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II.

MEDICA: CONFLICTS OF INTEREST WITH ALLINA

Section 2.1 General.

Allina Health System is a complex myriad which includes 19 hospitals, 48 medical
clinics, one HMO, two insurance companies, a preferred provider organization, a third paﬁy
adniinistrator, a home health care service, a transportation: service, an equipment company,
nursing homes, three foundations, printing companies, and a web service entity.

The organizationql chart provided by Allina (Exhibit 1) masks the complexities of the 50
separate legal entities within the Allina Health System. These legal entities include a variety of

organizations including:

Nonprofit tax exempt organizations,

Unincorporated operuting units of Allina (with scparate Boards of Directors),
Operating divisions of Allina (with no separate Boards of Directors),
Limited lability companics.

¢ Taxable nonprofit organizations,
e For-profit organizations,

e Joint ventures.

e Trusts,

¢ Partnerships,

®

L ]
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Several of the nonprofit organizations are tax exempt under Section 501(c)(3) of the
Internal Revenue Code, Scction 501(c¢)3) of thé Intemal Revenue Code exempts from federal
income tax those corporations vrganized and operated exclusively for religious, charitable,
scientific, testing for public satety. hiterary or educational purposes. The promotion of health has
been affirmed by courts and the IRS as a “charitable purpose™ for purposes of Section 501(c)(3).
This “promotion of health™ can include the creation and opcration of hospitals. clinics. and other
health care providers. as well as the advancement of medical research. Allina states that the

following entities have a tax-exempt status under Scction 501(c)(3):



Allina Behavioral Health Services,

Allina Medical Clinic, f/k/a Allina Medical Group,

Allina Health System (the parent company),

Allina Health System Foundation, f/k/a Allina Foundation,
Medical Health Plans of Wisconsin,

Mt. Sinai Foundation,

Sister Kenny Foundation,

United Hospital Foundation,

® o o o 0 © o o

In addition, Medica HMO is a nonprofit tax-exempt organization. Medica, however, is
tax exempt under Section 501(c)(4). Neither a charitable organization exempt under Section
501(c)(3) nor a social welfare organization which is tax exempt under Section 501(c)(4) may be
operated for private gain. The chief difference between the two is that a charitable 01‘gahization
is prohibi‘.ted from engaging in propaganda or otherwise attempting to influence legislation as a
“substantial part” of its work. While a social welfare organization may do so, a contribution to
such an organization will not be deductible for purposes of the income, gift or estate tax.

Section 2.2 Allina Health Svstem.

Allina Health Systcm is filed as a nonprofit corporation exempt from taxation under
Section 501(c)(3). Allina Hcalth System directly owns and operates several separate entities,
including Abbott Northwestern Hospital, Buffalo Hospital, Mercy Hospital, Unity Hospital,
Owatonna Hospital, River Falls Arca Hospital, United Hospital, New Ulm Medical Center,
Cambridge Medical Center. Fridley Convalescent Home and Phillips Eye Institute. (Exhibit 1)
Because it din;,ctly OWI'IS these facilities. the primary corporate responsibility of Allina Health
S).'stem is to assure the prudent and safe operation of these hospitals and nursing homes.

Allina Health System is the result of a series of hospital mergers from 1983 to 1994.
(Exhibit 2) In 1983 the company was known as Health Central, Inc., which was a collection of

hospitals in Anoka County and rural Minncsota. In 1987 Health Central merged with Health

N



One Corporati 6n, wh‘ich owned United Hospital. In 1988 Health One merged with Metropolitan
Hospital and Mount Sinai Hospital. -In 1993 Health One merged with LifeSpan Corporation,
which owned Abbott Northwestern Hospital. The company changed its name to HealthSpan at
the time of the merger. One year later, in ]994,,Hea]thSpan changed its name to Allina as part of
its affiliation with Medica.

Allina Health System is governed by its -articles of incorporation (Exhibit 3) and its
bylaws (Exhibit 4). Pursuant to these documents Allina is governed by a Board of Directors,
with 20 directors elected at large and up to eight ex-officio directors. As with most other Allina
entities, the director terms are three years and no director shall serve more than three consecutive
three-year terms. The articles and bylaws permit up to 50 percent of the directors being doctors
of medicine or osteopathy. Up to 49 percent of the directors may also be “interested directors,”
including any members of Allina’s management service and any physician directors who provide
services in conjunction with Allina or any of its health plans, hospitals or clinics. The president
and chief executive officers of Allina typically scrve as ex-officio members. Seven of the
members also serve as dircctors on the.Board of Medica HMO. Attached as Exhibit 5 is a list of
the Board members for the year 2000-2001.

_Allina’s entirc Bu,si ncs.;. is munaged by the Bowrd of Directors. The Board has the power
to control all corporate functions of Allina. including the election of other directors, the election
of Allina’s president, the clection and removal of corporate members. as well as managing and
evaluating the operations of all Allina operating units. (Exhibit 3).

The Board of Dircctors also elects the “coporate members.” Because the Board of
Directors has the core power of the compuny., the corporate members of Allina have nominal

authority other than to approve some amendments to the Allina articles of incorporation, such as



a merger or cor.mso]idation o.f A]liha, a sale, lease or transfer of Allina’s property or assets, or a
planned dissolution of the company. (Exhibit 3). The Allina bylaws are silent as to the total
number of corporate members that are elected to serve.

Each of the hospitals listed above are considered to be unincorporated operating units of
Allina. Allina has established an operating unit board for each hospital, and the Allina board
reserves to itself the election or removal of the directors of each operating unit board. The Allina
board also has final app;oval on all amendments to the bylaws of an operating unit board, final
approval of an operating unit’s strategic plan, capital budget and operating budget, final approval
of any plan of merger or consolidation, final approval of capital expenditures, and final approval
over the selection, appointment and termination of an operating unit’s chief executive officer
(who in turn has authority to have and replace all other officers).

As noted above, the corporate operation of Allina Health System is approximately 17
hospitals and three nursing homes. The corporate operations reflects its corporate history, which
is a series of mergers involving these hospitals und nursing homes.

In addition 10 operating the above hospitals and nursing homes, Allina Health' System
acts as a holding company which owns and controls dozens of other organizations.

Allina executives commonly divide the Allina conglomerate into two paits: the “delivery

- side” (or “HealthSpan™) and the “health plan™ side or (“Medica™).

