NJ HORIZON WATCH COA

Working for Quality and Affordable Health Care for All

MEMORADUM
To:  The Honorable Steven M. Goldman, Commissioner
From: Eve Weissman, on behalf of the NJ Horizon Watch Coalition
Date: January 16 2009

Re: Horizon Blue Cross Blue Shield of New Jersey (Horizon) Proposed
Conversion: Fairness Analysis

Upon reviewing the StateOs RFQ and RFPs fofour outside contractors as well as
the letters sent by the Department of Banking and Insurance (ODOBIO or Othe
DepartmentO)nd the Attorney General (OOAGG) Horizon, deeming the
application incomplete and requesting more information, the NJ Horizon Watch
Coalition, working closely with Community Catalyst, a nationally recognized
health care advocacy organization, has determined that the State is not taking
the necessary steps to hire qualified, independent experts to conduct a Fairness
Analysis that adequately evaluates the impact the proposed conversion and likely
sale or merger of Horizon would have on the health and economic status of New
Jersey residents and allows the State to make a sound judgment regarding
whether conversion is in the public interest as required by Chapter 131.

The following documents were reviewed to identify what additional analysis is
needed to determine the impact of the proposed conversion and likely sale or
merger of Horizon on New Jersey consumers and taxpayers:
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(1) Request for Qualifications for Special Counsel in connection with
HorizonOs proposed conversion;

(2) Request for Proposal for Accounting Services in connection with HorizonOs
proposed conversion;

(3) Request for Proposal for Actuarial Services in connection with HorizonOs
proposed conversion;

(4) Request for Proposal for an Investment Banker in connection with
HorizonOs proposed conversion;

(5) New Jersey Department of Banking and Insurance (DOBI) October 14,
2008 letter to Horizon requesting additional information; and

(6) New Jersey Attorney GeneralOs (AG) October 14, 2008 letter to Horizon
requesting additional information.

While the State has hired four outside contractors to assist in the review of the
transaction, it does not appear that DOBI and the OAG have retained an expert
that can adequately evaluate the potential effects of the proposed conversion
and likely sale or merger of Horizon on health services and coverage in the
State.

Based on a review of the RFQ and RFPs for the four outside contractors, it
appears that evaluation of the proposed transactionOs health impacts is a minimal
aspect of the requested scope of work. For example, the RFP for Accounting
Services asks that the Contractor provide guidance, analysis and advice on only
two health impact-related issues:

2. An evaluation of the current systems, practices, policies and
procedures and any changes anticipated with conversion.

4. A review of the lines of business and products including the geographic
areas in which business will be written, including any plans to expand into
other states, or reenter markets in which the Company previously
withdrew. Also the Contractor will assist the Commissioner and/or the AG
n determining what types of insurance programs and services the
converted insurer will seek to reduce or terminate.

Similarly, the RFP for an Investment Banker asks for only minimal guidance,
analysis and advice on the health impact-related issues:

11. Whether the proposed conversion is the best alterative to the health
services corporation in carrying out its mission and purposes.

Neither the RFQ for Special Counsel nor the RFP for Actuarial Services
addresses health impact in any regard.

A review of the DOBI and OAG letters to Horizon also reveals that evaluation of
the health impact of the proposed conversion is not a primary area of inquiry.



For instance, the October 14, 2008 DOBI letter contained 28 multi-part requests
for information. Of those, the following were the only health impact-related
requests:

6. Unlike the conversion plans of other BCBS entities, this plan does not
include any caps on rate increases, any commitment to remain in
underserved markets, or any commitment to maintain the surplus of the
converted company at a certain level. Provide Horizon’s evaluation of
these elements and how they might affect a finding that the plan is fair and
equitable, and promotes the public interest, as required by NJSA 17:48E-
52.

