THE STATE OF WISCONSIN
S SENA’{*E CHAIR

ASSEMBLY CHAIR
JOHN GARD

© 316-S Capitol

P.O. Box 7882 o
Madison, WI 53707-7882
Phone: (608) 266-8535

316-N Capitol

P.0. Box 8952

Madison, WI 53708-8952
Phone: (B08) 266-2343

JOINT COMMITTEE ON FINANCE

November ?2 19‘?9

-S@cremr«/ George L:gh’rboum
Depaﬁmem‘ of Administration
101 E. Wilson Street, 10" Floor
Madison, Wl 53702

Dear Secretary Lightbourn:
We _cz.ré_s)v;i"ring to inform you that the Joint Committee on Finance has reviewed
your request, dated October 15, 1999, pursuant to s, 16.515/16.505(2), Stats.,
_ per?ammg fo G reques‘f frem fhe Of‘flce of fhe lnsurcmce Commlsszoner
o :'The Ob}echon prev;ousiy ral sad hc:s been wﬁhdrowrs cncﬁ no further ob;ec’rzons :
have been raised. Therefore, a meeting of the committee is no longer necessary
and The reques? is appi'oved

-S;ncereiy

ﬂ " M
JOHN G. GARD
Assemnbly Chair

BRIAN BURKE
Senate Chair

BB:.JG:dh

ce: Members, Joint Commiftee on Finance
Connie O'Connell, Commissioner of insurance
Robert Lang, Legislative Fiscal Bureau
Vicky LaBelle, Department of Adminisfration




THE STATE OF WISCONSIN

ASSEMBIY CHAIR
JOHN GARD

SENATE CHAIR
BRIAN BURKE

315-N Capitol

P.0. Box 8352

Madison, WI 53708-8952
Phone: (608) 266-2343

316-S Capitol

P.O. Box 7882

Madison, WI 53707-7882
Phone: (608) 266-8535

JOINT COMMITTEE ON FINANCE

MEMORANDUM

To: Members
Joint Committee on Finance

From: Senator Brian Burke
Representative John Gard
Co-Chadairs, Joint Commiffee on Finance

Date: November 5, 1999
Re: s. 16,.515/16,505, Stats. Request

Yesterday, your office received nofification that an objection has been
raised concerning the request from the Office of the Commissioner of Insurance
(OC), dated October 15, 1999, pursuant to s, 16.515. The Committee would
routinely schedule a future meeting to consider such a request.

However, our offices were notifled this morning that the objection to the
request has been withdrawn. In order fo give all members an opportunity to
further consider the request, we will delay until Friday, November 12, 1999,
before we notify OCI that the objection has been removed.

Please notify us by that time if you have any concerns about the request
or if you would like to meet formally fo consider it. If there are no further
objections by that fime, we will notify OCI that the request is approved and that
a meeting of the Committee is not necessary.

Feel free to contact us should you have any quesfions or concerns.

BB/JG/js




Capitel Office:
P. 0. Box 7882, Madison, W1 53707-7882
Phone: (608! 266-5810 Fax: (608 267-2353

District Telephone: (414) 4423080
Tollfree Legislative Hotline: 1-800-362-9472

E-Maik: sen moore@legis. state.wiys

Member: Joint Finance Committee

Board Member: Wisconsin Housing and
Economic Development Authority

November 4, 1999

Senator Brian Burke

Senate Chair of the Joint Committee on Finance
316 South, Capitol

Madison, W1 53703

Representative John Gard

Assembly Chair of the Joint Committee on Finance
315 North, Capitol

Madison, WI 53707

HAND-DELIVER

Dear Senator Burke and Representative Gard,

I 'am writing to withdraw my objection to the s. 16.515 request from the Office of the
Commissioner of Insurance.