The HealthSpan side is composed of health provider groups such as Allina Health System
(the hospitals and nursing homes): Allina Mcdical Clinic (over 500 primary care physicians); the
Allina Foundation, a 3501(c)(3) organization: Allina Hospitals and Clinics Community
Pharmacies, Inc.; Abbott Northwestern PHO. a nonprofit corporation; Allina Behavioral Health

Services, a nonprofit corporation: Allina Specialty Associations. Inc.. a nonprofit corporation;



Apple Valley Building Associates, a partnership; Burnsville Specialty Care Center, a nonprofit
corporation; c4Health, Inc., a for-profit corporation; Hastings Surgery Center, an LLP;
HealthSpan Integrated Provider Network, a nonprofit organization; HealthSpan Medical
Management, a nonprofit organization; HealthSpan Services Company, a for-profit corporation;
Kuljetti Print Systems, a nonprofit organization; Mobile Imaging Services, LLC; Mount Sinai
Foundation, a tax exempt organization; i’hysicians Neck and Back Clinic, LLC; Print Services,
Inc., f/k/a Marudas Business Forms Company, a for-profit corporation; Regional Imaging
Services, LLC; St. Francis Regional Medical Cénter, a joint venture; Sherman Street Medical
Condominium Association, Inc., a nonprofit corporation; Sister Kenny Foundation, a nonprofit
corporation; Suburban Imaging, LLC; Twin City Oxygen Company, a for-profit corporation;
United and Children’s Ambulatory Surgical Center Associﬂtion, a partnership; United Hospital
Foundation, a nonprofit organization; West Health, Inc., a joint venture; West Suburban Health
Campus, Inc., a partnership: and Woodbury Ambulatory Surgical Center, LLC.

These corporate entitics own, control and staff 17 hospitals, three nursing homes, 47
clinics, with over 20.000 employees. It controls approximately 30 percent of the hospital market
in the Minheapolis/St. Paul metropolitan area.

Section 2.3 Medica Health Plans.

The health plan side of Allina is composed of four corporations: Medica Health Plans,
Medica Insurance Company. Medica Health Plans of Wisconsin and Allina Self-Insured. Inc.

The core health plan is Mcdica Health Plans. Medica is a nonprofit organization that is
exempt from taxation pursuant to Section 501(c)(4). Medica is governed by its articles of
incorpora;ion (Exhibit 6). Medica provides health coverage 1o approximately 750,000 members.

Medica generates about 50 percent of the revenue of the entire conglomerate.



. Medica was originally created as Physicians Health Plan of Greater Minneapolis in.
December of 1974. In 1980 the company changed its name to Physicians Health Plan. In 1993
the company merged with Share HMO and changed its name to Medica Health Plans.
(Exhibit 7).

Allina has the sole right to elect or remove four of the seven members of the Medilca
Board of Directors; 1o approve strategic plans and capital budget, to approve any merger- or
consolidation, and to select Medica’s president. (Exhibit 6). The consumer members, while
having a participatory tole, have very limited authority as it relates to the governance of Medica.
For instance, the voling rights of consumer members are limited to voting for the three
“consumer’” members on the Bourd‘ of Directors. (Exhibit 6). No consumer member may sit. on
the Board of Directors. however. unless he or she is first “ratified” by Allina. (Exhibit 6). The
consumer members are considered 1o be non-voting members for all other purposes, including
board vacancies or board removals, election of officers, or any amendments to the articles of
incorporation or bylaws.

At present the president of Medica also serves as an “ex-officio” director. While there
are seven members on the Medica Bourd of Directors, over the past ten years there has been
considerable disruplin_m on s board. Since 1993 over 40 individuals have served on the board.
(Exhibit 8).

Medica’s financial statement is consolidated with three other companies to form the
health plan side of Allina. The second company is Allina Self-Insured, Inc. (“*ASI”), which is a
taxable nonprofit corporation. It was onginally formed as Select Care in 1983. ASI operates the
Preferred Provider Organization ("PPO™) which essentially offers the Medica Provider Network,

enhanced with additional Minnesota providers, to insurers, national provider networks, union



trust funds, and self-insured plans. (Exhibit 9). The benefit provided by ASI to these clientele,
who do not have their own health provider network in Minnesota, is to adjust or discount the fees
of it§ providers for such clientele. While the PPO adjusts claims for about 250,000 enrollees, its
net profit is usually under two million dollars.

The ASI Board is composed of directors elected by the HealthSpan Medical Management
Board of Directors (“HSMM”). The president of ASI also serves as an ex-officio member of the
Board. HSMM is a taxable nonprofit corporation which is governed by the Board of Directors
appointed by Allina, its sole member.

Finally, the third and fourth corporations are Medica Health Plans of Wisconsin and
Medica Insurance Company. Medica Health Plans of Wisconsin is a nonprofit tax-exempt
corporation that has onc voting member, Allina Health System. Medica Insurance Company is a
for-profit insurance company. Neither of thése companies have built up a policyholder base and
neither of these companies generate much revenue for the conglomerate.

Section 2.4 The Medica Mission.

Medica is licensed as un HMO pursuant to the Minnesota HMO Act., Chapter 62D. The
Legislature enacted the HMO Act for the expressed purpose of achieving greater efficiency and
economy in providing health care services. Indeed. the very purpose of an HMO is set forth in
the HMO enabling statute:

Faced With a continution of mounting costs of health care coupled with its

inaccessibility to large segments of the population, the Legislature has determined

that there is a nced to explore alternative methods for the delivery of health: care

services. with a view toward achieving greater efficiency and economy in
providing these services. Minn, Stat. 62D.01. subd. 2.

In other words. Medica has a clear statutory mission, which mission has been frequently

repeated by Medica officers to the public. to manage health care costs and try to keep premiums



down. (Exhibit 10). The Minnesota Council of Health Plans, of which Medica is the largest

member, describes “managed care” as follows:

“The goal of managed care techniques is to direct the limited money that is
available toward the right care, provided at the right time, in the right setting and

at the right price.” (Exhibit 11).

Section 2.5 The Allina Mission.

In contrast to the Medica side of the conglomerate, the multitude of corporations and
legal entities which comprise the health delivery system, or the HealthSpan side, of Allina has a
different mission. The statutes and regulations which regulate hospitals, nursing homes,
physicians and other health providers make it clear that the primary mission of the delivery side
is to act as caregivers Lo patients. Tlie mission statement and activities of Allina .also reflect
expenditures that are broader than the health care of Medica patients. (Exhibit 12). For instance,
Allina touts that it makes considerable contributions to the community, such as sponsoring the
orchestra, celebrity golf tournaments, charitable events for other foundations and corporations,
and grants for government studies. Indeed. Allina made frequent contributions to the Attorney
General’s Office prior to Junuary 1. 1999 under the guise of a charitable donation. (Exhibit 13).

