


allowed per claim that the State o f  Alaska and their members will pay for prescription 
drugs in various settings (retail/mail, brand or generic).

A e t n a  R x  C l a i m  C o s t  ( E x h i b i t  4,  P a g e  2 o f  3 )

Aetna Rx Claim Costs arc derived fiom the base data from Exhibit 4, Page 1 o f  3 and the 
reported discounts and dispensing fees in Aetna’s BAFO, dated 2/28/2006. Although 
Aetna only reported discounts and dispensing fees for the first contract period (7/06 to 
6/07), I assumed that those discounts and dispensing fees would hold for the two 
remaining contract periods -  7/07 to 6/08 and 7/08 to 6/09. The same assumption was 
also used in the Premera Rx Claim Cost projection.

Additionally, as with the medical claim cost projection, I assumed that the members 
would be responsible for 10% o f the allowed amount (AWP amount less the discount). 
The 10% is an estimate o f  vhat members would be pay in copays, coinsurance, and 
deductibles, if  any. The same 10% responsibility assumption is also used in the
Premera Rx Claim Cost projection.

P r e m e r  a R x  C l a i m  C o s t  ( E x h i b i t  4,  P a g e  3  o f  3 )

Premera Rx Claim Costs arc derived from the base data from Exhibit 4, Page 1 o f  3. The 
reported discounts and dispensing fees come from the Premera Medco (PBM vendor) 
contract. As with the Aetna Rx Claim Cost projection, I assumed that the Premera 
discounts would hold constant over the three-year contract period.

Additionally, as with the medical claim cost projection, I assumed that the members 
would be responsible for 10% o f the allowed amount (AWP amount less the discount;. 
The 10% is an estimate o f  what members would be pay in copays, coinsurance, and 
deductibles, if  any. The same 10% member responsibility assumption is also used in the 
Aetna Rx Claim Cost projection.

The aggregate Rx claims impact comparing the Premera and Aetna discounts, dispensing 
fees, and charges for paper claim submissions (if  any) is an estimated savings to the State 
o f  Alaska o f  1.5M by choosing Premera. The direct Rx cost comparison is made possible 
by using the same Base Rx Claim Cost Data as described above.

A etna Rx R ebates (Exhibit 4, Page 2 of 3)

Aetna Rx Rebates are guaranteed (as reported in Aetna’s BAFO, dated 2/28/2006) at the 
greater o f  13.3% o f  manufacturer rebates or 750,000 per year. Because the Rx claim 
count estimates in the 7/07 to 6/08 and 7/08 to 6/09 contract years pioduce rebate 
amounts o f less than 750,000 per year, the rebate amount was set equal to 750,000.

Note: Rx claim counts used to calculate rebate amounts are obtained from the 
Mike Wiggins's March 10th Affidavit -  Exhibit 1.
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Premera Rx Rebates are guaranteed (as reported in Premera’s BAFO, dated 2/28/2006). 
The guarantee is a minimum o f 3.0M dollars a year, contingent upon generating an 
average paid claims volume o f  at least 80,000 claims per month over any o f  the three 
contract years.

Based on Rx claim counts, the total Rx rebate credit is expected to be 10.1M versus the 
Aetna guarantee o f  2.3M for a net savings to the State o f Alaska o f  7.8M over the course 
o f  the contract.

Note: Rx claim counts used to calculate rebate amounts are obtained from the 
Mike Wiggins's March 10fh Affidavit -  Exhibit 1.

C l a i m s  R u n o u t  P r o c e s s i n g  F e e  ( E x h i b i t  5 ,  P a g e  1 o f  1 )

Aetna contends that its proposed fee for administration o f claims following termination o f 
the contract (“Runout Fee”) is more than 2.0M less than the comparable fee for Premera. 
In reality, Prem era’s Runout Fee is significantly less than that o f  Aetna.

Aetna estimates its Runout Fee to be 2.6M and states that “the Premera fee will be almost 
5.0M ”. (McGuinness Affidavit, paragraph 26.). Matt McGuiness provides no 
explanation for how he arrived at the 5.0M calculation. In fact, it is likely that the 
Premera Runout Fee will be close to 2 . 0 5 M .

