace (FFM), and
to comply with the ACA-related reporting requirements. Additional providers and support staff
were hired to accommodate this anticipated additional growth. The Cooperative anticipated
4,000 additional members, but added only 500 new members. In addition, the Cooperative hired
IT/IS staff to support the increased reporting requirements under the ACA and to develop and
implement significant upgrades to the Electronic Medical Record System to increase efficiencies
in the clinics. The Cooperative also hired additional staff for expected membership growth that
subsequently did not occur. And lastly, the Cooperative introduced a 24-hour NurseConnect line
to meet NCQA requirements, which required the addition of nurses to staff the line.

In 2014, the Cooperative experienced unusually high drug expenses that increased
17% over 2013. This was related to the increase in the use of expensive specialty medicines and
the rising cost of generic drugs. This impacted underwriting by approximately $10.1 million
between 2013 and 2014. Additionally, in 2014, the Cooperative missed its budget projections as
a result of the increased membership outside the staff model. Traditionally, the distribution
between staff model membership and outside the staff model membership was 80%-20% staff
versus non-staff model. In 2014, the new enrollment was 35%-65% staff versus non-staff model
which caused an increase in claims higher than the expected budgeted claims by approximately
$10.0 million.

In the middle of 2015, the Cooperative had a significant change of its board and top
management. A new set of officers and directors was elected. The new management has
developed initiatives and corrective actions to address the negative trends. As a result,
operations dramatically improved from a net loss of $18.7 million in 2014 to a net income of

$185 thousand at the end of 2015, an improvement of almost $19 million.
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Financial Requirements

The financial requirements for an HMO under s. Ins 9.04, Wis. Adm. Code, are as

follows:
Amount Required
1. Minimum capital or Either:
permanent surplus $750,000, if organized on or after July 1, 1989
or
$200,000, if organized prior to July 1, 1989
2. Compulsory surplus The greater of $750,000 or:
If the percentage of covered liabilities to total liabilities is
less than 90%, 6% of the premium earned in the previous
12 months
If the percentage of covered liabilities to total liabilities is at
least 90%, 3% of the premium earned in the previous
12 months
3. Security surplus The greater of:
140% of compulsory surplus reduced by 1% of compulsory
surplus for each $33 million of additional premiums earned
in excess of $10 million
or

110% of compulsory surplus
Covered liabilities are those due to providers who are subject to statutory hold-harmless

provisions.
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The Cooperative's calculation as of December 31, 2015, as modified for examination

adjustments is as follows:

Assets $84,281,081
Less:
Special deposit (at market value) 3,900,704
Liabilities 45,086,582
Examination adjustment 3,112,374
Investments in excess of maximum allowable
by ch. 620, Wis. Stat. 19,183,489°
Assets available to satisfy surplus $12,997,932
requirements
Net premium earned — HMO business $342,611,113
Compulsory factor 3% 10,278,333
Net premium earned — incidental indemnity 41,540,703
Compulsory factor 10% 4,154,070
Compulsory surplus 14,432,403
Compulsory Surplus Excess/(Deficit) $(1,677,903)

Assets available to satisfy surplus

requirements $12,997,932
Compulsory surplus $14,432,403

Security factor 129%

Security surplus 18,617,799
Security Surplus Excess/(Deficit) $(5,618,869)

Note: The cooperative took actions in 2016 to bring the investments within the limits of ch. 620,
Wis. Stat. thereby eliminating the compulsory and security surplus deficiencies reported above.
In addition, there is a special deposit requirement equal to the lesser of the following:

1. An amount necessary to maintain a deposit equaling 1% of premium
written in this state in the preceding calendar year

2. One-third of 1% of premium written in this state in the preceding
calendar year

The Cooperative has satisfied this requirement for 2015 with a deposit of $3,845,000 (par value)

with the State Treasurer.

