Wellmark Response to Question 1

Question 1: What factors were taken into consideration when coming up with the health
insurance rates for 2010?

Wellmark considers several factors in the development of premium rates, including the state
regulatory requirements, the financial adequacy and expected future costs of health care, the
operating costs, and the overall corporate operating margin. In determining the individual
market rates, the Company’s actuaries consider the following factors:

First, the current adequacy of the premium rates is considered. The rates for lowa individual
policyholders for the period effective April 1, 2009 through March 31, 2010 were not adequate
to cover claims and operating expenses as shown by the 11.5% loss on individual business
premiums. Claims costs were much higher in 2009 than anticipated or budgeted. This was also
true for the previous year.

Second, future medical claims are estimated. We take into account current health cost trends and
project future trends. Consideration is given to the projected changes to provider payments, any
changes we might expect in utilization, and new technology and drugs. As an example, two of
the many considerations in projecting drug trend are the Company’s knowledge of new drugs
that we will cover as well as drugs that are moving to generic. The price for a brand name drug
typically increases several months before a generic becomes available.

The Company also prices for expected administrative expenses, commissions, premium taxes
(collectively “operating costs”), and margin. For administrative expenses, a study is completed
each year to determine expenses by market segment, which expenses are then used in pricing.
Wellmark also compares its administrative expenses to other insurance carriers each year, and
Wellmark consistently fares well as one of the lowest cost insurers. Commission assumptions
are based on anticipated commission payments to non-employed brokers and agents selling the
Company’s products. Premium taxes in lowa are 1.00% of premium. Margins will vary by
market segment to reach the overall corporate targets for operating margin.

Wellmark does not price to make up losses that have been incurred in the past, but must bring
rates up to an adequate level before pricing for the future. The example below shows a premium
with a targeted medical expense ratio of 85% when the premium was set at $100. The “Today”
column indicates that claims for medical expenses were actually $90 instead of $85. When the
policy is priced for the next year, a 10% claims trend is assumed, which projects claims at $99.
Claims are projected based on the actual observed financial results, and are not based on the
prior year pricing. The Company then adds the operating expenses for a total premium of $114,
which is a 14% increase over the prior rate, although a 10% claims trend is expected. If the
Company were making up past losses of $5 in this example, then the new premium would be
$119, not $114.
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Example of Rating Process

Approxmately Today

Medical Expenses $90  —
10% Increase

Operating Expenses $15 $15 $15

Recommended $100 e—————) $114
Premium 14% Increase
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Wellmark Responseto Question 2

Question 2: Were the 2010 rates reviewed by any independent actuarial firm before being
presented to the lowa Insurance Division? If so, please provide a copy of this independent
analysis and any supporting documentation.

Wellmark did not use an independent actuarial firm to review the 2010 rates and to our
knowledge, most health insurers do not use outside actuaries for annual rating reviews.

The Actuarial staff at Wellmark includes three Fellows of the Society of Actuaries (FSA) and
two Associates of the Society of Actuaries (ASA). The initial rate information is compiled by
analysts. A senior actuary, an FSA, then takes the information and determines the factors to use
in projecting claims, administrative expenses, commissions, premium taxes, and margin. The
senior actuary also develops various rate scenarios to comply with lowa law that limits the
increases between blocks of business and also limits the ratio of the highest rated block of
business to the lowest rated block of business. Relativities between benefit plans are reviewed.
Any changes to benefit relativities must be revenue neutral. The senior actuary has analysts and
ASAs available to assist when developing the rates.

The analysis is then reviewed with the Vice President, Actuarial, who is also an FSA. Before
finalizing the rates, the information is shared with the Chief Financial Officer. Wellmark’s in-
house staff has the background and education to complete the rate analysis without hiring an
outside actuarial firm. An outside actuary may be used, and has been used in the past, for
specific questions, such as national and regional medical expense trend information. Wellmark
uses two independent actuarial firms to review unpaid claims and trend assumptions at least
twice a year for the entire book of business.