The State’s contract with Premera provides that the State will pay Premera an 
adm inistrative fee o f  4.0" o o f  eligible claims paid after the date o f the contract 
termination. (Contract between the State and Premera, page 5.) Runout Claims are 
claim s for medical and pharmacy service? which were provided before a contract was 
terminated, but which were not received ai.u/'or processed by the administrator prior to 
the termination o f the contract. To project the claims runout processing fee for the State 
o f  Alaska, 1 analyzed our claims payment history for Premera’s group commercial 
business in the state o f  Alaska. For each o f the last 33 months, I ran a com puter­
generated history that showed w-hat volume o f  claims w’as paid following the end the 
month, thereby approximating a claims runout process. On average for those 33 months, 
Premera paid medical claims equivalent to 1.96 months worth o f  clai. >s. For pharmacy 
claims, the claims equivalent is 0.58 months worth o f  claims.

Additionally, to better approximate the claims runout process for what the State o f Alaska 
may experience (The State has a substantial number o f  retirees, which requires claims 
coordination with Medicare), I also analyzed Prem era's claims processing for Medicare 
Supplement business. Coordination o f benefits w'ith Medicare adds additional time to the 
process, thus Medicare Supplement claims take longer to process. For the Medicare 
Supplement business, Premera pays claims runout over 2.05 months on average (slightly 
higher than the 1.96 months in the Premera group commercial Alaska business).

Premera Rx Rebates (Exhibit 4, Page 2 of 3)



Finally, to estimate the 2.05M  Premera claims runout processing fee shown on Exhibit 5, 
I used the longer (Medicare Supplement) period rather th^n the shorter Commercial 
period, recognizing that this produces a more conservative estimate for the fee. The 
projected runout processing fee was then calculated by multiplying the foregoing number 
o f  months for each o f the medical and pharmacy claims by the average monthly claims 
volume for the third year o f  the contract (23.4M and 5.9M respectively), and totaling 
those. That number was then multiplied by the 4% Runout Fee to product the projected 
cost to the State o f  2.05M, which is significantly less than Aetna’s own projection o f its 
termination fees -  2.6M.
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Exhibit 1

State of Alaska 
Total Cost Comparison 

Premera vs. Aetna

Employees
Active 5,464 5.519 5,574
Retiree 28,128 29,394 29,982
Total 33,592 34,913 35,556

7/06 to 6/07 | 7/07 to 6/08 | 7/08 to 6/09 | Total | Difference |

Aetna
Administration Fee m 7,203,823 12,011,706 12,839,123 32,054,652

Med'cal Claim Cost isi, noi. (ni, (i2i. (i3i.{U) 233,599,109 258,604,608 280,686,001 772,889,718
Medical Shared Savings Fee (2) 1,133,709 1,133,709 1,133,709 3,401,128
Rx Claim Cost (3( (12) 66,832,747 66,199,894 71.374,530 204,407,171
Rx Rebates (4) (762,107) (750,000) (750,000) (2,262,107)

Total 308,007,281 337 ,199 ,917 365 ,283 ,364 1 ,010 ,490 ,562

Premera
Admivstration Fee (5) 8,190,903 10,990,649 11,769,483 30,951,035 1,103,617

Medical Claim Cost ,9) (10).(1,U,2,. ,13,. (14, 233,614,981 258,600,267 280,674.470 772,889,718 0
Medica Shared Savings Fee (6, 170,799 1,015,328 1,946,015 3,132,143 268,985
Rx Claim Cost (7). „ 2, 66,318,454 65.714,881 70,377,783 202,911,119 1.496.0̂ 3
Rx Rebates (8, (3,303,187) (3,339,405) (3,438,189) (10,080,780) 7,818,67j

Total 304 ,991 ,950  332,981,721 361 ,829 ,563 999 ,803 ,234 10,687,328

Difference 3 ,015 ,330 4 ,211 ,196 3 ,453 ,801 10,687,328

Notes and A ssum p tio n s

1 ) A e t n a  A d m in i s t r a t i o n  F e e  - F r o m  S e c t i o n  7 . 2 3  -  C o s t  P r o p o s a l  (A ll S e r v i c e s )  - B A F O . D a t e d  2 / 2 8 / 2 0 0 6 .

