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State of Wisconsin / OEEICE OF THE COMMISSIONER OF INSURANCE

125 South Webster Street ¢ P.O. Box 7873

Scott Walker, Governor Madison, Wisconsin 53707-7873
Theodore K. Nickel, Commissioner Phone: (608) 266-3585 o Fax: (608) 266-9935
October 12, 2015 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:

COMMON GROUND HEALTHCARE COOPERATIVE
Brookfield, Wisconsin

and this report is respectfully submitted.

I. INTRODUCTION
This is the first examination of Common Ground Healthcare Cooperative (the
cooperative or CGHC). The current examination covered the period beginning with the
cooperative’s formation and ending December 31, 2014, and included a review of such 2015
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.

The examination consisted of a review of all major phases of the cooperative's
operations and included the following areas:

History

Management and Control

Corporate Records

Conflict of Interest

Fidelity Bonds and Other Insurance

Territory and Plan of Operations

Growth of the Cooperative

Reinsurance

Financial Statements

Accounts and Records

Data Processing

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

Common Ground Healthcare Cooperative was incorporated as a Wisconsin nonprofit
cooperative association under s. 185.05, Wis. Stat., and received a Certificate of Authority from
the Office of the Commissioner of Insurance on March 7, 2013, in accordance with s. 601.04,
Wis. Stat. It operates as a nonprofit member-owned cooperative with no capital stock or
shareholders. The cooperative markets health insurance policies to small businesses, non-profits
and individuals, both on and off the federal exchange, primarily through internal employees, local
independent insurance agents and brokers.

CGHC was selected in February 2012 to participate in the Consumer Operated and
Oriented Plan (CO-OP) Program, which was created by Section 1322 of the Patient Protection
and Affordable Care Act (PPACA) to foster the creation of qualified nonprofit health insurance
issuers to offer qualified health plans in the individual and small group markets through the
provision of long-term loans to qualified applicants for the purpose of financing start-up costs and
insurance reserves. The loans are structured as “surplus notes” pursuant to s. 611.33 (2) (b),
Wis. Stat., and qualify as surplus rather than a liability in accordance with Statement of Statutory
Accounting Principles (SSAP) No. 41. The cooperative’s application demonstrated the ability to
create and sustain (1) consumer operation, control, and focus; (2) solvency and financial stability
of coverage; and (3) care coordination, quality and efficiency to the satisfaction of the Centers for
Medicare & Medicaid Services (CMS). The cooperative has contracts in place with health
systems, physicians, hospital organizations, multi and single specialty physician group practices,
and individual physicians. CGHC competes with traditional fee-for-service health care delivery
and HMOs within its service area.

According to its business plan, the cooperative’s service area is comprised of the
following counties: Brown, Calumet, Door, Fond du Lac, Kenosha, Kewaunee, Manitowoc,
Marinette, Milwaukee, Oconto, Outagamie, Ozaukee, Racine, Shawano, Sheboygan, Walworth,
Washington, Waukesha, and Winnebago.

The cooperative offers comprehensive health care coverage through two provider

networks, the Envision Aurora Health Care network and the Empower Trilogy Health Network (the



cooperative plans to discontinue coverage through the Empower network as of January 1, 2016).
Plans are offered in Gold, Silver and Bronze plans through the federal marketplace, with various
levels of deductibles and coinsurance and copays. Enrollees through the marketplace can qualify
for subsidies offered under the Affordable Care Act. The following health care coverages are
provided (this is not an all-inclusive list):

Physician services

Hospital inpatient care

Outpatient services

Diagnostic testing

Mental health services and substance use disorder services—inpatient
Ambulance services

Dental services (accident only)

Oral surgery

Durable medical equipment

Contraceptive medications and devices
Pregnancy—maternity services

Newborn benefits

Habilitative services

Home health care

Preventive care services

Reproductive services

Genetic testing

Hearing exams and hearing aids

Diabetes services

Prosthethics

Skilled nursing facility and inpatient rehabilitation facility services
Prescription drugs

Pulmonary or cardiac rehabilitation
Physical, speech, and/or occupational therapy
Chiropractic services

Radiation therapy—outpatient and inpatient
Chemotherapy—outpatient and inpatient
Reconstructive procedures