The rates are then presented to the lowa Insurance Division for approval. At the Division, the

rates are reviewed by the life and health actuary, an ASA. The Division typically asks for
clarification or additional information before approving or disapproving the rates.
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Question 3

Wellmark lowa Insurance Company Results

Financial Results
Year Ended December 31,

Wellmark, Inc.

(Dollars in Thousands)

Total Revenue

Total Medical Expense

Medical Expense Ratio

Wellmark Health Plan of lowa, Inc.

(Dollars in Thousands)

Total Revenue

Total Medical Expense

Medical Expense Ratio

Wellmark lowa Total

(Dollars in Thousands)

Total Revenue

Total Medical Expense

Medical Expense Ratio

Notes:

(1) Individual results include policies issued and delivered in lowa to Under age 65 individuals.

2009 2008 2007 2006 2005
Small Small Small Small Small
Individual Group Individual Group Individual Group Individual Group Individual Group
S 356,314 $ 376,108 S 333,592 $§ 372,227 S 339,496 $ 331,311 S 356,037 $ 295,934 S 353,673 $ 300,876
336,798 329,924 291,193 325,965 278,490 283,427 273,433 247,635 276,339 245,450
94.5% 87.7% 87.3% 87.6% 82.0% 85.5% 76.8% 83.7% 78.1% 81.6%
2009 2008 2007 2006 2005
Small Small Small Small Small
Individual Group Individual Group Individual Group Individual Group Individual Group
S 30,743 $§ 84,583 S 23,927 $ 84,690 S 16,729 $ 81,270 S 2,187 $ 75,130 S 965 S 68,487
27,184 67,006 20,858 72,139 13,770 67,075 2,151 63,568 895 58,384
88.4% 79.2% 87.2% 85.2% 82.3% 82.5% 98.4% 84.6% 92.7% 85.2%
2009 2008 2007 2006 2005
Small Small Small Small Small
Individual Group Individual Group Individual Group Individual Group Individual Group
S 387,057 S 460,691 S 357,519 S 456,917 S 356,225 S 412,581 S 358,224 S 371,064 S 354,638 S 369,363
363,982 396,930 312,051 398,104 292,260 350,502 275,584 311,203 277,234 303,834
94.0% 86.2% 87.3% 87.1% 82.0% 85.0% 76.9% 83.9% 78.2% 82.3%

(2) Small group results include policies issued to employer groups with 2 -50 employees.

March 4, 2010




Wellmark Revised Responseto Question 4

Question 4:  Please provide a report on the amount held in reserves for each year for the past
five years along with an explanation of how Wellmark Blue Cross and Blue Shield’s reserves
compare to any minimum levels required by the lowa Insurance Division, and whether Wellmark
utilized any reserves to mitigate rate increases for 2010 or for any year within the five-year
period.

Wellmark’s strategy is to achieve a 0% - 3% operating margin on a three year rolling basis. In
meeting this strategy, it is understood that not every market segment can reach this goal every
year. Rate levels, competition, and health care costs are considered when determining premium
rates for each market segment. Wellmark did utilize reserves in setting premium rates during the
five year time period in the individual and small group market segments as these segment
premiums did not cover the health care costs in many of these years. The tables below illustrate
the difference between the established premium rates and the insurer’s expected costs for
covering the health care services for the individual and small group market segments. Individual
includes policies issued and delivered in lowa to under age 65 individuals. Small group means
policiesissued in lowato employer groups with 2-50 employees.