10.a. How does Horizon measure whether it is the “best health plan” and
how will conversion increase such measurement? Why is being the “best”
consistent with Horizon’s statutory mandate to provide health care
services to members/

10.b. How does Horizon currently help its members become and stay
healthy as stated in the plan and how does it intend to do so in the future?

10.d. What specific investments does Horizon pan to make to provide
market leading services to members and other constituents? Does this
refer to services to members and other constituents? Does it refer to
services already offered by competitor plans such as electronic referrals
and provider ranking?

10.e. Provide detail as to how conversion will enable Horizon to respond
better to state and federal health reform.

11. Appendix A states that Horizon has significantly improved the quality
of health care in New Jersey through the introduction of education,
prevention, wellness and care management programs. What is the
approximate annual cost to Horizon of these programs? How does
Horizon measure the improvement in the quality of health care resulting
from such programs? How are these programs relevant to the conversion
application, i.e. how does not converting prevent or inhibit further
improvements?

28. Exhibit | to Appendix A refer to network pricing, Please elaborate on
Horizon’s plans to tier its provider networks. Do you expect to develop
products with varying cost sharing based on the network tier? How would
conversion from a health service corporation to an insurance company
affect your ability to do this? Would network tiering primarily affect
Horizon’s stock subsidiary and thus be relatively unaffected by
conversion?



Likewise, the October 14 2008 AG letter contained 55 multi-part requests for
information. Of those, the following were the only health impact-related requests:

16. Any and all documents which refer or relate to and/or describe the
mission and purposes of Horizon, its affiliates and the communities it
serves.

19. Any and all documents, reports or other materials discussing or
analyzing whether or not the proposed conversion would benefit Horizon's
subscribers, its employees or its management and whether or not it would
enhance Horizon’s mission and purposes.

Based on this review, we recommend that the State hire a qualified, independent
consultant to conduct a Fairness Analysis. The goals of this study would be:

" To assess the impact HorizonOsonversion and likely sale or merger
would have on accessible, affordable, quality health care for consumers.

" To assess the impact HorizonOsonversion and likely sale or merger
would have on access to health care specifically for vulnerable
populations such as children, seniors, people with disabilities, low income
families, people with HIV and people with chronic illnesses.

" To carefully analyze HorizonOs proposed business plan and profit goals to
determine whether they will adequately address the health care needs of
the community.

" To determine if HorizonOs conversion plan would assure affordable and
accessible services and products that will meet the community's needs.

" To include the community in the Fairness Analysis through comments
provided in interviews and public hearing testimony.

From the documents available for review it does not appear that the State of NJ
has focused attention on health impacts, community needs status, market trends,
lines of business and other items listed below. The issues listed below should be
the subjects of the Fairness Analysis.

Community Needs/Status
Objectives:
1) To understand the current health needs of the community and how
dependent the community is on HorizonOs services and coverage.

2) To understand if Horizon is currently addressing the community's needs or
if it could be doing more to meet those requirements.

! More information is also available through Community CatalystOs publication/ooking at the Full
Picture: Analyzing the Community Health Impact of Hospital and Insurer Transactions (November

2003).




3)

To determine if the proposed conversion and likely sale or merger will
address those needs and improve the health status of the community.

Questions/Issues:

1)

2)

3)

4)

5)

6)

7)

8)

What are the demographics for HorizonOs service areaGender, race,
ethnicity, age, income, insurance coverage (including Medicaid, Medicare,
State Health Benefits Plan, and other state programs) and the number of
uninsured; Age related health care issues, morbidity/ mortality rates and
race related health care issues; Seniors and people with disabilities
with/without prescription drug coverage.)

What are the services available in HorizonOs service area? (including, but
not limited to, the ratio of physicians to consumers; mental health services;
substance abuse services; acute care services)

How will the health status of the community be affected by the conversion
and likely sale or merger of Horizon? Will it result in greater/less access
to insurance coverage, health care and prescription drugs?

Will the health of the community be improved overall by the conversion
and likely sale or merger of Horizon to a for-profit entity?