2 )  A e t n a  S h a r e d  S a v i n g s  F e e  - F r o m  M a t t  M c G u i n n e s s  A ff id a v i t ,  P a g e  7  o f  8 ,  D a t e d  3 / 2 8 / 2 0 0 6

3 )  A e t n a  R x  C la im  C o s t  - E s t i m a t e d  b a s e d  o n  i n f o t m a t i o n  f r o m  A e t n a  1 2 / 2 8 / 2 0 0 5  B id  a n d  F r o m  S e c t i o n  7 . 2 3  C o s t

P r o p o s a l  (A ll S e r v i c e s )  - B A F O , D a t e d  2 / 2 8 / 2 0 0 6 .

4 )  A e t n a  R x  R e b a t e s  - F r o m  S e c t i o n  7 . 2 3  - C o s t  P r o p o s a l  (A ll S e r v i c e s )  - B A F O , D a t e d  2 '2 8 / 2 0 0 6 .  R x  s c r i p t  c o u n t  

e s t i m a t e s  f r o m  M ik e  W ig g in s ' M a r c h  1 0 th  A f f id a v i t  - E x h ib i t  1.

5 ;  P r e m e r a  A d m in i s t r a t i o n  F e e  - F r o m  S e c t i o n  7 . 2 3  - C o s t  P r o p o s a l  (A ll S e r v i c e s )  - B A F O , D a t e d  2 / 2 8 / 2 0 0 6 .

6 )  P r e m i a  S h a r e d  S a v i n g s  F e e  - C a l c u l a t e d  f r o m  P r e r n e r a  B A F O . D a t e d  2 / 2 8 / 2 0 0 6 .  T o  t h e  e x t e n t  t h a t  t h e  P E P M  S a v i n g s  a r e

l e s s  t h a n  1 0 0 . 0  P E P M ,  P r e m e r a  w ill r e i m b u r s e  t h e  S t a t e  o f  A l a s k a  3 0 %  o f  t h e  d i f f e r e n c e  b e t w e e n  t h e  a c t u a l  s a v i n g s  a n d

1 0 0 . 0  P E P M .

7 )  P r e m e r a  R;.. C la im  C o s t  - E s t i m a t e d  b a s e d  o n  in f o r m a t io n  f r o m  P r e m e r a ' s  M e d c o  (P B M  v e n d o r )  c o n t r a c t .

8 )  P r e m e r a  R x  R e b a t e s  - F r o m  P r e m e r a  B A F O , D a t e d  2 /2 3 '2 0 C 5 .  R x  s c r i p t  c o u n t  e s t i m a t e s  F r o m  M ik e  W ig g in s '

M a r c h  1 0 th  A ff id a v i t  - E x h iu i t  1.
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Exhibit 1

State o f  A laska  
Total Cost Comparison 

Premera vs. Aetna

9) Medical claims are assumed to be the s .me between Aetna and Premera. Also, assumes that for Dental, LTC,
and FSA costs beyond administrator :ees are the same between Aetna and Premera.

10) Medical Future Savings - Assume* that provider discounts will stay at the Aetna 2005 levels -13.6%. The future PEPM savings 
are 101.46, 108 07, and 115.17 over the the future policy periods of 7/03 to 6/07, 7/07 to 6/08, and 7/08 to 7/09. respectively

11) Medical Past Savings - The past savings are 71.41, 73.90, and 91.91 PEPM for calendar years 2003, 2004, and 2005 respectively 
Savings are assumed to be as c jorted in Aetna's 12/28/2005 Bid, Page 2 of 7.

12) Assumes that for both Medical ard Rx, the member will pay 10% of the provider allowed amount

13) Claims Trend - Trend in billed c aims assumed to be 6.6% per annum or the difference in billed amounts from 2003
to 2004.

14; Provider Discount - The network d scount is assumed to grow 0.0% per annum. The discount is assumed to be the same as the 
2005 discount of 13.6%.

Medical Claim Cost - Notos
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Exhibit ?