Allina Health System emphasizes the difference of its mission with that of Medica in its
own Community Investment lécponing Guide. where Allina describes itself as follows:

Allina Health System. as a not-for-profit. tax exempt organization. has a special

relationship with the State of Minnesota and its citizens. We benefit financially

through our tax exempt status. In return. we are obligated to serve the interests of

the community as o whole, not just individual patients and plan members.
(Exhibit 14)

Allina owns and controls several hospitals and nursing homes. It also owns nonprofit
corporations which employ hundreds of doctors and thousands of employees who are engaged in

patient care. The mission of the Board of Dircctors and officers of Allina Health Systems is



clearly to make sure that the hospitals, nursing homes and the organizations it owns and controls
are adequately capitalized and financed to serve the need of patients. (Exhibit 15& 16).
" Putting it simply, the mission of the Allina Health System and Medica HMO are different

and at times conflicting.

Section 2.6 The Duties of the Officers and Directors of Nonprofit Corporations.

1t is clear that the primary purpose of Medica, as set forth'in the statutes and by its own
public statements, is to manage health care dollars and to contain premium COSts. In contrast, the
primary purpose of the HealthSpan side of Allina, governed by the directors and officers of
Allina Health Syslem, is to provide care to patients and maintain quality hospitals and clinics.
Actions by the officers and direclors of either corporation which defeat these goals are clearly
impermissible.

The Medica public relations staff, not its officers or its lawyers, recently prepared a
memorandum for the company officers and directors on their duties. The public relations (“PR™)
staff noted that the dircctors and officers are:

...Jegally responsible for making sure the organization remains true to its mission,
safeguards its asscts and operates in the public interest. (Exhibit 17).

The PR staff also pointed out that the duties of an officer and director include the duty of
care, the duty of loyalty and the duty of obedience. The PR staff noted that officers and directors
must give undivided allegiance to the organization and can never use information obtained as an
officer or director except in the hest interest of the organization. The PR staff also noted that
officers and directors must be laithful to the organization’s mission and not act in the way that is
inconsistent with it. (Exhibit 17).

The PR staff notes that il is in the public’s trust that the organization manages its funds to

fulfill the organization's mission. (Exhibit 17).



The PR staff delineated ten basic responsibilities for the officers and directors of a
nonprofit corporation, all of which are set forth in Exhibit 17. The PR staff noted that the
officers and directors must be prudent stewards of the corporation’s resources, must make sure
that financial ‘controls are in place, must monitor the ethical norms of the officers, must follow
the mission statement of the organization, and must make sure that the chief executive has the
moral and professional support needed to further the goals of the organization. (Exhibit 17).

Being a nonprofit corporation, the directors and officers of both Medica HMO and Allina
Health Systems owe a fiduciary duty to each corporation to act in good faith, with honesty in
fact, with loyalty, and in the best interest of the corporation. Minn. Stal. Section 317A.361. Two
months ago the Minnesota Court of Appeals reviewed this fiduciary duty owed by a director and
officer to the corporate membership in the case of Shepherd of the Valley Church vs. Hope
Lutheran Church of Hastings, N.W.2nd ___ (Minn. Ct. App. 2001). The Shepherd
matter arose out of an intracongregational dispute that resulted in a faction of the Shepherd
congregation voting 1o scparute and create the Hope Lutheran Church, and to transfer Shepherd’s
church property to Hope. Intimately involved in this action was the former vice president of
Shepherd named Collins, who became president of Hope. The Court of Appeals specifically
discussed the high degrce of the fiduciary duty owed by an officer and director to the
membership of a nonprofil corporation:

..as the bearer of a fiduciary duty, the law imposed on Collins the highest

standard of integrity in his deualings with the other officers of SOTV and the entire
SOTV congregation. not just those who arc members of the Hope faction.

While nonprofit corporations are generally governed by legal principles which are similar
to those applied to traditional. for-profit corporations. the courts have drawn important

distinctions. In Manhattan Eve. Ear and Throat Hospital vs. Spitzer, 715 N.Y.S.2nd575
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. N.Y.Sup. 1999) the court noted the unique characteristics of a nonprofit that justify close.
scrutiny of its directors’ actions:

Not-for-profit corporations operate under legal regimes designed for traditional
for-profit corporations. However, fundamental structural differences between
not-for-profit corporations and for-profit corporations render this approach
incapable of providing effective internal mechanisms to guard against directors’
improvident use of charitable assets. For example, in the for-profit context,
shareholder power ensures that Boards make provident decisions, while in the
not-for-profit context, this internal check does not exist. To put it another way, a
nonprofit corporation has no “owners” or private parties with a pecuniary stake to
monitor and scrutinize actions by the directors.

Section 2.7 Conflict of Interest: Referral Fees.

In 1993 Aspen Clinic. composed of approximately 120 providers at nine locations,
received $10 million from Blue C;'oss Blue Shield of Minnesota ("BCBSM™) as part of a joint
venture in which Aspen would be munaged by BCBSM. (Exhibit 18). In 1994 BCBSM paid
Aspen, one of the largest mulli-speciahy. clinics in the melropolitan area, an additional
$14 million in exchange for agreement not to sell the clinic to a third party. (Exhibit 18).

By 1997 Aspen had grown to 160 physicians and appeared to be in trouble again. In June
of 1997 it was announced thal Aspen was negotiating with Fairview Hospitals concerning a
merger with and/or acquisition by Fairview. (Exhibit 18).

The negotiulidns with Farrview were never completed and by late 1997 Allina and Aspen
commenced their own negottations. According to the February 26. 1998 minutes of the Allina
finance committee, Gordon Springer and David Strand had been negotiating for a long-term
transaction with Aspen. (Exhibit 191, Mr. Strand noted that Aspen had suffered significant
operating losses in 1997 and 1998 The proposal was that Medica enter into a “bridge”
agreement which would provide the clinic with sufficient cash and eredits from Allina/Medica to
allow it to remain a viable provider. Under the “hridee™ agreement. Medica would invest cash,

pool credits and lease allowances of approximately $8 million in March of 1998. (Exhibit 19).
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During that month the parties would then negotiate for a long term (ten year) agreement whereby
Aspen would agree to be a provider for all of Medica’s health plan products and would use
Allina facilities for services delivered to Medica enrollees. On M:;y 23, 1998 Aspen and Medica
entered into an agreement where Medica made a series of payments to Aspen in exchange for the
referral of all Medica patients by Aspen to Allina owned hospitals. (Exhibit 20). Medica que

commitment for the following payments:

A) “Care management fees” of $1 million for performing. case management and
utilization management services (such as determining the eligibility and coverage
of a patient):

‘B) “Infrastructure support” to the clinic in the amount of $500,000 per year:

C) Payment of the lesser of $4.500.000 or the clinic’s losses for the first quarter of
1998;

D) Payment on behalf of the clinic of $500,000 to an accounting firm:

E) Payment of $6.500.000 as a "fee cnhancement” to assist the clinic in
“transitioning” under the contract;

F Interest frec loans of $2,200,000 and $1,100,000 to help the clinic with “cash
flow” (at an eight percent interest rate, Medica effectively imputed about
$250,000 in interest 1o the clinic, which at the time was in a financial crisis that
effected its ability to pay back the loan). (Exhibit 20).