What will the affect of the conversion and likely sale or merger be on the
health status of specific populations - children, seniors, uninsured,
disabled, minority communities, people with HIV, people with chronic
illness?

How will residents who currently have significant medical needs be
affected by the proposed conversion if it is approved?

How will presently uninsured residents benefit from the conversion, if at
all?

What are the major areas of health needs in the service area and does
Horizon currently address these health issues through services or
coverage programs? Will these programs continue following the
conversion and likely sale or merger?

Market Trends

Objective: To identify what insurance coverage, programs and companies
currently exist in the State's insurance market and what percentage of the market
share Horizon controls.



Questions:

1) For the major providers of health care insurance in the State, determine:
headquarters.

number of subscribers.

number of employees.

any distinguishing characteristics regarding market position.
market share each company holds by product type and how many
enrollees are in each product:

HMO's

Individual market products

Small group products

Large group products

public programs other than Medicaid and Medicare

Medicaid

Medicare

PO T®

2) How many residents in the Horizon service area are covered by:
a. Medicare (include demographics on who is covered by Medicare,
where and their income levels; what insurers participate in
Medicare and in which programs)
b. Medicare HMO's
Medicare Supplemental Insurance providers.
Medicaid (include who is covered by Medicaid, including eligibility
levels for all populations and programs including SCHIP; what
insurers participate in the Medicaid program; what insurers have
stopped patrticipating in the Medicaid program)
e. State Health Benefits Plan
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3) Issues that affect the insurance market:
a. What are the practices and restrictions in underwriting and rating?
b. What are the insurance regulations (requirements for non-group
and small group insurance; HMO Patients' Bill of Rights)
c. Other public programs

Lines of Business

Objectives: To understand HorizonOs lines of business and whether they will
change post-conversion.

Questions:

1) ldentify each of HorizonOs lines of business and for each determine:
a. number of enrollees, deductibles, premiums, copays, other cost

sharing by consumers, history of participation in each product

market for the last five years, underwriting practices, the gross



premium income, net premium income, claims expenses, trends in
the products and net underwriting gains and losses by line of
business.

2) The following questions about the lines of business should be analyzed:

a. Is Horizon currently meeting the community's health needs?

b. What kind of coverage does Horizon provide to individuals with pre-
existing conditions? What waiting periods and exclusions affect
these consumers?

What is HorizonOs rating for its lines of business?

What are HorizonOs capital expeditures and depreciation working

capital?

e. Has any commitment been made to maintain access to the current
products offered by Horizon?

f. How will each of these lines of business change following the
conversion? And will Horizon discontinue any products following
conversion?

g. How will Horizon decide if services and products are unprofitable
and should be eliminated?

h. How will decisions be made about changing the products and will
there be a consideration of the consumer need?

i.  How will subscribers to these lines of business be affected by the
conversion?

J.  Will changes be made to underwriting in any of these lines of
business?

k. Considering the health status of the community, has Horizon made
any commitments to provide greater access to health care for
seniors?

oo

Benefits

Objectives: To understand Horizo~nOs current benefits and benefit limits, whether
these sufficiently met subscribersO needs and whether any changes will be made
post-conversion

Questions:

1) For each of HorizonOs line of business determine the followg:

a. Benefits and benefit limitations for each line of business, rules
governing access to specialists, limitations on benefit amounts
within each line of business, compare both insurer's benefits to
other insurers in the states in which they operate plans, the
prescription drug coverage for each line of business.

2) Analyze the following:



a. Are the current benefits provided by Horizon sufficient to meet the
needs of the subscribers?

b. Has Horizon made any commitments to maintain benefits or
improve benefits following the conversion?

c. What changes will Horizon make to the benefits following the
conversion? How will this affect consumers of those products?

Networks

Objectives: To evaluate HorizonOs current provider and hospital networks and
determine whether they will change post-conversion.