State of A laska  
Administration Fee 

Section 7.23 • Cost Proposal 
All Services • BAFO, Dated 2/28/2006

Aetna Premera
ft Of Annual Annual

Lives Year 1 Dollars Year 1 Dollars
Per employee per month medical 5.464 24 16 1,583,892 24 79 1.625.431
Per retiree per month medical 28.128 1462 4.933,586 16 95 5.721.235
Per retiree per month DVA 20,725 221 549,627 2 78 691,386
Per retiree per month LTC 19,011 0 39 88,971 0.42 95,815
Per participant per month Health FSA 1.358 293 47.747 3 50 57,036

7,203,823 8,190,903

# of Annual Annual
Lives Year 2 Dollars Year 2 Dollars

Per employee per month medical 5.519 37 44 2,479,315 32 16 2,129,892
Per retiree per month medical 29,394 24 18 8,527,573 22 00 7,760,016
Per retiree per month DVA 21,658 3.09 803,079 361 938,225
Per retiree per month LTC 19,e56 0 57 135,883 0.44 104,892
Per participant per month Health FSA 1.372 4 00 65,856 3 50 57,624

12,011,706 10,990,649

#of Annual Annual
Lives Year 3 Dollars Year 3 Dollars

Per employee per month medical 5,574 38 68 2.587,131 33 7 7 2,258,808
Per retiree per month medical 29,982 2542 9,146,052 23 10 8,311,010
Per retiree per month DVA 22,633 3 24 879,971 3.79 1,029,349
Per retiree per month LTC 20,760 063 156,946 0**5 112,104
Per participant per month Health FSA 1,386 4 15 69,023 3 50 58,212

12,839,123 11,769,483

Grand Total (Years 1-3) 32,054,652 30,951,035
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Exhibit 3
State of Alaska 

Aetna Medical Claim Costs and Savings

Aetna Estimates

Active

I 2003 I 2004 YTD2005 ,i, 7/06 to  6/07 7/07 to  6/08 | 7/08 to  6/09 |
Em ployees
M em bers

5,574
14,864

5,535
14,811

5,558
14,049

5,464
14,097

5.519
14,239

5,574
14.381

Medical Claim Dollars 36,452,682 37.153,063 29.533,843 43.489.007 46.825.929 50.413.886

PMPM
Paid 204.09 211 90 2 3 3 5 8 257 08 274 05 292 13
Allowed (j) (j) 226.77 235 45 259 53 285 64 304 50 324 59

Billed (j) (4) 257 33 26871 300 42 3 3 0 6 5 352 48 375.74

Savings 30.56 3 3 2 7 40 89 450 1 47 98 51 15

S avings Dollars 5 .4^8,978 5.832 526 6.894.184 7,613.838 8,198.050 8 826,212
Discount (5| 11.9% 12 4% 13 6% 13 6% 13 6% 13 6%

Retiree

| 2003 2004 YTD2005 7/06 to  6/07 | 7/07 to  6/08 | 7/08 to  6/09
Em ployees
M em bers
Medical Claim Dollars

25,350  26.680 
48,639 51.743 

140,502,716 157,131,257

27,80*
52,573

128,112,868

28,128
53,162

190,110,102

29.394
55.555

211,778.679

29.982
56,666

230,272.115

PMPM
Paid
Allowed ,5, 

Billed 0 | 0 ) 

Savings ()l

240 72 
2 6 7 4 7  

303 52 

36 05

255 04 
2 8 337  

323 41 

40 04

270 /6 
300 85 

348 25 

47 40

298 00 
331 12 

383 29 

52.17

3 1 7 6 7  
352 97 

4 J8  59 

55 62

338 64 
3 7 6 2 7  

435 55 

59 29

Savings Dollars 
Discount lS)

21.041,022
1 1 9 %

24.667.474 
12 4%

29,905.816 
13 6%

33.283.529 
13 6%

37.077.155 
13 6%

40,314.894 
13 6%

Total
Medical Claim Dollars 
Savings Dollars

176.955,378
26,500,000

194.284.320
30.500,000

157,646.711
36,800,000

233.599.109
40.897.367

258.604.608
45,275.205

280.686,001
49.141,105

Savings PEPM 71 41 78 90 91 91 101 46 108.07 115.17

N otes

S h ad ed  N um bers - S h ad ed  a re a s  rep resen t num bers obtained during the  bid p rocess and  A etna 's bid. da ted  12/28/2005

