
  March 4, 2010 

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 Iowa 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 Iowa 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 

 
 

 
 

Approximately 
1 Year Ago 

Today 
Actual Future 

Medical Expenses $85 $90 $99 

Operating Expenses 
 

$15 $15 $15 

Recommended  
Premium $100 $114 

10% Increase 

14% Increase 
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Wellmark Response to Question 2 
 
Question 2:  Were the 2010 rates reviewed by any independent actuarial firm before being 
presented to the Iowa 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 Iowa 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 Iowa 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 Iowa Insurance Company Results
Financial Results
Year Ended December 31,

Wellmark, Inc.
(Dollars in Thousands) Small  Small  Small  Small  Small  

Individual Group Individual Group Individual Group Individual Group Individual Group
Total Revenue 356,314$     376,108$     333,592$     372,227$     339,496$     331,311$     356,037$     295,934$     353,673$     300,876$     

Total Medical Expense 336,798       329,924       291,193       325,965       278,490       283,427       273,433       247,635       276,339       245,450       

    Medical Expense Ratio 94.5% 87.7% 87.3% 87.6% 82.0% 85.5% 76.8% 83.7% 78.1% 81.6%

Wellmark Health Plan of Iowa, Inc.
(Dollars in Thousands) Small  Small  Small  Small  Small  

Individual Group Individual Group Individual Group Individual Group Individual Group
Total Revenue 30,743$       84,583$       23,927$       84,690$       16,729$       81,270$       2,187$         75,130$       965$            68,487$       

Total Medical Expense 27,184         67,006         20,858         72,139         13,770         67,075         2,151           63,568         895               58,384         

    Medical Expense Ratio 88.4% 79.2% 87.2% 85.2% 82.3% 82.5% 98.4% 84.6% 92.7% 85.2%

Wellmark Iowa Total
(Dollars in Thousands) Small  Small  Small  Small  Small  

Individual Group Individual Group Individual Group Individual Group Individual Group
Total Revenue 387,057$     460,691$     357,519$     456,917$     356,225$     412,581$     358,224$     371,064$     354,638$     369,363$     

Total Medical Expense 363,982       396,930       312,051       398,104       292,260       350,502       275,584       311,203       277,234       303,834       

    Medical Expense Ratio 94.0% 86.2% 87.3% 87.1% 82.0% 85.0% 76.9% 83.9% 78.2% 82.3%

2009 2008 2007 2006 2005

2009 2008 2007 2006 2005

2009 2008 2007 2006 2005

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

(2)  Small group results include policies issued to employer groups with 2 -50 employees.
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Wellmark Revised Response to 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 Iowa 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 Iowa to under age 65 individuals.  Small group means 
policies issued in Iowa to employer groups with 2-50 employees. 
 
 

Individual 
Year 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 2006 2005
Total Adjusted  Capital & Surplus (Statutory Basis) 880,454$         810,663$         1,061,937$      1,075,537$      921,586$         

NAIC* Company Action Level Surplus 253,004$         224,624$         246,464$         226,456$         207,900$         

Wellmark, Inc. Risk Based Capital Score 696 722 862 950 887

* - National Association of Insurance Commissioners
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Wellmark Revised Response to Question 5 
 
Question 5: In 2007, Wellmark announced its goal to be a pure non-profit and reduce profits to 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.  As a mutual 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 Iowa 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 Iowa 
Insurance Division, we are providing a copy of the 2009 Wellmark, Inc. Supplemental 
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 Iowa 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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