Individual
Y ear Difference between premium
rates and costs
2006 3.0%
2007 -0.7%
2008 -0.7%
2009 1.0% - 1.2%
2010 1.0%
Small Group
Time Period Difference between
premium rates and costs
1/2006 — 9/2006 2.5%
10/2006 — 12/2006 -2.0%
1/2007 — 12/2008 -2.5%
1/2009 — 6/2009 0.0%
7/2009 — 1.0%

Also attached is a table showing Wellmark’s adjusted capital and surplus compared to the state
statutory risk based capital (RBC) requirements for the years ended 2005 through 2009.
Wellmark’s RBC and the dollar amount of Wellmark’s reserves have declined over the last five
years to reflect the use of reserves to cover the costs of health care as described above. The
increase shown in reserves at year end 2009 is due to improved investment returns as compared
to year end 2008.
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Question 4

Wellmark, Inc.
Adjusted Capital & Surplus/Minimum Requirements (Statutory Basis)
Year Ended December 31,

Wellmark, Inc.
(Dollars in Thousands)

2009 2008 2007
Total Adjusted Capital & Surplus (Statutory Basis) S 880,454 S 810,663 S 1,061,937
NAIC* Company Action Level Surplus S 253,004 S 224,624 S 246,464
Wellmark, Inc. Risk Based Capital Score 696 722 862

* - National Association of Insurance Commissioners
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Wellmark Revised Responseto Question 5

Question 5: 1n 2007, Wellmark announced its goal to be a pure non-profit and reduce profitsto 0
percent. Please provide copies of Wellmark’'s Form 1120, U.S. Corporation Income Tax Return,
for the past five years. Please also provide copies of all studies and reports used to determine
compensation for the officers listed on Schedule E of Form 1120.

The cover letter addresses Wellmark’s corporate strategy regarding its target operating margin as
adopted by the Board of Directors.

Your letter requested copies of Wellmark’s Form 1120 tax returns. Asamutual health insurance
company, Wellmark is required to file Form 1120PC. The actual returns are hundreds of pages
in length; therefore, we will make available to your staff for review the consolidated tax returns
for 2005 through 2008. The return for 2009 has not yet been prepared. As the tax returns are
otherwise not public documents, we request that the information in these returns not be disclosed
publicly.

Please note that Form 1120PC does not include a Schedule E listing officer compensation.
However, we do note that the lowa Insurance Division requires that a Supplemental
Compensation Exhibit be filed annually with the statutory financial statements that are filed by
each insurance company on March 1. As the 2009 information was just provided to the lowa
Insurance Division, we are providing a copy of the 2009 Wellmark, Inc. Supplementa
Compensation Exhibit as part of our response to this question 5. If you would like to receive
additional years Supplemental Compensation Exhibits as filed with the lowa Insurance
Division, please advise us.

Your letter also requested copies of studies and reports used to determine compensation for
officers.  We responded to a similar request received from the House Subcommittee on
Oversight and Investigations last year. In September 2009 we provided documents received and
reviewed by the Human Resource Committee or by the Wellmark Board of Directors that
ultimately resulted in decisions regarding executive compensation. Names of individual
employees and business proprietary or sensitive information were redacted from this production.
If this information would be of value to you, we will produce these materials separately.
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Supplement for e yaar J009 of the Weilma rk, Inc.

PART 1 - INTERROGATORIES

R

8 B 8 4

SUPPLEMENTAL COMPENSATION EXHIBIT

For the Year Ended December 31, 2009

2

(To be filed by March 1)

1o The reporing insurer is a member of a group of insurers or oiher holding company system?

Yes[X] Nel ]
1 ves, do the amounis below represent
1} tetal gross compensation paid to each individuat by or on behaif of & companies which are part of the Groug; of Yes{X] Nol |
2 allocasion ko sach insurer? ves| | No[X]
2. [id any person while an officer, director, or lrustee of the reporiing entity receive directly or ndirectly, during the period coverad by this statement any
connission on the business transactions of the reporting entity? Yes| } No[X]
3. Except for retirement plang generally applicable 1o #s staff employees, has the repering enfity any agreement with any person, other than contracis
with its agents for the payment of commissions whereby it agrees that for any service rendered or to be rendered, that he/she shall receive directly or
indirectly, any salary, compensation or emolument that will extend beyend a period of 12 months from the date of the agresment? Yas [ X] No| 1§
PART 2 - OFFICERS AND EMPLOYEES COMPENSATION
1 2 Annuat Compensation
3 4 5 &
Name and Al Other
Principal Position Year Salary Bonus i Compensation Totals
Uhief Exeoutive Officer % ‘
O DL FOISVIR e asanen | e 2008, Lo 895,192 | FA50.271 | BTB8Y 2403155
s , TS99 § v ABT 2,504,013
........................... 1,234 787 1 2.302,661
Dot David M Southwell s Lo 2008 e ABELG05 T e S50 e 1212 .