Thank you for your attention to this matter,

“State Senator

Cc: Connie OConnell, Commissioner, OCI
Vicky LaBelle, DOA

Vice Chair: Senate Committee on Economic Development, Housing and Government Operations; Senate Committee on Human Services and Aging
Printed on recycled paper using soy-based inek St [SHEEIR




STATE OF WISCONSIN

SENATE CHAIR ASSEMBLY CHAIR
BRIAN BURKE JOHN GARD.
316 South, State Capitol 315 North, State Capitol
P.0. Box 7882 : ” . P.O.Box 8952
Madison, W1 53707-7882 RO Madison, W1 53708-8052
Phone: 266-8535 i C Phone: 266-2343

JOINT COMMITTEE ON FINANCE

November 4,':__19_9.9 _

Mr. Gcorge Lxghzboum, Actmg Secretary
Department of Adnumstrauon

101 East Wilson Street, 10% Floor
Madison, WI 53703

Dear Actmg Secretary Lxghtbeum

ki We are. wntmg to. mform you ihat the J mnt Commlttee on Fmancc has revmweei your.: oo
L request dated October 15, 1999; pursuant to s: 16.515, Stats., pertaining to a request from the
Office of the Comnussaoner of Insurance.

CA meetmg wﬁ} be scheduled to further discuss thls requcst Therefore the request is not-
appmved at thls nme '

Sincerely,

O

BRIAN BURKE |

H. Kerd

JOHN GARD
Senate Chair Assembly Chair
BB:JG:js

cct Members, Joint Cemﬁiittee on Finance
Connie O'Connell, Commissioner, OCI
Vicky LaBelle, DOA



THE STATE OF WISCONSIN

SENATE CHAIR ASSEMBLY CHAIR
- BRIAN BURKE JOHN GARD
316-8 Capitol 315-N Capitol
P.O. Box 7882 FP.O. Box 8952

Madison, W1 53707-7882
Phone: (608) 266-8535

Madison, WI B3708-8952
Phone: (608) 266-2343

JOINT COMMITTEE ON FINANCE

- MEMORANDUM

To'_: o Membars
: . _Jozm‘ Cormmiftee on Finance

From: Senator Brian Burke
Representative John Gard
Co-Chairs, Joint Committee on Finance

Re: 5. 16.5615/16.505, Stats. Request
:Da‘fe o Oc’tober 15 199‘9 _
- | Aﬁcched s a copy of a request from ’rhe Depc::n‘m@n’r of Admzn;s?rc:z’non dafed '

October 15, 1999, pursuant to s, 16.515/16.505(2), Stats., pertaining to a request
from ’rhe Office -of the Commissioner of Insurance.

Please revnew ihe material and notify Senator Burke or Representotive Gard no
later than Wednesday, November 3, 1999, if you have any concems about the
request or if you would like fo meet formally to consider it.

Also, please contact us if you need further information.
Attachment

BB:JG:dh




STATE OF WISCONSIN
DEPARTMENT OF ADMINISTRATION

10 East Wilson Streer. Madison. Wisconsin Office of the Secretary

Post Office Box 7864

TOMMY G, THOMPSON Madison. Wi 33707-7864

GOVERNOR sof 707-78
GEORGE LIGHTBOURN ‘von:: 4223) :2?-3 ’43
ACTING SECRETARY ax (608) 267-3842

TTY (608) 267-6629

Date: QOctober 15, 1999

To: The Honorable Brian Burke, Co-Chair
Joint Committee on Finance

The Honorable John Gard, Co-Chair

Joint Committee on Finance
From: Gecrgé' Lightboufﬁ, Acting .Secretary M .

Department of Administration

Subject: S. 16.515/16.505(2) Request(s)

Enclosed are request(s) that have been approved by this department under the
authority granted in s. 16.515 and s. 16.505{(2). The explanation for each request is
included in the attached materials. Listed below is a summary of each item:

e geaRe
AGENCY  DESCRIPTION AMOUNT  FIE AMOUNT FIE
OCI ' Generalprogram  $964,300 o

20.145{1)(g) operations

As provided in s. 16.515, the requests will be approved on _ November 5, 1999 |
unless we are notified prior to that time that the Joint Comimnittee on Finance wishes
to meet in formal session about any of the requests.

Please contact Vicky LaBelle at 266-1072, or the analyst who reviewed the request in
the Division of Executive Budget and Finance, if you have any additional questions.