Kidney disease treatment

Transplants

Hospice care

Vision examinations

CGHC uses a standard actuarial process for setting premiums. The cooperative’s
rates are based on its historical incurred claims experience when that experience has sufficient
volume, i.e., is credible. A blend of historical experience and a manual rate is used when the
experience is not fully credible. CGHC's historical incurred claims experience is trended forward
to the pricing period and adjusted for projected differences between the experience period and
the pricing period including demographic differences, provider contract changes, and anticipated

changes in morbidity of the covered population. The cooperative’s pricing adjustment philosophy



has been to provide the most easy to understand products at affordable prices that are also
financially responsible. CGHC carefully monitors its competitive position by product, market and

geography to retain market share and advance their strategic goals.



1. MANAGEMENT AND CONTROL

Board of Directors

The board of directors consists of nine voting members who must by federal law be
actively insured members of CGHC, and three non-voting advisory members. Directors are
elected annually to serve staggered three-year terms, with three directors initially elected to a
one-year term, three to a two-year term, and three to a three-year term. Officers are elected
annually by the board of directors at its annual meeting. The board members currently receive no
compensation for serving on the board.

Currently the board of directors consists of the following persons:

Name and Residence Principal Occupation Term Expires
James Wesp, Chair/President Owner - Kettle Moraine Hardwoods 2017
West Bend, WI

Keisha Krumm, Vice Chair Lead Organizer 2016
Milwaukee, WI Southeastern WI Common Ground

Kristy Buus, Secretary/Treasurer Controller - Contract Comestibles, LLC 2015
Eagle, WI

Jilaine Hummel Bauer Principal - Bauer Consulting 2017
Mequon, WI

Suzanne Garrity Retired 2015
Green Bay, WI

James Lazar Principal - PS Capital Partners 2017

Milwaukee, WI

John P. Maglio Retired 2015
Greenfield, WI

Amy Murphy Public Health Consultant 2016
Kenosha, WI Amy Murphy Consulting

Mary Rynders Retired Attorney 2016

Cedarburg, WI



Non-Voting Members

Robert Connolly
Milwaukee, WI

Robert De Vita
Milwaukee, WI

John Meurer, MD
Elm Grove, WI

Principal Occupation

Co-Owner - The James Company

Adjunct Faculty — UW Milwaukee

Director - Institute for Health & Society
Medical College of Wisconsin

Non-voting members serve until they resign or are replaced.

Officers of the Cooperative

The officers serving at the time of this examination are as follows:

Name

Jim Wesp
Keisha Krumm
Kristy Buus
Cathy Mahaffey
Robert Lundeen*

Office 2014 Salary
Chair/President $ 0
Vice Chair 0
Secretary/Treasurer 0
CEO 271,150
CFO 158,440

* Replaced in July 2015 by Brian Leben.

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:

Nominations and Governance Committee Compliance and Integrity Committee

James Wesp, Chair
Keisha Krumm
Robert Connolly

Audit and Finance Committee

Kristy Buus, Chair
John Maglio
Jullaine Hummel Bauer

Suzanne Garrity, Chair
Mary Rynders
Robert De Vita

Member Advisory Committee *

Ann Murphy Dr. John Meurer
Suzanne Garrity Lynelle Carleton
Glenn Gossfeld Jeffery Eilers
Jeffery Smith Katy Berger

* Contains non-director CGHC members.



The cooperative has its own employees. The cooperative’s organization chart is

shown below:



IV. REINSURANCE
The cooperative has reinsurance coverage under the commercial reinsurance

contract outlined below:

Reinsurer: RGA Reinsurance Company

Type: HMO Excess Risk Reinsurance

Effective date: January 1, 2014, through December 31, 2014
Retention: $350,000 per member per agreement period

Reinsurance limit: Unlimited per member per agreement period

Coverage: Inpatient Hospital Services
Inpatient Rehabilitation Services
Skilled Nursing Facility Services
Outpatient Health Services
Physician Services
Drug Related Services

Premium: $14.17 per commercial — individual member per month
$14.17 per commercial — group member per month
$300,000 minimum premium required

Experience refund: A credit in the amount of 60% of the premium received by the
reinsurer for this agreement period, less the final amount of losses
that have been or shall be reimbursed to the plan for the agreement
period shall be the net balance. The experience refund shall be 25%
of the net balance, provided the net balance is greater than zero.