Questions:

1) For each of HorizonOs lines of business, determine the following:

a. The provider and hospital networks for each line of business
including any limitations on networks for each product, the process
for receiving care from a specialist and process for receiving out of
network care.

2) Analyze the following:

a. Are the current networks able to meet the needs of the
subscribers?

b. Has Horizon made any commitments to maintain provider networks
following the conversion?

c. Are there proposed changes to the networks that would limit access
to providers?

d. Is Horizon currently using a tiered cost based system to charge
consumers for services received from certain providers? Will this
continue following the conversion?

Loss Ratio/Cost s/Revenue

Objectives: To understand HorizonOs current administrative cost structure and
medical loss ratios and whether they will change post-conversion.

Questions:
1) For HorizonOs lines of business, determine the following:
a. Medical loss ratios for each of those lines of business,
administrative costs for each of the lines of business and annual
revenue from each line of business for the last 5 years.

2) Analyze the following:



a. Does Horizon expect to make any changes to its administrative
cost structure post-conversion? If yes, how will these changes
affect consumers?

b. Does Horizon expect to make any changes in levels and/or policies
on medical loss ratios post conversion? If yes, how will these
changes affect consumers?

Value of the Nonprofit

Objectives: To understand how Horizon currently uses the revenue from its tax
exemption and how the loss of that tax exemption might impact health services
and programs post-conversion

Questions:

1) How does Horizon utilize the revenue it maintains due to the tax
exemption?

2) What will happen to the programs that benefit from the tax exemption
following the conversion? What services, coverage or benefits will be
reduced due to the lack of the tax exemption?

3) How will those subscribers who benefit from HorizonOs use bthe tax
exemption continue to receive services?

4) Will premiums increase as a result of the lack of the tax exemption?

5) What services, coverage or benefits does Horizon currently provide that
are different from what other insurers provide in the same area?

Community Benefits

Objectives: To understand HorizonOs current community benefit programs and to
determine whether they will change post-conversion.

Questions:

1) List all the community benefits provided by Horizon including the amount
of assets it has allocated for each community benefit for the last five
years.

2) List the community benefits that have been discontinued by Horizon in the
last five years with an explanation of why the benefits were withdrawn.

3) Will the community benefits be altered in any way following HorizonOs
conversion?

State Programs

Objectives: To determines HorizonOs commitment to public programs post
conversion



Questions:

What is HorizonOs commitment to &te programs (such as high risk pools and
pharmacy programs) and what will effect will the conversion have on the
enrollees in those programs.

Other State Experiences

Objectives: To understand what the health impact of Blue Cross Blue Shield
conversions in other states in order to determine possible health impacts of
HorizonOs conversion in New Jersey

Questions:

In other states where nonprofit plans have converted to for-profit status:

Have products been altered?

Has there been an increase in premiums?

Have networks, benefits and/or coverage been altered?

Has the converted plan discontinued products?

Has the converted plan been a supporter/opponents of legislative

reforms to make insurance more affordable and to include more

consumer protections?

What has been the impact on the accessibility of health care?

g. What has been the impact on the health status of residents in those
states?

h. What converted plans have remained independent free standing
Blue Cross plans and which have been sold, acquired or merged
with Wellpoint/Anthem or some other entity?

PO T®
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Quality

Objectives: To understand the current level of quality of care at Horizon and
what impact conversion may have on that level.

Questions:

1) What have consumer satisfaction surveys and consumer complaints
collected by the state indicated about the quality of care at Horizon?

2) How will the conversion affect the quality of health care in the state?

3) Will the quality of care be maintained or improved for Horizon subscribers
after it converts to a for-profit?

4) Is there a commitment by Horizon to improve quality of care and how will
this be achieved?

5) What does the most recent HEDIS data indicate about the quality of care
at Horizon?
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6) If there are additional costs involved, will these be passed along to the

consumers through higher premiums?