1) Allowed PMPM - A ssum ed lo be  10% higher than  Paid PMPM The m em ber would be responsible lor am ounts betw een the 
Allowed and Paid PMPM

2) Billed PMPM - Estim ated b ased  on reported savings Irom the Aetna 12/28/2005 Bid. P ag e  2 ol 7

3) Savings = Difference betw een the Billed and Allowed am ounts

4) Claim s Trend - Trend in billed claims a ssu m ed  to be  6 6% per annum  or the difference in billed am ounts from 2003 to 2004

5) Discount - The network discount is a ssu m ed  to grow 0 0% per a n n jm  The discount is assum ed  to be  the sa m e as the 2005
discount of 13 6%.

6 ) YTD2005 - Information shown above h as been  extrapolated to produce estim ated 2005 results
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Exhibit 3
State of Alaska 

P rem era M edical Claim  C o sts  an d  S a v in g s

Premera Est mates

Active

1 7/06 to  6/07 7/07 to  6/08 7/08 to  6/09
Em ployees 5.464 5.519 5.574
M em bers 14.u*J7 14,239 14,381
Medical Claim Dollars 44.080,204 47.462.488 51,099,221

PMPM
Paid 260 57 277 77 296 11
Allowed |t | |4) 2 8 9 5 3 308 64 3 2 901

Billed 330 65 352 48 375 74

Savings p, 41 13 43 84 46 73

Savings Dollars 6 956.953 7,490.762 8.064.728
Discount |4I 12 4% 12 4% 12 4%

Retiree

I 7/06 to 6/07 7/07 to  6/08 7/08 to  6/09 |
E m ployees 28,128 29,394 29,982
M em bers 53,162 55,555 56,666
Medical Claim Dollars 189,534,777 211,137.779 229,575,249

PMPM
Paid 29'/ 10 316 71 337 61
Allowed d) (4) 330 11 351 90 375 13

Billed a , 383 29 408 59 435 55

Savings ,3> 53 18 56 68 60.43

Savings Dollars 33.922 779 37,789 266 41.089.190
Discount |4) 13 9% 13 9% 13 9%

Total
Medical Claim Dollars 233.614,981 258.600,267 2 8 0 .6 /4 .4 7 0
Savings Dollars 40,879,732 45,280.028 49,153.918
Discount 1 36% 13 6% 13 6%

N etw ork S a v in a s  S d l t  PEPM
S ta te  of Alaska S hare 100 99 105.65 110 64
Prem era S hare 0.42 2 42 4 56
Total 101 41 108 08 115 20

N etw ork S a v in a s  S o lit D ollars
S ta te  of Alaska S hare 40.708 932 44.264.700 47.207,903
P rem era S hare 170.799 1,015.328 1.946.015
Total 40,879,732 45,280 028 49,153,918

N o tes
1) Allowed PMPM - A ssum ed to be 10% higher than Paid PMPM The m em ber would be responsible 

for am ounts betw een the Allowed and Paid PMPM

2) Billed PMPM - A ssum ed to be the sam e a s  Aetna billed am ounts

3) Savings = Different betw een the Billed and Allowed am ounts.

4) Discount - The network discount is assu m ed  to grow 0 0%  per annum  The discount is
assum ed  to be the  sa m e  a s  the Aetna 2005 discount of 13 6% in total W e anticipate having 
slightly different d iscounts betw een Active and Retiree populations a s  the two populations 
live in different regions of the country

5 of 9



Exhibit 4

State o f  A laska  
Rx - Base Data

S u b sc rib e rs  (Est.)