® This adjustment in assets is discussed later in the report at page 27.
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Reconciliation of Capital and Surplus per Examination
The following schedule is a reconciliation of capital and surplus between that
reported by the company and as determined by this examination:

Capital and surplus December 31, 2015,

per annual statement $39,194,500
Examination adjustments: Increase Decrease
Premium deficiency reserve $0 $(3,112,374) (3,112,374)

Capital and Surplus December 31, 2015,
Per Examination $36,082,126
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VI. SUMMARY OF EXAMINATION RESULTS

Compliance with Prior Examination Report Recommendations

There were five specific comments and recommendations in the previous

examination report. Comments and recommendations contained in the last examination report

and actions taken by the Cooperative are as follows:

1.

Insolvency Protection for Policyholders—It is recommended that the Cooperative enter into
an arrangement to ensure the availability of alternate coverage for its enrollees in the event of
insolvency in accordance with s. Ins 9.04 (6) (2), Wis. Adm. Code, or, alternatively, comply
with the insurer capital requirements specified in s. Ins 51.80, Wis. Adm. Code, and calculate
its compulsory surplus using the rates specified therein.

Action—Compliance

Annual Statement Reporting — Supplemental Health Care Exhibit—It is recommended that
the Cooperative develop formal written policies and procedures for identifying qualified
Quality Improvement (Ql) expenses to be reported in the Supplemental Health Care Exhibit —
Part 3. These policies and procedures should require a periodic analysis of the coop’s
administrative expenses to identify qualified QI expenses, including the criteria used to
identify the expense as a qualified QI expense, the quality improvement goal achieved, and
the methodology for capturing the QI expense for reporting (i.e., the GL account/sub-
accounts that will be used to accumulate these expenses).

Action—Compliance

Annual Statement Reporting — Supplemental Health Care Exhibit—It is further recommended
that allocated QI expenses be reviewed by a senior manager during the financial reporting
process for compliance with the Cooperative’s policies and procedures and the NAIC Annual
Statement Instructions — Health, with evidence of this review documented for future
reference.

Action—Compliance

Reinsurance — Intermediary-Brokers—It is recommended that the Cooperative execute a
written agreement with its reinsurance intermediary-broker which complies with the
requirements of s. Ins 47.03, Wis. Adm. Code.

Action—Compliance

Investments — Statutory Compliance—It is recommended that the Cooperative implement
procedures to ensure that its invested assets comply with the limits set forth in s. Ins 6.20 (8)
(k), Wis. Adm. Code, and s. 620.22 (9), Wis. Stat. If at any time the Cooperative’s invested
assets exceed these limitations, the Cooperative shall adjust its compulsory and security
surplus calculation accordingly.

Action—Non-compliance, see comments in the “Summary of Current Examination Results”
section of this report
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Summary of Current Examination Results

This section contains comments and elaboration on those areas where adverse
findings were noted or where unusual situations existed. Comment on the remaining areas of the
Cooperative's operations is contained in the examination work papers.
Conflict of Interest Statements

In accordance with a directive of the Office of the Commissioner of Insurance (OCI),
each company is required to establish a procedure for the disclosure to its board of directors of
any material interest or affiliation on the part of its officers, directors, or key employees which
conflicts or is likely to conflict with the official duties of such person. A part of this procedure is
the annual completion of a Conflict of Interest statements (COIs) by the appropriate persons.

During the current examination, the Cooperative provided a copy of the COls of those
officers and directors who served the Cooperative and who are required to submit such
statements on a yearly basis. Based on the review of COls, conflicts were properly disclosed and
signed by the respective officers and directors. However, the Cooperative failed to provide the
COls for the year 2011 and some of the statements for 2013. The examiners were informed that
the Cooperative could not locate the COls and believed these were misplaced. It appears that
the Cooperative had not properly maintained its COl files. It is recommended that the
Cooperative properly maintain its conflict of interest statements in accordance with a directive
issued by the Office of the Commissioner of Insurance.
Premium Deficiency Reserve