Thus, Medica paid Aspen approximately $13 million in 1998 und $1,750,000 in 1999,

which payments were in large part designed to build up patient referrals to Allina.

In March of 2001 Meredith Matthews. the chiel medica) officer of Allina (not Medica),

evaluated the relationship between Allina and Aspen. The memorandum prepared by

Dr. Matthews essentially states that Medica currently pays $1.5 million in enhanced payments

over and above the fee schedule with Aspen because of the exclusive referral of Medica patients



to Allina facililties. thibit 21). The memorandum also notes that the contract with Aspen for
2001-2003 still had not been negotiated.

It is the mission_ of Medica HMO to manage health care costs. Minn. Stat. § 62D.01,
subd. 2; Exhibits 10-11. Prudence in the expenditure in the premium dollar will potentially
lower the premium, the co-payments and the deductible payments of Medica members. The duty
of the directors of Medica is to honor the mission of the Health Mainténance Organization. The
directors of Medica, however, are also directors of Allina Health System, which has a mission to
make sure that its hospitals and clinics are financially sound.

The conflict of interest between Medica HMO and Allina becomes clear as it relates to
the Aspen transaction. In this case Medica is the clear loser, as it paid $13 million in 1998 and
$1.5 million each year thereafter simply for additional referrals to Allina. It is not in the interest
of Medica that premium dollars be utilized for referral fees on behalf of a nonprofit corporation
that operates hospitals. Allina is the clear winner in the transaction. as it receives an additional
v.olume of patients from thc Aspen Clinic yet does not have 10 pay additional compensation to
Medica.

The Medica management has claimed that the Aspen transaction was bencficial to
Medica because Aspc‘n~ rcducc‘d its fees with regard to services provided 10 Medica patients. This
justification has little merit. however. as Exhibit 19 appears to indicate thal there was no
adjustment in th;: 1998 Aspen tee schedule.  Indeed. the 2001 fee schedule is currently being
negotiated between the pantics.

“The directors and officers of Medica HMO also serve as officers and directors of Allina.
The officers and directors of Medica clearly compromised their duty of loyalty, their duty of

obedience, and their duty of care to the mission of Medica HMO.
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Medica-has also entered into a “most favored nation” relationship with other physicians
and clinics. Attached as Exhibit 22 is a list of approximately 19 clinics that are targeted as “most
favored nation” clinics that will receive additional referral fees in exchange for surgicél work on
Medica patients being performed at Allina facilities. .

Once égain, Medica is the loser in these transactions. Payment of such additional fees
unnecessarily raises premiums, co—payment§ and deductible paymients of Medica members.
Allina of course is the wjnner. as it is able to obtain greater revenue from the services provided.

These transactions clearly do not further Medica’s mission of managing heaith care costs
to achieve efficiency and economy in providing health care.

Section 2.8 Conflict of Interest: Crisscross Transactions.

Allina,-Medica and the other organizations share a “central business office” (“CBO™)
through which certain services and/or products are provided by the holding company. Each
entity pays the CBO. known as the “Allina service office,” a monthly installment of the projected
services it expecis to receive.

While a CBO is not unusual in_a large company, where the CBO separately bills each
operating division for services provided. it is unusual that such intra-office accounting should
occur between separate and distinct corporations. some for profit and some nonprofit. What is
* particularly troublesome is that all of the companics, processing in aggregate over $3 billion, use
the same cliecking account. As a result, there is little ability (o independently verity whether a
transaction written out on the onc checking account has been allocated to the appropriate cntity.
Rather, all checks are issued from the same account. and the only (rack on the iransaction is the

accounting entry that is made. In this age of computer technology, it is not difficult for such

14



tracking to become confused if a computer entry is modified. Thus, the validity of the financial
statements becomes dependent upon the credibility of the officers of the nonprofit corporations.

It appears that the officers of Medica and Allina are willing to engage in cri'sscro.ss.
transactions bétween the companies in order to confuse its members and the government. For
instance, in late 1999 it became obvious to management that Medica’s administrative expenses
were extremely high and wbuld be subje;c.t to criticism from the board of directors, regulators and
policyholders. Accordingly, Mr. Strand and Ms. Vigil, the chief executive officer and the chief
operating officer of Medica, respectively, held separate meetings with senijor staff of Medica and -
Allina where they told the staff that Allina would not bill Medica for the balance due by it to the
CBO. In exchange, Medica would pay an additional payment to Allina for additional services
supposedly provided by its hospitals to United Behavioral Health.

At year-end 1999 Medica owed $7 million to the CBO. The purpose of the above
crisscross transaction was apparently to lower the administrative ratio of Medica. The
transaction makes it clear that the officers of Medica and Allina were able to use the assets of
one company to pay for lhe-liabililies of another, and that they were able 1o misrepresent the
transaction and consequently the financial operations of both Medica and Allina 10 their
respective boards of directors, the policyholders and the state.

The above transaction. not documiented in writing, and is known only because of the
statements of independent witnesses. I is unknown whether other crisscross transactions have
occurred between these nonprofit corporations which effect the financial statement of one of the
companies.

Th;e above transaction constitutes a serious breach by the officers of their duties of

loyalty, of care and of obedience to the mission of cach company.
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_Section 2.9 Conflict of Interest: Prefunding Arrangements.

In 1998 Allina Health System needed capital for improvements to its hospitals and
clinics. Because it did not have sufficient cash flow to support such capital improvements, the
company and certain subsidiary corporations formed a Credit Group which entered into a Master
Trust Indenture with Norwest Bank Minnesota, which acted as the trustee for the issvance aﬁd
repz_lyment of $150 million in bonds. (Exhibit 23).