Attachments




STATE OF WISCONSIN
DEPARTMENT OF ADMINISTRATION
101 East Witson Street. Madison. Wisconsin Office of the Secretarv
Post Otfice Box 7864
Madison, W1 33707.7864
Voice (608) 266-1741
Fax (608) 267-3842
TTY (6G8) 267-9629

TOMMY G. THOMPSON
GOVERNOR

GEORGE LIGHTBOURN
ACTING SECRETARY

Date: October 12, 1969

To: George Lightbourn, Acting Secretary
Department of Administration

Fromu: Susan Jablonsky, Budget Analyst S >
Division of Executive Budget and Finance

Subject: Request Under s. 16.515 from the Office of the Commissioner of Insurance for
the Blue Cross Blue Shield Conversion

REQUEST:

The Office of the Commissioner of Insurance (OCI) requests an expenditure authority
increase of $964,300 in s. 20.145(1)(g), general program operaur.ms to support the costs of
evaluating the conversion of the Blue Cross Blue Shield {BCBS) insurance company from a
non-profit to a for-profit corporation.

REVEHUE SOURCES FOR APPROPRIAT!ON.

Under current }aw OCI is requzred to approve the conversion of a service insurance
company, which has non-profit status, to a stock-issuing for-profit corporation. All costs
associated with the examination process including the cost of OCI staff and supplies and
services as well as the costs of external consultants must be paid by the company that is
converting. As a resulit, OCI has established a separate internal accounting code to which
it will charge all costs associated with the examination. Periodically, they will bill these
costs to BCBS.

BACKGROUND:

BCBS submitted a 1,000-page plan to OCI for approval last June that described the
conversion to for-profit status. OCI is studying the plan and may only approve it if the
plan meets certain statutory criteria and the interests of policyholders and the public are
served. BCBS anticipates that it will realize approximately $250 million from the sale of
the stock, which will be used to establish a trust fund to better the health of people in
Wisconsin. This can be considered a payback to the state for all of the years of tax-exempt
status which the company enjoyed.

OCI has established an appraisal committee of the Deputy Insurance Commissioner, the

. Director of the State Investment Board and an outside certified public accountant. Their
charge is to determine if the value of the company is reasonable. They expect to produce
their opinion by the end of October. In addition to this internal review, OCI will also hire
an outside investment banking firm, which will assist in the study of the mechanics of the




George Lightbourn, Acting Secretary
Department of Administration
10/12/99

Page 2

conversion and the assessment of value. All costs of OCI staff reviewing the conversion as
well as the services of the investment banking firm will be charged back to BCBS as
allowed by statutes. This request would increase expenditure authority by $964,300 for
this fiscal year to cover OCI's internal costs as well as the costs of the investment banker
services. This process will continue into the next fiscal year but due to the uncertainty of
what actual costs will be, OCI will update expenditure estimates next year in a new s.
16.515 request.

ANALYSIS:

In order to develop this request for expenditure authority, OCI staff reviewed the
experiences of other states that have examined similar conversions {New J ersey, New York,
Ohio, Virginia, Connecticut and California). They looked at the other states’ requests for
proposals to identify the various types of services provided by the investment bank
consultants and then they contacted these states to determine what services were more or
less useful. In general, t.hcy found that the services are provided over a lengthy time
period and they are expensive. For example, a New York conversion examination took 18
months and cost $4.5 million. They also found that some states had not included certain
safeguards in their proposals so that the consultants performed work which, in hindsight,
was probably not useful. Based on these discussions, staff developed a very tightly
constructed request for proposal which built in safeguards against cost overruns which
other states had experienced. OCI has received responses to the request for proposal from
four compames . _

OCI prepared cost esmnates baseci on the expenences of other states and used a high a.nd
a low estimate. They determined that by deleting some of the activities other states paid
for that the cost should be 60% of the difference between the two extremes, resulting in a
cost of $964,300 in FY0O and a projected cost of $1,068,700 in FYO1. It is very difficult to
estimate what the actual costs will be, but it appears that OCI has used as much actual
experience as possible to develop the cost estimate.”