The examination team obtained and reviewed the independent actuary’s
documentation on premium deficiency reserve. Following are the independent actuary’s

determination of premium deficiency reserves by business segment:

Business Segment Reserves

Individual $(2,337,898)
Large employers 7,106,179
Small employers 2,811,404
Social programs (774,476)
Total $ 6,805,209

* Deficient reserves = $3,112,374
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Review of the annual statement noted that the Cooperative failed to report those
business segments showing deficient premium deficiency reserve in the Underwriting and
Investment Exhibit, Part 2D - Aggregate Reserve for Accident and Health Contracts Only. As
shown above, the business segments with deficient premium deficiency reserve were Individual
and social programs, with total deficiency of $3,112,374.

According to SSAP No. 54 paragraph 19 of the NAIC Accounting Practices and

Procedures Manual, “When the expected claims payments or incurred costs, claim adjustment

expenses, and administration costs exceed the premiums to be collected for the remainder of a
contract period, a premium deficiency reserve shall be recognized by recording an additional
liability for the deficiency, with a corresponding charge to operations. For purposes of
determining if a premium deficiency exists, contracts shall be grouped in a manner consistent
with how policies are marketed, serviced and measured. A liability shall be recognized for each
grouping where a premium deficiency is indicated. Deficiencies shall not be offset by anticipated
profits in other policy groupings. Such accruals shall be made for any loss contracts, even if the
contract period has not yet started.” It is recommended that business segments showing
deficient premium deficiency reserve shall be reported in the Underwriting and Investment
Exhibit, Part 2D - Aggregate Reserve for Accident and Health Contracts Only, in accordance with

SSAP No. 54 of the NAIC Accounting Practices and Procedures Manual, and as required in the

NAIC Annual Statement Instructions — Health. An examination adjustment of $3,112,374 is

reflected in the section of this report captioned “Reconciliation of Capital and Surplus per

Examination.”

Actuarial Memorandum

With the assistance of the in-house reserves specialist, the examination reviewed the

Cooperative’s independent actuary’s memorandum. The following deficiencies were noted:

a) The loss triangles, from which the factors were derived, were not included. It was not clear
what data was used to determine the factors. A factor of 4.5% of claims payable was used to
calculate the reserve for claims adjusting expenses, but it is not clear how this rate was
determined. Additionally, a narrative component was not included in the memorandum,

which might have been helpful in explaining the above items.

b) The memorandum did not include documentation of the reconciliation from the data used for
the analysis to the Underwriting and Investment Exhibit, Part 2B.
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¢) The memorandum did not include details regarding the premium deficiency reserve analysis
(PDR) or any supporting calculations that will explain the PDR review.

According to the NAIC Annual Statement Instructions — Health, the actuarial

memorandum should contain both narrative and technical components. The narrative component
should provide sufficient detail to clearly explain to the company management, the regulator, or
other authority the findings, recommendations and conclusions, as well as their significance. The
technical component should provide sufficient documentation and disclosure for another actuary
practicing in the same field to evaluate the work. This technical component must show the
analysis from the basic data (e.qg., claim lags) to the conclusions. Furthermore, the actuarial
memorandum must include an exhibit which ties to the annual statement and compares the
actuary’s conclusions to the carried amounts, and the documentation of the required
reconciliation from the data used for analysis to the Underwriting and Investment Exhibit, Part 2B.
It is recommended that the Cooperative provide an actuarial memorandum that conforms to the

requirements prescribed in the NAIC Annual Statement Instructions — Health.

Investments — Statutory Compliance

According to s. 620.23 (2) (b), Wis. Stat., all securities of a single issuer and its
affiliates, other than the government of the United States and subsidiaries of the types authorized
under s. 611.26 (1) to (3), Wis. Stat., shall be limited to 10% of the insurer’s assets. Section
620.22 (9), Wis. Stat., provides for investments not otherwise permitted by this section and not
specifically prohibited by statute, which are limited to the extent of not more than 5% of the first
$500,000,000 of the insurer’s assets plus 10% of the insurer’s assets exceeding $500,000,000.
This is also referred to as the “basket clause.”