It is apparent that Allina will need to raise more money in the public market in the near
future. Allina Health S'ystc'm manages approximately 12 hospitals, a nursing home, and 50
clinics with over 500 physicians. The advanced medical technology, equipment and facilities
necessary for these operations urc'capilal intensive. (Exhibit 25). Allina acknowledges that
“capital is the key to Allina’s survival”™ (Exhibit 24), and projects a need for $700 million in
capital expenditures over the next five years. (Exhibit 25). Allina also acknowledges that the
earnings/cash flow of the total Allina enterprise is insufficient to generate the required capital.
(Exhibit 24). Allina has been advised that the hospital’s division and Medica must attain
operating margins higher than past performance, with Medica needing Lo maintain a lwo percent
operating margin in order to pay for the linancing of such capital improvements. (Exhibit 24).

In order to hel-p Allina Health System be.able to cash flow its current bond obligations,
Medica advances approximately $30 million to Allina to “pre-fund™ Allina’s accounts
receivable. (Exhibit 26). This pre-tunding arrangement is referred to ds “paying to date of
service,” which means that Mcdica is paving for services rendered for which it has not reccived
an invoice and for which it has not received the necessary documentation which, in the normal
course of business, an insurer should review in order 10 determine whether the treatment is

reasonable and necessary.
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Allina ackriowledges that the pre-funding arrangement is necessary because Allina’s cash
flow position is insufficient to maintain its bénd rating. (Exhibit 26). The financial impact of
the transaction is that Medica loses, at an eight percent investment rate, approximately $2.4
million in investment income. (Exhibit 26). As important, Medica is at risk by essentially
“loaning™ Allina $30 million at a time that Allina admitted!y has an insufficient cash position to
justify its bond rating. (Exhibit 26).

Allina acknowledges that this pre-funding arrangement is not typical. (Exhibit 26). It

“also acknowledges that the $30 million “pre-funding” would not likely be considered an

“admitted asset with insurance regulators. (Exhibit 26). This in part is because, since Allina is an
affiliate arid has insufficient cash flow to maintain its bond rating, the entire $30 million “loan™
may technically be at risk. (Exhibit 26).

The above transaction clearly is not to the interest of Medica. At an eight percent
investment rate Medica loses approximately $2.4 million in investment income. Medica also
places $30 million of its equity at risk if Allina should default on its obligations. It also severely
compromises Medica’s résponsihility. which other insurers' and HMOs undertake in the normal
course of business, to review a health provider’s invoices before payment in order to determine if
the services were.reusonuhle and necessary.

The officers and dircctors of Medica. by permitting Medica to cngage in a pre-funding
transaction with Allina, have compromised their duty of loyalty, of due care and of obedience to
the mission of Medica.

Section 2.10 Conflict of Interest: Upcharging on Invoices.

As noted above, Medica pre-funds Allina’s services. which essentially means that it pays

for services rendered by Allina withoul reviewing and rcceiving an invoice. The review of a
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health provider’s in\;oice to determine the reasonable nieed of the service provided is a core
function of an HMO or insurer. Indeed, Select Care, an affiliate of Medica, claims that it saves
app.roximately 25 percent of invoiced services from hea].th providers by engaging in such
utilization review. (Exhibit 9).

The need to review s‘uch invoices is particularly important if the health provider is under -
investigation for making errors in the coding of physician services. This is precisely the case
with Allina in the mid-1990s. In 1994 Allina’s predecessor organization, Health One, entered
into a st_ipu]'ation agreement with the Office of Inspector General as it relates to upcharging by its
transportation division. (Exhibit 27). As part of that settlement Allina agreed to undergo
periodic audits by its own auditor to determine if its service charges are in compliance with its
contracted obligations to the government. (Exhibit 27). The directors and officers of Medica are
aware that the Office of Inspector General is currently investigating Allina as it relates to
upcharge errors discovered during these compliance audits by Deloitte and Touche, Allina’s
auditors. (Exhibit 28). The officers and directors of Medica are also aware that Allina publicly
concedes that it overbilled the federal- government approximately $19 million in services. but
publicly argues that this overcharge should be reconciled with approximately $19 million in
“undercharges” by Allina. (Ex'hihil 28) Regardless of whether Allina’s argument conceming the
reconciliation of overcharges: and undercharges is credible. it is obvious that Allina has a
significant probleh with regard to coding for its services. In such a circumstance, it is clearly to
the interest of Medica’s mission that it review in detail the invoices of Allina affiliates before
payment is made to make surc that proper management of services is being undertaken.

By permitting Medica 1o pay a health provider before receiving the invoices. in a

situation where the health provider is under a grand jury investigation as it relates to invoicing
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errors, the Medica Board of Directors and officers are violating their duties of loyalty, of care
and of obedience to the mission of Medica.

Section 2.11 Conflict of Interest: Fee Schedule Modification.

A critical function in the operation of an HMO is the contracting and credentialing of
health providers. As noted by the Minnesota Council of Health Plans:
The goal of managed care techniques is to direct the limited money that is

available toward the right care, provided at the right time, in the right setting and
at the right price. (Exhibit 11). .

The Minnesota Council of Health Plans further describes managed care as follows:

Managed care is a way for employee health plans, government programs and

health plans to simultaneously improve quality and reduce costs by becoming

more actively involved in directing payments where they will do the most good in

negotiating Jower fees.” (Exhibit 11).

A key component to negotiating lower fees is to have a contract with the health provider
which defines the utilization review process of the HMO. In addition, the contract locks in the
price of services to be provided by the clinic. which is a critical component in calculating the
premium of an ﬁMO. Indeed, Medica executives state that provider charges are the leading
cause of increased premium being charged to members. (Exhibit 29).

Allina affiliates provide approximately 20 percent of the health payments of Medica.
(Exhibit 30). Accordingly. the payments to Allina, and the contracts upon which such payments
are calculated, are clearly an important component in the calculation of Medica’s premium.

The “negotiation” between Allina; as a health provider, and Medica, as an HMO, resulted
"in an agreement for the Allina fee schedule which was to take cffect on Junuary 1. 2001. The

agreement was binding on both pantics. The agrecement also established a fee schedule between

SelectCare, a preferred provider organization affiliated with Medica, and Allina.
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REDACTED

In spite of this contractual commitment by Allina, it gave notice to Medica on
January 31, 2001 (31 days after it took effect) that it would reopen the contract and “renegotiate”
the fee schedule. (Exhibit 31). Aaron Reynolds, the Chief Financial Officer of Medica, states
that the “renegotiation” is due to the “cash needs” of Allina. (Exhibit 32). The ability of Medica
to negotiate the fee schedule with Allina, which controls the appointment of a majority of the
Medica board and the appointment of Médica’s president (who in turn appoints all other officers
of Medica) is questionable. Indeed, the dubious ability of Medica to manage its health care costs
as billed by Allina is underscored by a March 19, 2001 Medica document, where Medica staff
raised the question of whether it was even in a position to negotiate the terms dictated by Mr.
Strand, Allina’s Chief Operating Officer, in hié January 31, 2001 directive. (Exhibit 33).