Script
Distribution

Scrip ts
7/06 - 6/07 | 7/07- 6/08 7/08 - 6/09

Active 5,464 5.519 5.574
R etiree 28. .28 29.394 29.982

Total 33.592 34.913 35.556

M em bers (Est.) Active 14,097 14,239 14,381
R etiree 53.162 55.555 56,666
Total 67.259 69.794 71.047

P eta il
B rand  ,3) 52.0% 400,617 366 093 368.093
G eneric 48.0% 369.801 339,778 339,778
T otal 100.0% 770.418 707.871 707,871

Mail
B rand (2) 52.0% 49.514 45.495 45.495
G en eric  (2) 48.0% 45,706 41,995 41.995
Total (l| 100 0% 95.220 87.490 87,490

P a p e r  C laim s 8.000 8.000 8.000

E stim ated  20G» AW P C o st P e r  Script
AW P P e r Script 7/06 - 6/07 | 7/07 6/08 7/08 - 6/09

R etail
B rand  (3, 135 98 141.42 152.73 164.95
G en eric  (J| 50.73 52.75 56 97 61.53

Mail
B rand  (3| 33668 350.15 378.16 408.41
G en eric 156 03 162.27 17525 189.27

Notes
1) R etail an d  Mail Script C ount - From  Mike W iggins' M arch 10th Affidavit - Exhibit 1.
2) Split b e tw een  B rand  an d  G eneric  - B a se d  on P re m era  E x perience . E xperien ce  in th e  bid

w as not availab le  a t this level of specificity.
3) AW P P e r Script - B a se d  on  P re m era  E x p erien ce  A ssu m ed  an  a v e ra g e  tren d  of 8 .0%  per

annum  in AW P p er script. As with th e  split b e tw een  B rand  an d  G ereric . e x p e rien ce  in th e  bid 
w a s  not availab le  at this level of specificity
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Exhibit 4

State o f  A laska  
Aetna Rx • Integrated BAFO

(unless noted, numbers are on an allowed basis, not paid basis)

Be!«jLfii$££unI m
Brand
G eneric

7/06 - 6 /07  / /0 7 -G /0 6  | 7 /Q S-6/Q 9

1 4 0 %
6 3 3 %

14.0%
6 3 3 %

1 4 0 %
6 3 3 %

7 /0 6 -6 /0 7  | 7 /0 7 - 6 /0 6  | 7 /0 8 - 6 /0 9  | Total ~ ~ |

4 8 .7 2 2 .8 4 9  4 8 .3 4 8 .6 2 5  5 2 .2 1 6 .5 1 5  1 4 9 .2 8 7 9 9 0
7 .1 6 3 .5 0 8  7 .1 0 8 .4 8 7  7 .6 7 7 .1 6 6  2 1 .949 .161

Mall - Piscount w
Brand
G eneric

20.0%
64 .0%

20.0% 
64  0%

20 0% 
64  0%

13.869.842
2 .6 6 9 ,9 2 7

13 ,763 .393
2 .64 9 ,4 3 6

14 .864 .464
2 .861 ,391

4 2 .4 9 7 .6 9 8  
8 180 .754

Dispensing Fee - Retail
Brand
G eneric

2 35 
2 35

2 35 
2 .35

2 35 
2 3 5

941,451
8 6 9 .0 3 2

865 .018
798 .478

86 5 .0 1 8
798 .478

2 .6 7 1 .4 8 8  
2 .4 6 5  986

BtteHtm
Retail
Mail

A d m in is tra tio n  F e e  
PEPM
P a p e r  C laim s (P e r Claim)

0.70
2 3 4

000
2.75

0 7 8  
1 86

0 00 
2 7 5

0  74
2 47

000
2 7 5

Total C ost Excluding P e b a te s  
Total C ost Excluding R e b a te s  - P a id  B asis (90%  of Allowed)

R e b a te s

5 39 .293
222 .815
762 .107

0
22.000

74. ’58 .608  
6 6 .6 3 2 .7 4 7  

7-32.107

552 .139  
162,731 
7 ' 300

0
22.000

73 ,555 ,438
6 6 .199 .894

750 .000

5 23 .825
2 1 6 ,1 0 0
750 .000

0
22,000

79 .3 0 5 .0 3 3
71 ,3 7 4 .5 3 0

750 .000

1 .615 .257  
60 1 .6 4 7  

2 .2 6 2  107

0
66.000

2 2 7 .1 1 9 .0 7 9
204 ,407 .171

2 ,2 6 2 .1 0 7

Notes
1) R e b a te s  G u a ra n te e  of 13.3%  of m anu fac tu re r re b a te s . Minimum G u a ra n te e  of 750 .000  per year. R e b a te s  a 

script re b a te s  from A etna 7 .23  C o st P ro p o sa l - BAFO. D ated  2/28/2006
2) D iscounts/D ispensing  F e e  for th e  co n trac t y ea r  7 /06  to 6 /07  from A etna  7  23 C ost P ro p o sa l - BAFO D ated  2 /28 /2006  

an d  7/08 to 6 /09  a s su m e d  to b e  th e  sa m e  a s  con trac t y ea r  7/OS to 6/07

ubject to a  m inim um  of 750 ,000 . T he per 

C ontrac t y e a r  7 /07  to 610'
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Exhibit 4