The Cooperative’s investments in Vanguard stock mutual funds amounting
$31,825,651 had exceeded the individual limitation of 10% of assets for all securities of a single
issuer and its affiliates as set forth under s. 620.23 (2) (b), Wis. Stat., by $23,397,543. Aside from
the excess in an individual single issuer, the Cooperative’s total investments not otherwise
permitted and not specifically prohibited by statute had exceeded the basket clause set forth

under s. 620.22 (9), Wis. Stat., by $19,183,489. It is again recommended that the Cooperative
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divest excess investments within three months after adoption of this examination report in
accordance with ss. 620.23 (2) (b) and 620.22 (9), Wis. Stat.
Report on Executive Compensation

Under s. 611.63 (4), Wis. Stat., the amount of all direct and indirect remuneration for
services, including retirement and other deferred compensation benefits and stock options, paid
or accrued each year for the benefit of each director and each officer and member of executive
management, as defined by the commissioner, whose remuneration exceeds an amount
established by the commissioner, and for all directors and officers as a group shall be included in
the annual report made to the commissioner.

Upon review of the Report on Executive Compensation for the year 2015, it was
noted that the Cooperative failed to include in the report all employer-paid insurance premiums
for the executives, such as Health & Dental Insurance and Life & Disability Insurance. Itis
recommended that the Cooperative include all employer-paid insurance premium for the
executives in any future Report on Executive Compensation in accordance with s. 611.63 (4),
Wis. Stat., and as required in the revised OCI Form 22-060 (R 12/2015).

Supplemental Compensation Exhibit

In the same manner as mentioned above, the Health & Dental Insurance and Life &

Disability Insurance premiums were not included as other compensation in the Supplemental

Compensation Exhibit, Part 2, of the annual statement. According to NAIC Annual Statement

Instructions — Health, the reporting entities shall disclose all the compensation of all individuals

serving as the principal executive officer (PEO), principal financial officer (PFO), including the
entity’s three most highly compensated executive officers other than the PEO and PFO, and the
next five highest compensated employees whose individual total compensation exceeds
$100,000. The executive compensation to be reported shall include all other compensation such
as:
e Perquisites and other personal benefits, or property, unless the
aggregate amount of such compensation is less than $10,000;
o All “gross-ups” or other amounts reimbursed during the fiscal year
for the payment of taxes;

¢ Reporting entity contribution or other allocations to vested and
unvested defined contribution plans;
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e A change in control of the reporting entity;

e The dollar value of any insurance premiums paid by, or on behalf
of, the reporting entity during the covered fiscal year with respect
to life insurance benefit of a named officer or employee; and

e The dollar value of any dividends or other earnings paid on stock
or option awards, when those amounts were not factored into the
grant date fair value required to be reported for the stock or option
award.

It is recommended that the Cooperative include all employer-paid insurance
premiums for the executives in the future filing of Supplemental Compensation Exhibit, Part 2, of

the annual statement in accordance with the NAIC Annual Statement Instructions — Health.

Provider Contracts

Section 609.91 (1), Wis. Stat., requires that under certain conditions health care
providers may not hold HMO insurer enrollees or policyholders (enrollees) liable for costs covered
under an HMO insurer policy. For many health care providers, application of s. 609.91 (1), Wis.
Stat., is “mandatory” or it applies unless the provider elects to “opt-out” from the provisions. A
provider permitted to “opt-out” must file timely notice with the Wisconsin Office of the
Commissioner of Insurance.

Section 609.94, Wis. Stat., requires each HMO insurer to provide a summary notice
to all of its contracting or participating providers of the statutory limitations and requirements in
ss. 609.91 to 609.935, and 609.97 (1), Wis. Stat. Section Ins 9.13, Wis. Adm. Code, requires the
HMO insurer to use the form prescribed in ch. Ins 9 Appendix C, Wis. Adm. Code, to comply with
S. 609.94, Wis. Stat.