Termination: The agreement automatically terminates at the end of the agreement
period. In the event that premiums are not paid within 60 days of the
due date, coverage will terminate at the reinsurer’s discretion. If the
plan should become insolvent, the agreement shall automatically
terminate as of the date of Insolvency.

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. The MOOP depends
on the type of program selected but is typically $6,350 for a Silver Plan. The next $45,000 is the
full responsibility of CGHC to pay. If the claim exceeds $45,000, the reinsurance program covers

80% of the claim up to $250,000. CGHC is responsible for the remaining 20% of the amount

between $45,000 and $250,000. The amount over $250,000 up to $350,000 is the full



responsibility of CGHC. Any claim over the $350,000 retention threshold is covered by the

commercial reinsurance described above.
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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, 2014, 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.
(Operating data is limited to 2014, as the cooperative only began offering polices as of January 1,

2014. No premiums were collected in 2012 or 2013.)
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Common Ground Healthcare Cooperative
Assets
As of December 31, 2014

Nonadmitted Net Admitted

Assets Assets Assets

Cash, cash equivalents and short-term

investments $ 21,221,095 $ $ 21,221,095
Investment income due and accrued 124 124
Uncollected premiums and agents' balances

in the course of collection 1,022,312 287,860 734,452
Accrued retrospective premiums 25,400,000 25,400,000
Amounts recoverable from reinsurers 33,783,720 33,783,720
Electronic data processing equipment and

software 130,838 91,667 39,171
Furniture and equipment, including health

care delivery assets 407,440 407,440
Health care and other amounts receivable 524,069 524,069
Aggregate write-ins for other than invested

assets 24,013,008 106,840 23,906,168
Total Assets $106,502,606 $893,807 $105,608,799

Common Ground Healthcare Cooperative
Liabilities and Net Worth
As of December 31, 2014

Claims unpaid $ 34,315,923
Aggregate health policy reserves 18,700,000
Premiums received in advance 3,988,225
General expenses due or accrued 1,860,212
Ceded reinsurance premiums payable 2,210
Borrowed money and interest thereon 7,635,155
Aggregate write-ins for other liabilities [including $(1) current] 2,269,000
Total liabilities 68,727,725
Aggregate write-ins for other liabilities $ 1,018,606

Gross paid in and contributed surplus 100

Surplus notes 80,197,855

Unassigned funds (surplus) (44,335,487)

Total capital and surplus 36,881,074
Total Liabilities, Capital and Surplus $105,608,799
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Common Ground Healthcare Cooperative
Statement of Revenue and Expenses
For the Year 2014

Net premium income $123,519,935
Aggregate write-ins for other non-health revenues 500
Total revenues 123,520,435
Medical and hospital:

Hospital/medical benefits $140,981,215

Prescription drugs 20,607,919

Subtotal 161,589,134
Less

Net reinsurance recoveries 37,650,099
Total medical and hospital 123,939,035
Claims adjustment expenses 5,703,889
General administrative expenses 11,698,239
Increase in reserves for life and accident and health contracts 18,700,000
Total underwriting deductions 160,041,163
Net underwriting gain or (loss) (36,520,728)
Net investment income earned (23,938)
Net income or (loss) before federal income taxes (36,544,666)
Federal and foreign income taxes incurred 0
Net Income (Loss) $(36,544,666)

Common Ground Healthcare Cooperative
Capital and Surplus Account
For the Two-Year Period Ending December 31, 2014

2014 2013
Capital and surplus, beginning of year $ 14,163,589 $ (1,595,296)
Net income (loss) (36,544,666) (4,315,918)
Change in nonadmitted assets (737,847) (123,052)
Change in surplus notes 60,000,000 20,197,855
Surplus, End of the Year $36,881,076  $14,163,589
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Common Ground Healthcare Cooperative
Statement of Cash Flows
As of December 31, 2014

Premiums collected net of reinsurance $ 98,587,655
Net investment income (24,007)
Miscellaneous income 500
Total 98,564,148
Less:

Benefit- and loss-related payments $124,518,789

Commissions, expenses paid and aggregate write-ins 16,181,798

for deductions

Total 140,700,587
Net cash from operations (42,136,439)
Cash provided/applied:

Surplus notes, capital notes 40,000,000

Borrowed funds received 204,855

Other cash provided (applied) (322,045)
Net cash from financing and miscellaneous sources 39,882,810
Net change in cash, cash equivalents, and short-term (2,253,639)

investments
Cash, cash equivalents, and short-term investments:
Beginning of year 23,474,726
End of Year $ 21,221,097
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Growth of Common Ground Healthcare Cooperative

Medical
Capital and Premium Expenses Net
Year Assets Liabilities Surplus Earned Incurred Income

2014 $105,608,799 $68,727,725 $36,881,074 $123,519,935 $123,939,035 $(36,520,728)

2013 23,641,894 9,478,305 14,163,589 0 0 (4,315,918)
2012 2,638,884 4,234,180 (1,595,396) 0 0 (1,462,538)
Medical Administrative Change
Profit Expense Expense in
Year Margin Ratio Ratio Enrollment
2014 -29.6% 115.5% 14.1% N/A

Enrollment and Utilization

Average
Hospital Length
Year Enrollment Days/1,000 of Stay
2014 26,034 85.2* 3.5%

* Excludes catastrophic members (costs>$50,000).

Per Member Per Month Information

2014

Premiums: 494.36
Expenses:

Hospital/medical benefits $564.25
Prescription drugs 82.48
Less: Net reinsurance recoveries 150.69
Total medical and hospital 496.04
Claims adjustment expenses 22.83
General administrative expenses 46.82
Increase in reserves for accident and health contracts 74.84
Total Underwriting Deductions $640.53
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The cooperative reported a net loss of $36.5 million as of December 31, 2014, on
total revenues of $123.5 million and hospital and medical payments of $141.0 million. The
cooperative reported net reinsurance recoveries of $37.7 million and a premium deficiency
reserve of $18.7 million (the premium deficiency reserve that was established represents more
than half of the net loss for 2014). Claims adjustment expenses were $5.7 million, and general
administrative expenses were $11.7 million for 2014. Capital and surplus increased to
$36.9 million as of December 31, 2014, up from $14.2 million at the end of the prior year, due to a
$60.0 million increase in surplus notes provided from the solvency funds available from CMS
awards. (The cooperative has drawn approximately $80 million of the $100 million solvency
award from CMS as of the end of 2014.) The cooperative reported $25.4 million in accrued
retrospective premiums and $33.8 million in reinsurance recoverables, of which $31.0 million is
due from the ACA transitional reinsurance program, at the end of 2014. The cooperative also
had $20.0 million in Notes Receivable — Solvency Funding and $3.3 million of Advance Premium
Tax Credit (APTC) receivable. It is expected that the balance of solvency award will be received
before the end of 2015.

During the first half of 2015, the cooperative has reported that it had not needed to
use solvency funds to pay claims and reported a net income of $725,000 through the first half of
2015. This is partially a result of amortizing half of the premium deficiency reserve ($9.4 million)
that was established in 2014 as noted above.

The cooperative’s medical loss and combined ratio were high in 2014; however, it is
working to reduce them by taking steps to control general administrative expenses, match its
number of employees to its rapidly changing member base and keeping compensation static,
maintaining a single network of providers instead of two by discontinuing the higher cost network,
adjusting premiums where appropriate, and properly reserving based on more historical data

made available now that the cooperative has operated for a full year.
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Reconciliation of Capital and Surplus per Examination
No adjustments were made to surplus as a result of the examination. The amount of

surplus reported by the cooperative as of December 31, 2014, is accepted.
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VI. SUMMARY OF EXAMINATION RESULTS

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.
Business Continuity Plan

The cooperative noted that in the original business plan for CGHC, it planned to use
a third-party administrator (TPA) for all services. That TPA did not have appropriate disaster
recovery planning and testing. The examination concluded that business continuity planning for
the business activities as they are now performed by the cooperative is not adequate. The
cooperative has recently employed a new Chief Information Officer who has identified Business
Continuity and Disaster Recovery as a principal priority. He is working with an outside vendor to
develop a plan in this area. It is recommended that the cooperative develop a business continuity
plan that includes updated disaster recovery planning, appropriate and regular testing of the
disaster recovery plans, and planning for all aspects of the cooperative’s operations, not just
information technology (IT).
IT General Control Improvements