State o f A laska  
Premera Rx • Integrated BAFO 

(unless noted, numbers are on an allowed basis, not paid basis)
| 7 /06  - 6 /0 7  | 7/07 -6 /0 6  | 7 /0 8 -6 /Q 9  1 r 7/06 - 6 /07  | 7 /0 7 -6 /0 8  | 7 /08  - 6 /0 9  | Total ~ |

Retail* Discount „
B rand 15 .2%  1 5 2 %  15.2%  48 .042.995  4 7 .6 7 3 .9 9 3  5 1 .4 8 7 .9 1 3  147 .204 .901
G e n e n c  6 0 .0 %  60 .0%  6 * 0 %  7 ,803 .385  7 .74 3 .4 5 0  8 362 ,926  23 .909 .761

Me,' ■ Discount,,,
B rand 22 .0%  22  0%  22 .0%  13 .523 .096  13 .419 .308  14 .49 2 .8 5 2  4 1 .4 3 5 .2 5 6
G e n e n c  6 1 .0 %  6 1 .0%  61 .0%  2.892 .421  2 .87 0 .2 2 2  3 .0 9 9 .8 4 0  8 .86 2 .4 8 4

Piiflanaina f eg.-Rgui!,;,
B rand 1.85 1 85  1.85 741 .142  68 0 ,9 7 2  68 0 ,9 7 2  2 .1 0 3 ,0 8 6
G en eric  1.85 1 85 1 35  684 131 6 2 8 .5 8 9  6 2 8 .5 8 9  1 .941 .310

Rskile,,,
R etail 3 .0 8  3 .4 0  3 50 2 .3 7 2 .8 8 7  2 .406 .761  2 4 7 7 .5 4 9  7 .257 .1 9 7
Mail 9 .7 7  1 0 6 6  1 0 9 8  93 0 .2 9 9  9 32 .643  9 6 0 6 4 0  2 .8 2 3 .5 8 3

3 .30 3 .1 8 7  3 .339 ,405  * ' j o  189 10 .080 .780
Administration Fee
PE PM  0 .0 0  0 0 0  0 .0 0  0 0 0  0
P a p e r  C laim s (P e r C laim ) 0 .0 0  0  00  0  00  0  0  0  0

Total C o st Excluding R e b a te s  73 ,687.171 73 .016 ,535  7 8 .7 5 3 .0 9 3  2 2 5 ,4 5 6 .7 9 8
Total C o s t Excluding R e b a te s  - P a id  B a sis  (90%  of Allowed) 6 6 ,318 ,454  65 ,714 ,881  7 0 ,8 7 7 .7 8 3  2 0 2 ,9 1 1 ,1 1 9

R e b a te s  3 .30 3 ,1 8 7  3 .339 ,405  3 ,4 3 8 .1 8 9  1 0 0 8 0 .7 8 0

Notes
1) R e b a te  - G u a ra n te e  o f 3 0 million p er y e a r  provided that th e  to tal num ber of sc rip ts is a l leas t 80  000  per m onth o therw ise, the  g u a ra n te e  is p ro ra ted

G u a ra n te e  from  P re m e ra  2 /28 /2 0 0 6  BAFO
2) D iscoun ts/D ispensing  F e e s  a re  ta k e n  from P re m e ra 's  M edco con trac t (PBM  V endor).
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Exhibit 5