The examination reviewed a sample of the Cooperative’s current provider contracts.
The review disclosed a lack of evidence that the notice was provided to contracting providers as
required. Itis recommended that the Cooperative provide a summary notice to all its contracting
providers and participating providers regarding the “hold-harmless” provision pursuant to
s. 609.94 (1), Wis. Stat., and use the form prescribed in Appendix C of ch. Ins 9, Wis. Adm.

Code.
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VIl. CONCLUSION

Group Health Cooperative of South Central Wisconsin is a nonprofit mixed model
HMO that was incorporated on March 13, 1972, and commenced business on March 1, 1976.
The Cooperative was established as a consumer cooperative under ch. 185, Wis. Stat., with the
assistance of federal grants and loans and is federally qualified. As of December 31, 2015, the
Cooperative had 78,228 members and a service area comprised of nine Wisconsin counties.
Eighty-eight percent of its business is in commercial health insurance.

The Cooperative’s capital and surplus of $39.2 million at the end of 2015 had
decreased by 52% over the five-year period from 2011. The decrease was primarily due to
significant losses from operations that began in 2012 and escalated in 2013 and 2014. Several
factors contributed to the Cooperative’s poor operating results, such as market pressure in Dane
County, higher medical and hospital expenses, and increased staffing and IT upgrade in
anticipation of additional growth brought about by the Affordable Care Act (ACA) and participation
in the Federally Facilitated Marketplace (FFM), as well as compliance to ACA-related reporting
requirements. The Cooperative expected 4,000 additional members from the ACA exchange, but
only 500 new members were added.

New management was appointed and/or hired and new initiatives were developed in
2015 to reverse the negative trends. At the end of 2015, the Cooperative reported net income of
$185 thousand versus a net loss of $18.7 million in the prior year, an improvement of almost
$19 million.

The current examination resulted in seven recommendations, with one repeat
recommendation and no adjustments to surplus. The recommendations are explained in the

“Summary of Current Examination Results” section of this report.
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VIIl. SUMMARY OF COMMENTS AND RECOMMENDATIONS

Conflict of Interest Statements—It is recommended that the Cooperative properly
maintain its conflict of interest statements in accordance with a directive issued by
the Office of the Commissioner of Insurance.

Premium Deficiency Reserve—It is recommended that business segments
showing deficient premium deficiency reserve shall be reported in the
Underwriting and Investment Exhibit, Part 2D - Aggregate Reserve for Accident
and Health Contracts Only, in accordance with SSAP No. 54 of the NAIC
Accounting Practices and Procedures Manual, and as required in the NAIC
Annual Statement Instructions — Health.

Actuarial Memorandum—It is recommended that the Cooperative provide an
actuarial memorandum that conforms to the requirements prescribed in the NAIC
Annual Statement Instructions — Health.

Investments — Statutory Compliance—It is again recommended that the
Cooperative divest excess investments within three months after adoption of this
examination report in accordance with ss. 620.23 (2) (b) and 620.22 (9), Wis. Stat.

Report on Executive Compensation—It is recommended that the Cooperative
include all employer-paid insurance premium for the executives in any future
Report on Executive Compensation in accordance with s. 611.63 (4), Wis. Stat.,
and as required in the revised OCI Form 22-060 (R 12/2015).

Supplemental Compensation Exhibit—It is recommended that the Cooperative
include all employer-paid insurance premiums for the executives in the future filing
of Supplemental Compensation Exhibit, Part 2, of the annual statement in
accordance with the NAIC Annual Statement Instructions — Health.

Provider Contracts—It is recommended that the Cooperative provide a summary
notice to all its contracting providers and participating providers regarding the
“hold-harmless” provision pursuant to s. 609.94 (1), Wis. Stat., and use the form
prescribed in Appendix C of ch. Ins 9, Wis. Adm. Code.
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