The fee schedule dictated by Allina provides in 2001 for a fee increase of . percent
over that contained in the January 2, 2001 agreement. (Exhibit 33). It also provides for a fee
increase of -percent for the year 2003 which is over and above the contract that was effective
on January 1, 2001. (Exhibit 33). The above price modification underscores that the goverming
structure of Allina and Medica creates an environment where the officers and directors of
Medicare cannot realistically negotiate with Allina on an arm’s length basis. Simply put, the
ability of the officers and directors of Medica to be loyal to the HMO mission of h:lnilging costs

is severely compromised under the current governing structure.

Section 2.12 Conflict of Interest :—

[h]



REDACTED
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'REDACTED
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Section 2.13 Conflict of Interest: Charitable Giving,

As noted in the bond o.l'l'cring of Allina Health System in 1998. Medicu HMO is not part
of the Allina Credit Group because of regulatory concerns. (Exhibit 23). The HMO statutes and
regulations make it clear that Medica should not place its policyholder reserves (its net worth) at
risk for use by the Allina Health Providers.

The':Al']ina Foundation is a separate nonprofit corporation which is controlled by Allina’
Health Plans. According to the bond offering prospectus:

The Allina Foundation resulied from the 1996 merger between HealthSpan
Community Trust Fund and the Medica Foundation. ... Historically, the



Foundation has received its funds from the investment eamnirigs and statutory
reserves from Medica. (Exhibit 23).

It is apparent that the dependence of tﬁe Allina Foundation on Medica continues. On
January 31, 2001 Medica pledged another $2 million to the Allina Foundation. (Exhibit 41).
Five days later, on February 5, 2001, A_l]ina Health S'ystem announced that it would initiate three
projects for 2001. (Exhibit 42). The first project is to hire Dr. Nicole Lurie to report directly to
Jan Malcolm. the Commissioner of Health, on developing a “Minnes.ota Model for Prevention.”
The second project is to contribute $150,000 to the Minnesota Chamber of Commerce which will
'administer a CHAT game that will “educate” Minnesota employees about the costs, tradeoffs and
prioﬁtigs inherent in health care spending. The third project is to contribute $200.000 to the
Minnesota Department of Public Safety to l-aunch a Day One Center, which will provide battered
women and families access 10 immediate services with one phone call. (Exhibit 42).

In addition, there appears to be a 'fourth project, which is a contribution to the Department
of Public Safety to encourage safe driving habits on Minnesota highways. (Exhibit 43).

It is noteworthy that Medica’s directors and officers have not adopted any principles as it
relates to charitable giving. Rather, Medica appears to simply turn over its funds to an Allina
controlled foundation which makes its own determination on how to spend Medica’s funds. It is
noteworthy that the memoranda discussing the charitable projects for the year 2001 emphasize
| that the projects will give broad c.;cposure to Allina. (Exhibit 43). No similar exposure is given
to Medica._llt is difficult to surmise why these charitable transactions are beneficial to Medica
members, particularly where the membership is faced with repeated and steep increases in health
premiums. At a minimum, if such giving is nccessary in order for Medica to maintain its tax

exempt status, its own board of dircctors should be responsible for how the funds are expended.
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The abdication by the directors and officers of Medica as it relates to charitable giving of
the members’ premium appears to violate their duties of loyalty, of due care and of obedience to
Medica.

Section 2.14 Conflict of Interest: Senior Population.

The aging of the Minnesota population (Exhibit 44) may likely raise the greatest conflict
between the interests of Allina Health Slystem and the interests of Medica. On the one hand,
Medica has suffered severe losses in the past with regard to its Medicare insurance and HMO
products. On the other hand, the hospitals owned by Allina Health System generate their highest
income from the treatment of Medicare patients. The financial stability of Medica and its
mission of trying to contain the increasing colst of health premiums demands that. its board of
directors and offic;:rs be independent of pressures from Allina Health System, which currently
controls the HMO.

In 1998 Medica issued four different health plans to 69,000 Medicare recipients, which
collectively incurred $3.81 million in operating losses for the company. (Exhibit 45). Although
Medicare policies accounted for less than 6.5 percent of Medica’s total enrollment in 1999, it
provided 23 percent of its revenuc and was responsible for 20 percent of its net operating loss.
(Exhibit 46).

The original policy issued by Medica to senior citizens is described as a Medicare Risk
policy. A senior who purchases a Risk policy essentially directs the Health Care Financing
Administration (*HCFA”) to pay a monthly premium to the HMO. The senior also pays the
HMO a monthly premium. In exchange lor the premium payments from both HCFA and the
policyholder, Medica assumes all risks of HCFA in insuring the senior citizen pursuant to the

terms of the Risk policy. The HMO may not bill back HCFA for any losses sustained on the
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_policy. In 1998 the Risk policy was issued to 33,127 seniors and had incurred a loss of $2.45.
million. The company was no longer selling it except in a limited manner in four metropolitan
counties. (Exhibit 46). By the year 2000 the company reduced its participation to three
metropolitan counties.

Another product Medica sells to seniors is known as the Select policy. The Select pol.i.cy
is a standard Medicare supplement policy, offeﬁng either :a “basic” or an “extended” plan.
Under a Select policy the health provider sends a bill to HCFA for services rendered to the
Medicare recipient and HCFA pays a percentage of the services pursuant to an established fee
schedule. HCFA then forwards the balance of the bill to Medica which then pays a portion of
the balzmce.owed' to the provider. 'ln 1998 almost 89 percent of this market was dominated by
BCBSM. (Exhibit 47). Mcdica was the next highest underwriter with about eight percent of the
business. (Exhibit 47). In 1998 Medica issue;l the Select policy to 13,214 members and incurred
an operating loss of $2.92 million. (Exhibit 45). While the Select policy was sold on a statewide
basis, the marketing effort was substantially reduced. (Exhibit 48 & 52).