The external auditors reviewed the IT controls in place at the cooperative and
determined several areas needed improvement. IT controls need to be formalized and processes
and procedures need to be reviewed on an annual basis. In addition, data backup storage needs
to be done offsite to ensure that there is no loss of data in case of a catastrophic incident to the
data center. It is recommended that the cooperative improve IT control weaknesses identified in
the most recent CPA audit.
Fidelity Bond Coverage

The examination disclosed that the cooperative’s fidelity bond coverage is currently
at $1.0 million for its key employees. Given the size of the cooperative’s asset base, the

coverage level recommended by the NAIC Financial Condition Examiners Handbook indicates
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that a minimum of $2.0 million should be maintained. It is recommended that the cooperative

increase its fidelity bond to at least $2.0 million.
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VIl. CONCLUSION

Common Ground Healthcare Cooperative began offering policies in late 2013 that
became effective on January 1, 2014. It has acquired much of its business by offering its product
on the federal health care marketplace and received funding from CMS in the form of a start-up
loan and solvency loans as part of the ACA CO-OP Program. The cooperative struggled initially
with its TPA claims processor and brought some outsourced processes in house during the
second half of 2014. The cooperative initially offered two different provider networks. It plans to
offer one network beginning January 2016. The cooperative was significantly unprofitable in
2014 due to unexpectedly high expenses related to one of its two provider networks.
Management expects that the actions it has taken to control its medical expenses, along with
increases to is premium rates and a shrinkage of its member base, will allow it to operate at a
level consistent with surplus requirements and provide it with an opportunity to remain financially
viable going forward. The cooperative will have exhausted its solvency borrowing authority by the
end of 2015, and the transitional ACA programs for reinsurance and risk corridor will expire in at

the end of 2016.
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VIIl. SUMMARY OF COMMENTS AND RECOMMENDATIONS
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Page 19

Business Continuity Plan—It is recommended that the cooperative develop a
business continuity plan that includes updated disaster recovery planning,
appropriate and regular testing of the disaster recovery plans, and planning
for all aspects of the cooperative’s operations, not just information technology
(IT).

IT General Control Improvements—It is recommended that the cooperative
improve IT control weaknesses identified in the most recent CPA audit.

Fidelity Bond Coverage—It is recommended that the cooperative increase its
fidelity bond to at least $2.0 million.
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IX. ACKNOWLEDGMENT
The courtesy and cooperation extended during the course of the examination by the
officers and employees of the cooperative is acknowledged.
In addition to the undersigned, the following representatives of the Office of the

Commissioner of Insurance, State of Wisconsin, participated in the examination:

Name Title
Judith Michael Insurance Financial Examiner-Senior
John Pollock Insurance Financial Examiner
David Jensen IT Specialist
Jerry DeArmond Reserve Specialist

Respectfully submitted,

Richard Janosik
Examiner-in-Charge
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X. SUBSEQUENT EVENTS

Subsequent to December 31, 2014, the following events happened that have a

material impact on the cooperative’s financial position.

1.

The collectability of the ACA Risk Corridors adjustment has recently been addressed by an
October 1, 2015, release from CMS, stating that insurers providing Qualified Health Plans will
only get 12.6% of the amounts receivable in December 2015. The cooperative had expected
to receive $45 million from the risk corridor program for its 2014 claims experience; if it is only
reimbursed at the percentage CMS reported, it could receive only $5.7 mil. of the receivable
amount.

The cooperative had a significant data reporting problem for the risk adjustment program,
which resulted in a $21 milllion adverse result in the amount receivable by the cooperative
under the program.

On June 17, 2015, the CMS announced that the 2014 transitional reinsurance program would
have a coinsurance rate of 100%, rather than the originally stated 80%.

The cooperative received the final $20 million release from its original Solvency Loan

allocation from CMS. This amount was requested to improve the cooperative’s cash position
and RBC result for 2015.
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