COMMONWEALTH OF PENNSYLVANIA
INSURANCE DEPARTMENT
1326 STRAWBERRY SQUARE

HARRISBURG, PA 17120

THE COMMISSIONER

June 16, 2005

Honorable Robert M. Tomlinson, Chairman
Legislative Budget and Finance Committee
Room 400

Finance Building

Harrisburg, PA 17105-8737

Re:  Lewin Group Report: Considerations for Regulating Surplus Accumulation and
Community Benefit Activities of Pennsylvania’s Blue Cross and Blue Shield Plans

Dear Senator Tomlinson;

Thank you for providing a draft of The Lewin Group Report entitled: Considerations for
Regulating Surplus Accumulation and Community Benefit Activities of Pennsylvania’s Blue
Cross and Blue Shield Plans (the “Draft Report”). Preliminarily, we commend The Lewin
Group on its thorough analysis and presentation of the issues addressed in the Draft Report. The
many people at The Lewin Group with whom we dealt demonstrated competence and
professionalism in our communications with them throughout this process. We appreciate the
opportunity to provide you with comments.

In large measure, and as evidenced in the Draft Report, my Determination and Order on surplus
issues and the Community Health Reinvestment Agreement constitute the Department’s response
to the issues. We are certainly encouraged to see that the Lewin Group found the surplus ranges
developed by the Department to be reasonable and as fairly effectuating reduction in premium
growth while preserving a level playing field for competition in the health insurance market in
Pennsylvania. We were also glad to learn that the CHR Agreement preserves a charitable
commitment from the Blues that is at least as or even more generous than Blues in other states.
We also appreciate the Lewin Group’s suggestions on implementation issues.

I would also like to take this opportunity to offer two comments regarding small group market
reform. The Draft Report distinguishes Pennsylvania from most other states by the absence of
any small group insurance market reform. It should be noted that the Rendell Administration has
proposed legislation that, we believe, will increase the availability and affordability of insurance
for that market. There is also competing draft legislation that has been supported by the Blues
that we believe would have significant impact on competition in the health insurance market in
Pennsylvania. We are hopeful that the Administration’s proposal will provide the preferred
reform solution. We are pleased that the Draft Report touches on these issues. In
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addition, we note that footnote 53 of the Draft Report suggests that there are three demographic
factors. While the three mentioned — age, sex, and health status — are certainly among the most
common demographic factors, it should be noted that other factors also are encompassed by
demographic rating. For example, factors such as geographic location, industry, family
composition, and group size may impact the rates for a demographically rated policy.

Again, thank you for this opportunity to offer a response to the Draft Report. We have been
pleased to assist your Committee and The Lewin Group and stand ready to provide further
assistance as needed.

Sincerely,

MMW@%/}

M. Diane Koken
Insurance Commissioner