The third policy issued by Medica is known as a dual op;ion policy or a MSHO. If a
senior is so impoverished that he or she is on medical assistance and cannot afford a Medicare
Supplement policy. the state ends up paying substantial money for the co-payment of health care
not covered by HCFA under the Medicare Act. Accordingly. it becomes advantageous for the
State of Minnesota to pay the HMO for a policy and to collect the Medicare benefit. In 1998
Medica issued only 1.852 pohcies 10 MSHO enrollces but made a $1.852 million profit (almost
$1.000 per member per yeur!) on the policy. (Exhibit 45),

Finally, Medicare issues i “cost™ policy to 20.782 enrollees and essentially broke even on

the sale of the policy. (Exhibit 45).
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In December of 1999 Medica projected that, as the age of its Medicare policyholders
increase, the health care cost of its Risk polfcy will escalate. (Exhibit 44). It questioned the
]ohg—term viability of its Risk product due to the advancing age of the policyholders (Exhibit 44),
and the inability of Medica to raise the premium without suffering adverse selection (where only
the seniors in ill health would be willing to pay the high premium while the healthier, lower cost,
seniors will purchase a different policy elsewhe%e). (Exhibit 44 & 49). The losses on the Risk
policy were projected to triple in 1999. (Exhibit 50).

In December of 1999 Medica gave an extremely poor review of the Secure product. It
noted that in 1998 the Secure product accounted for six percent of the total seniors’ revenue, 25
percent of the senior membership and nearly 80 percent of the operating losses. (Exhibit 48).
The company described its care management and underwriting of the Secure policy as poor
(Exhibit 51) and noted that it was projected to lose another $2.9 million in 1999. (Exhibit 48).
In December of 1999 Medica noted that “robust marketing of the Secure product was
discontinued in 1997 when the product became unprofitable.” (Exhibit 52). Tt also noted that,
while Medica’s Secure “basic™ product was already priced 17 percent and 28 percent over:
HealthPartners and BCBSM. respectively (Exhibit 53), it still needed to increase rates in order to
chase away high Joss customers. (Exhibit 54).

Accordingly, the company proposed 1o decrease the senior enrollees by increasing rates
in geographic ateas such as St. Louis County and Chisago County which had high loss ratios.
(Exhibit 54).  With regard to new membership, the company proposed to initiate rigid
underwriting criteria where only “best in class”™ would be underwritten. (Exhibit 55). The
company also proposed o adopt a retroactive underwriting technique where policies would be

rescinded if the applicant made a misrepresentation on the application.  (Exhibit 55). The
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company propésed to. add a number of broad ql'lestions to the application which would enable the
company to prevail in arguing that a policyholder had made a misrepresentation. (Exhibit 56).
The company also proposed to lower broker commissions (Exhibit 57), to reduce its provider
network (Exhibit 58) particularly in the greater metro area and in Duluth (Exhibit 59) and
perhaps even restrict the senior network to Allina providers. (Exhibit 59). In short, in December
of 1999 the company projected continued losses for the senior market in 2000 (Exhibit 60) and
noted that, because its rates are higher than HealthPartners and BCBSM, it will continue to have
more ]o‘sses due to an unfavorable risk pool. (Exhibit 61). The company concluded that the
losses were due to insufficient rates, high medical costs, unfavorable product design, poor
underwriting, weak market penetration, high administration costs and high taxes. (Exhibit 49).
The company acknowledged that its rates were already higher than HealthPartners and BCBSM,
both of which had made a profit in the Medicare market in 1998. (Exhibit 61).

In summary. it is clear that Medica has had a difticult time obtaining profitability in the
senior market. Its historic experience with the Risk policy was abysmal and its experience with
the Select policy was also unlavorable.

While the company projected the sale of approximately 1.000 new policies in 2000, it
was also imp]ememing a prici.ng. underwriting and provider network strategy with the goal of
reducing the number ol existing policies issued to senior citizens. (Exhibit 62).

The above observations were reported by Medica in December of 1999, During the next
six months Allina Health System also undertook its own market segment study with regard to the
profitability of senior citizens at its hospitals. Its analysis concluded that senior citizens were the
most profitable patients lor the hospitals (Exhibit 63) and noted that the senior population will

increase over the next several vears. (Exhibit 64). The company noted that the Medicare patient



not only generated higher revenue per hospital stay (Exhibit 63) but also that the services needed
by seniors aligns well with Allina’s expertise. (Exhibit 65). Allina’s conclusion was that the
Medicare patient is the prototypical patient desired by the conglomerate and that it is in the best
interest of Allina to solicit more seniors. (Exhibit 66).

Thus, during the first six months of the year 2000 there was a clear conflict of interest
between Allina Health Systems and Medica as it related to the Medicare patient. Medica steadily
lost money on Medicare policies while Allina Hospitals clearly made money on the treatment of
Medicare patients. Accordingly, it is assumed that the Medica directors and officers should have
been trying to reduce loss exposure in the senior market in 2000 while the Allina directors and
officers should have been trying to increase its treatment of the senior market. The conflict of
interests between Allina Hcalth Systems and Medica HMO was resolved with a predicable
outcome. At the end of year 2000. less than one year after the dire evaluation made by Medica
as to its Medicare market. the HMO concluded that Medica’s Medicare profitability is projected
to improve as the plan transitioned away from risk-bearing products. (Exhibit 67). This is
interesting because in December of 1999 Medica noted that its greatest losses came from the
non-risk Secure policy. (Exhibit 48).

One wonders whether Medica’s decision to re-enter the senior market is due to a

-thoughtful and knowledgcable rejection of conclusions it made less than one year i)efore, or
whether the decision 1o enter the market is due to pressure from Allina Health System to increase
its population of Medicare patients. Because of the continuing pressures by Allina Health
System on Medica, and because of the conflicts of interest discussed earlier in this text. there is
substantial concemn that Medica is selling its policies not 1o lower premium costs or to manage

health care costs but simply to channel more profitable paticnts to the Allina Hospitals.



Section 2.15 Conflict of Interest: ¢4 Health.

c4 Health is a company that proposes to use the Internet to offer a health product directly
to consumers. (Exhibit 68) c4 Health proposes that its services will be utilized by commercial
insurers which offer medical spending accounts to consumers. (Exhibit 69). Under the c4
Health proposal the commercial insurer will offer the consumer the ability to determine the best
physician for his needs. balancing geogréphy, convenience, expertise and price, from a c4 Health
website. (Exhibit 70). The c4 Health website will include a chart where providers post their co-
payment levels and can set different co-pays for different times and days of the week to level out
their patient load. (Exhibit 70). c4 Health proposes that each consumer will transfer his or her
medical data to the c4 Health database so that providers selected by the consumer can review the
information and assist in making recommendations as to the appropriate physician to see or
treatment to obtain. (Exhibit 70). ¢4 Health will allow online appointment scheduling, online
physician correspondence, online prescription refills, integrated billing, automated patient visit
registration by physicians. instantancous verification of patient enroliment (for the physician),
and a reduced fee schedules. A more detailed description of c4 Health is attached as Exhibit 70.