OCTI’s cost estimate assumes that the services of the investment consultant would begin in
October 1999. It could be argued that the expenditure authority should be adjusted to
account for a later starting date, but it is difficult to project what that reduction should be.
As a result, it might be appropriate to place a portion of the total into unallotted reserve,
which could be released by DOA if necessary.

RECOMMENDATION:

Approve the request for an increase in expenditure authority of $964,300 but place
$100,000 in unallotted reserve to be released if necessary.




State of Wisconsin / OFFICE OF THE COMMISSIONER OF INSURANCE

Tommy G. Thompson 121 East Wiison Sireet « P.O. Box 7873

Govemor Madison, Wisconsin §3707.7871
P ; F

Connie L. 0'Connell September 16, 1939 P ol o Lot 9933

Commissioner hitp/sadger. state. wius/agencies/ocioct_homa.nim

To: George Lightbourn, Acting Secretary
Department of Adminis ation

ellD ssiof " SEP 20 1099

Subject: S. 16.515 Request from OCI -

From: Co

Raquesat

The Office. of the Commissioner of Insurance (0CI) under s. 16.51%, Wis.

Stat., requests an increase for FY 2000 of $964,300 in expenditure authority
in s. 2G 145{13(93 The purpose of the funding is to provide additional budget
authority due to the additional expenses that will be incurred in connection
with the Blue Cross & Blue Shield conversion. This increase in expenditure
authority will be used in a single organization code and will not impact
OCI‘'s regular budget structure or appropriation levels.

Background

'_On June 14 1999 ~Blue. Crcss & Blue Shield United of Wisconsin filed with the.
Cffice of the Commlss;onax of Insurance (OCI) a proposed plan to convert from
a non-profit service insurance corporation to a for profit stock insurance
corporation. Under Wis. Stat. sec. 613.75 and 611.76(10), there is statutory
language that governs the reimbursement of the costs of the O0ffice of the
Commzsszonar -of Insurance in reviewing the conversion. The language states,
"All expenses ‘of the conversion, including the expenses incurred by the
commissioner and . the prorated salaries of any insurance office staff members
invelved, shall be borne by the corporation being converted.”

The costs involved in reviewing the conversion will include expenses such as
staff salary, fringe, travel, postage, printing, copying, and the services of
an appraisal committee and an investment banker. The major expenditure will
most likely be the cost of the investment banker services. The investment
banker services will be needed to assist in determining the value of the
corporation and providing expertise related to stock transactions. The
agency is currently following the Regquest for Proposal process Lo obtain the
services of an investment banker.

Because of the nature of the reguired regulatory review the actual expenses
incurred can not be established with certainty this early in the review
process. This figure was arrived at by reviewing the experience of other
states. The Wisconsin experience will be similar but not the same as these
other states. Specifically Wisconsin has taken steps to constrain costs for
this contract. Thus, the requested amount is somewhat less than the
experience of other states might predict.




=¥
Again because of the type of transaction being reviewed the need for an
investment banker may extend beyond this fiscal year. OCI currently
anticipates increased need in FY 2001 of $1,06,700 in expenditure authority
in 5.20.145(1{g). However we are not requesting that increase at this time
because of inherent uncertainties in the evolution of this type of regulatory
review. Hence, the request is for one year ar this time.

Expenditure Tracking

In order ro more effectively track the expenditures associated with this
conversion, OCI has established a separate organization code in the WISMART
system. This organization code will be 0140 "Blue Cross & Blue Shield
Conversion®. All costs associated with the conversion will be charged to
this organization code. The reporting and accounting framework has been
reviewed and approved by the State Controller’s Office.

The agency will send an invoice to Blue Cross & Blue Shield United of
Wisconsin on a periodic basis. thle the timing of the review and transaction
are not yet fixed, the costs incurred will be obtainable at any time from
regqular Wismart reports.

Thank you for your consideration of this request. If you have further
questions with regard to this request please contact Clare Stapleton Concord
[6-5673].

ce Randy Blumer
Guenther Ruch
Clare Stapleton Concord
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