7) How many consumer complaints has Horizon received in the last five

years?

Conversion

Objectives:

1) To understand HorizonOs current and expected financial status and how

this might impact access to and quality of health care in New Jersey.

2) To understand HorizonOs proposed busines plan and its potential impact

on access to and quality of health care in New Jersey.

3) To understand whether the leadership of Horizon took into account the

conversionOs potential impact on access to and quality of health care in
New Jersey.

Questions:

Financial Status:

1)
2)
3)

4)

What is the current financial health of Horizon and the valuation of the
plan?

How does the financial status of Horizon affect the coverage and benefits
the community currently receives from the plan?

How will the conversion change the financial status of Horizon and how
will this affect the community's access to health care?

Is it possible for consumers to continue to receive the same level of
services and coverage from Horizon if it remains a nonprofit?

Business Plan:

1)

2)

3)

4)

Considering the proposed business plan in the conversion application,
what are the profit goals and the overall goals and projections for Horizon
following the conversion?

What methods will Horizon use post-conversion to achieve the stated
goals and how will these relate to the operational, administrative and
financial aspects of Horizon?

What is the strength of the data Horizon is using to assume its future goals
and is this data accurate and an appropriate measure?

How will the public be affected by HorizonOs proposedjoals and will it
change the community's ability to obtain quality, affordable, accessible
health care? For instance, in order to meet the business plan, will
premiums rise, will benefits be discontinued, will the amount of community
benefits be reduced or will certain products be discontinued?
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Due Diligence:

1)

2)

3)

In deciding to convert to for profit, did HorizonOs Board of Directors and
management take into account how the conversion would affect the
community's access to necessary services?

Did the Board thoroughly consider the affect the conversion would have
on the health care needs of the community?

Did the Board consider the conversion the best way for the plan to fulfill its
charitable mission?

Final Conclusions

1)

2)

3)

4)

5)

6)

7)

8)

After analyzing the health status of the community, the health needs, the
insurance market, the products and the state programs, what is your
assessment of the impact of the conversion and likely sale or merger on
the health status and access to health care for the consumers?

How will specific populations be affected by the conversion and likely sale
or merger in terms of health status and health care accessibility?
Including: children, seniors, people with disabilities, low income families,
women, people with HIV, the uninsured and people with chronic illnesses.

Overall will the health care consumers be affected positively or negatively
by the conversion and likely sale or merger?

How has HorizonOs past conduct impacted consumers in different markets
and what does this indicate about its future actions?

What promises has Horizon made that it will be responsive to the health
care needs of the state's residents post-conversion?

Has Horizon made any specific demonstration through its filing or actions
that its conversion to a for-profit entity will benefit and improve the health
status of the residents of the state?

What affect will the conversion and likely sale or merger have on the
health care market in the community?

How will the conversion and likely sale or merger affect the other providers
in the community? How will the conversion and likely sale or merger affect
insurers in the community? Will this conversion and likely sale or merger
result in higher costs to insurers who may pass along these costs to
consumers in the form of premium increases?
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Thank you for your anticipated cooperation in considering these critical issues.
On behalf of the NJ Horizon Watch Coalition, we look forward to meeting with

you and your staff to protect consumers and the public interest.

Cc:

The NJ Horizon Watch Coalition

Phyllis Salowe-Kaye, Executive Director, New Jersey Citizen Action

The Honorable Jon S. Corzine, Governor

The Honorable Ron Chen, NJ Public Advocate

The Honorable Anne Milgram, Attorney General

The Honorable Jay Ganzman, Deputy Commissioner, OAG
The Honorable Heather Howard, Commissioner, DHSS
The Honorable Jennifer Velez, Commissioner, DHS
Senator Joseph Vitale

Senator Loretta Weinberg

Assemblyman Herb Conaway

Diane Legreide, Deputy Chief of Staff, Office of the Governor
Al Alvarez, Policy Advisor, Office of the Governor
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