It is apparent that a substantial amount of capital has been expended in developing the
software for c4 Health. According 10 an Allina memo dated December 13, 2000, funds were
committed by the Allina Board of Directors in March of 2000 to create the business model for c4
Health. (Exhibit 71). The total linancial commitment of Allina and its affiliates is not known.

In June of 2000 David Strund. the Chict Operating Officer of Allina. sent a voicemail to
Karen Vigil, the Chiel Operating Officer of Medica. which discussed the manner in which the c4
Health trénsaction should be structured. (Exhibit 72). According to the voicemail. Mr. Strand

and Ms. Vigil wanted the ¢4 Health corporation to be set up as a for-profit corporation and not as
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_ a nonprofit corporation. (Exhibit 72). Even though the Allina minutes in November of 2000,
indicate that the capital expenditure for technology to establish c4 Health was made by Allina.
In March of 2000, Mr. Strand stated in the June 23, 2000 voicemail that ¢4 Health is a Medica
subsidiary. Mr. Strand also proposed that c4 Health be a for-profit activity because “there is also
an opportunity for individuals to have a private equity interest, which could conceivably come
arbimd this Health E team stuff if it were to play out.” (Exhibit 72). Mr. Strand emphasized that
it was important for the officers to be careful about the accounting to make sure that the
individual stockholders are protected from any claim that it was usurping the investment activity
of Allina or Medica. (Exhibit 72).

- While the work for c4 llcnl.lh was completed in March of 2000 (Exhibit 71) and while in
June of 2000 Mr. Strand and Ms. Vigil decided to structure c4 Health as a for-profit corporation
owned by Medica, the December 13. 2000 ;nemo 1o Allina indicates that Allina (not Medica)
owns the company. (Exhibit 73). According to Allina’s minutes, on November 30. 2000 c4
Health filed to become a for-profit corporation under the Delaware General Corporation Law.
(Exhibit 74). As part of this action. Allina Health System received 4,862.500 shares of common
stock at $1 per share. The stoch was issued in exchange for a contribution ol $4,500.000 in
intellectual property assets and $362.500 in cash, (Exhibit 74).

The documents mahe no reterence as to whether stock options were issued to the officers
of ¢4 Health, who also are otticers of Allina Health System: Gordon Sprenger, David Strand and
David Pryor.

The ease with which the omnership of ¢4 Health technology was transferred from Allina’
to Medica and back to Allina should he of major concem to the directors and officers of each

company. It should also be a mujor concem to the directors of Medica and Allina that there was
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discussion by the officers of Medica and Allina that private stock should be issued to individuals,
presumably the officers of c4 Health. While it is unknown whether stock options were issued, it
does not zippear that any discussion regarding the issuance of such stock options to officers of
either Allina or Medica had ever been discussed at a board meeting of either company.

While the entire transaction regarding the establishment and creation of ¢4 Health
technology and its corporation is unknown, it is known that a conflict of interest appeared
betw;en Allina and Medica with regard to the source of the funds that were invested and the
~ ownership of the technology that was created.

Section 2.16 Conflict of Interest: General.

The State has reviewed the minutes of the board of directors of Allina and Medica. Tt is
apparent that both boards mect at the same time and conduct all of the activities for both
companies at the same time. It is apparent llml.the decisions of Medica are being made by the
Allina Board and are simply being ratified by the Medica Board which are. as noted above,
appointed by Allina. Indecd. the minutes of the Allina Board relegatec Medica 1o simply being a
“division” of the company. (Exhibit 75). The environment in which the Allina and Medica
board meetings are conducted appear to be such that the directors and officers of Medica cannot
and do not exercise independent judgment as to the best interests of the statutory mission of
Medica.

It is also noted Ithul one checking account is used for all of the corporations. The
difficulty with using onc checking account is that a computer entry is the basic evidence of
proper allocation of expenditurcs. The use of one checking account means that a simple
computer entry can modify the ownership of an assct or Hability and can modify the source of an

expenditure or receipt of revenuc. The use of one checking account presents u high potential for
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abuse for the wide variety of for-profit and nonprofit corporations entangled in this

conglomerate.

Seétion 2.17 Conflict of Interest: Pharmaceutical Rebates.

Section 2.18 Conflict of Interest: Stop Loss Commissions.

Section 2.19 Conflict of Interest: Medformation Referrals.

Sectjon 2.20 Conflict of Interest: Other.

Section 2.21 Conflict of Interest: Conclusion.

There are obvious conflicts of interest between the statutory mission of Medica as a
nonprofit HMO and the stated mission of Allina Health System. The current corporate structure

of the Allina Health System conglomerate whére the management of Medica is controlled by
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Allina, raises substantial questions as to whether the officers and directors of Medica can make
decisions in the best interests (;f its enrollees.

During the three-year period that was the subject of the review at Jeast the following
conflicts of interest were discovered as it relates to the following transactions:

1) The payment of referral fees by Medica to health providers who in turn referred
patients to Allina Hospitals.

2) The use of crisscross transactions between Medica and Allina in order to mask the
true administrative costs of Medica HMO.

3) Medica adopting a technique of “pre-funding” approximately $30 million to
Allina facilities even though they have not yet received an invoice to review lo determine
whether the services were reasonable and necessary.

4) The payment of fees to Allina prior to reviewing invoices, at a ime when Allina
is under investigation for upcharging invoices.

5) The unilateral decision by Allina to modify the fee schedule that was in existence

between Medica and Allina in January of 2001.
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7) The transfer by Medica of approximately $1 million per year to Allina for
purposes of charitable giving.

8) The decision by Medica to re-enter the senior market only months after ‘it
determined that it was Josing substantial sums of money in the senior market, at a time that

Allina was making large income from the senior market.
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9 The transfer of the technology and corporate ownership of c4 Health between
Allina and Medica.

If anything is clear about the health care market in Minnesota, it is that employers and
policyholders are extremely frustrated with the high premium increases they have paid over the
past several years. The above transactions were all undertaken to the detriment of Medica as a
nonprofit HMO and have significant impact on its financial statement. Given the fact that the
statutory mission of Medica is to manage costs and control the rising cost of health care
premiums, it appears to be inappropriate for Allina Health Systems to be controlling the

management of Medica.
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