Group Vics President,

2. Peter W, Robers,
Geoup Yice President .

TR J. GAUBRET oo
Group Vice President.. oo

454,500

362825 ..
294582 | .

A Deds ) Roy. .
Groyg Vice President..

371458 1.
401404 5 .
..264,108 | .

..... 741,906
..... 565,217

5 Geoms B Ha;%na ...........................................................................
Senior Vice President..

~IEG.000 1.
118,800 |

..... 627,158
487475

Chisl Medical Officar.,

.............. . v

© B, Laurad, Juckson.. 302925 ). 588,106
; Group VIoe Fresident oo vserssnenennonseesien L oreens 008 1o ZBBATS | s, 335,376 | e 220 | 808,071
et esse st Lo se @O0 ererere | seseensnsesrescssseessers @ AT | oeriraereeeene e seren 236808 |, 120 ... A85 755

7. Richard C. Anderson... 385,711
Berior Vice President. i §ooe@B08 oo E oo seeeceeeees oo ireseereeees s eneeesereene ] eeretmsreeseresesens e eeseeeonees | ottt ar et e g

B Padt Rarazia MO .o oo 8O0 e rerer L reereenrrersrenssnrr e IB TS b revreensrinrsenssenrrrersreBEBI8 Forosieoieerreirreeresree BT | oveeerrverosresronns 385121

9. Richarg Miller DO,
Modicsl Director,

* Exciudes deferred compensation amounts reported to the Bivision by correspondence in 2009,
**Data represents compensation earned and vested in the current year, some of which may be attributable to service in prior years.

PART 3 - DIRECTOR COMPENSATION
1

2 3 4
Name and Principal Position Compensation Paid or Deferred All Other Comgpensation Paid or
or Qccupation for Services as Director i Deferred Totals
Bregiors

T DA KoHBNZE. e

L8 DHBOIO. ... i et sesmsesscsssssss st rbessssenee. | eoeseosceecsseston oo eomsomt s serosrersreo 132480 | e e | e s er et ey s 132,498
2. Joha D, Forsyth, .

Chariman & CEOQ. ... A0 L
3. Wlelanie C. Drsher PhD, RN..

L eSS SRSt SRk etk ettt e s nees | 1et 4 a1eearcer e re e res e eerererere e srraered 89,605 89608
A W CURHUMBI. oo

L e LR 114ttt se st | eenesers e repeeeeesereseeeeeessener e enrrseoed BOI09 | e, | e 60,384
5. Kay S domgensen.

L L aTR RSttt e eeer e nesneens | eenteennsene seeeeerereesrererrereeres st oo e 30,605 30,505
4. Paul k. Larsen..

e St RSN LS St et e A ere e 4o 51 | 448t ba et et et reesmms et seeaenseeasseaseen B2,990 1. e e s e e 52,9580
7. Emesl G, Ludy..

e st ettt snssssssanes | reersetts cearneaerene e teneeessre e 92,944 1. JRTROOYv-. X1 1.1 I O 312,944
8. Kenton K Moss MO,

et L e aus ettt st sn e ss et tes e | aeerartsenssne s e arereeaerecertaes et esresred G1A2Y L s | s e eee e 91,421
8. Termencs 3. MUlgAn. ..ot

e e L AL L et s e st re1 | 4eaeesesenerecetereseesreneeeserseesressraseens GI.204 1. 93,204
10, Mary Lynn Myars. .

L Lo e e et s s esrenas BB,954 | i | st 96,954
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