State o f Alaska
Total Cost Comparison 

Premera • Claims Runout Processing Fee

Range 
Medical Average 
Rx Average

Months ()) Runout Claims (2)
47.948.555
3.425.760

Total

Fee - 4% of Runout (J)
2.05
0.58

1.917 942 
137.C30 

2,054.9/3

Notes

1) Months - Represents an average of the number of months of claims that are ultimately
pjid after contract termination The average is derived from 33 months of historical 
Premera Medicare Supplement Business We used the Medicare Supplement business 
as a benchmark because of the significant number of Retirees that the State of Alaska 
has Premera's Commercial business averages 1 96 months of claims slightly less 
than the Medicare Supplement Business The Rx Average is taken from our Commerical 
business and is expected to be a good 'ipproximation for the State of Alaska, regardless 
of the mix of indivduals (Active versus Retiree)

2) Runout Claims - Runout claims are based on the estimated claims in tnrt 7/08 to 6/09
contract period An average month of claims is expected to be 23.4M fcr medical and 
5 9M for Rx.

3) Premera Claims Runout Processing Fee is 4% of runout claims

9 of 9
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Af f i d a v i t  o f  M a t t  M c G u in n e s s

S t a t e  o f  C a l if o r n ia  )
)s s :

C o u n t y  o f  C o n t r a  C o s t a  )

I, M att McCuinness, being first duly sworn, do depose and say that!

1. I am 40 years old. My home address is 114 Rujrell Drive, W alnut 
Creek, CA 94598.

2. My current position for Aetna is Underwriting Manager, Ndtior.al 
Accounia West. I have workeu fcr Aetna for 14 years.

3. The RFP that is the subject o f this protest is to provide medical and/or 
pharm acy benefit management claim services for the State o f Alaska. Aetna and 
its affiliates have held this contract for these services for 24 yearsi

4. My own job experience in this field involves 10 - years directly 
related to the pricing o f  health insurance related matters.

5. In terms o f my involvement with health management related RFPs, 1 
have had, in addition to the current RFP in question, involvement in the (1) prior 
State o f  Alaska renewal, as well as numerous other RFPs and renewals for large 
self-insured customers.

6. M y previous/past job titles have included Plan Coordination 
Consultant -  Aetna, Underwriter -  Aetna, lonior U nderw riter- Aetna, 
Underwriting Manager -  Aetna,

7. My current job function includes .yiauaj^unerh o f  underwriting sLaff 
and pricing responsibility for governmental customer's, including the State of 
Alaska, King Comity (WA) and County o f San Mateo (CA) as well as corporate 
customers such as Costco, Alaska Airlines, Charles Schwab, Hewlett Packard and

' REI.

8. Spe^ 5 finally for the State o f  Alaska proposal at \ '.sue in this protest, 1 
oversaw  the development o f the various financial components, and have been

Affidavit ot Matt MoUuhjneea Pago 1 olM
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involved in the decision making process for all the major financial issues in the 
original proposal as well as the best and final affpr.

9. By virtue of this jxperience, I have personal knowledge and am 
com pc' m t to testify .egar jn g  the subject matter of this affidavit.

Attaciicd B ar C h art

10. The purpose o f  this affidavit is to clarify the numbers discussed in die 
attached bar chart (attached as Exhibit 2) submitted by Aetna.

11. The bar chart highlights three things:

o  The relative amount of administrative fecr. paid toward the total cost 
of the plan over three years;

o  To point out that when Premera. stated that they “eliminated” the 
$6.88 million '*Network .-uCceBs Fee”, they had actual’y just moved it 
to a less obvious place; and

o That when looking at total plan costs, the Aetna proposal actually 
saves the State of Alaska almost $2.5 million.

A« P rem era, 2/13/06

12. In Prem era's original bid on this project, it proposed to assess the 
State o f Alaska a 3>5.5l/pex empluyeti/pcr month “Network Access Fee.” 
Aitachjnent 4b, pg 2 & 4.

13. All medical claims service providers (both Aetna and Premera) enter 
into Preferred Provider Organization agreements. The agreements provide that 
health providers (doctors, etc.) will write off a portion o f the charge for their 
service wj-ien the sendee is provided to a covered insured.

14. Aetna dnaq business as one corporate entity throughout the country 
therefor® Aetna’s PPO agreements have nationwide coverage. Premera does 
business through m any state and regional affiliates therefore Premera A laska's 
PPO agreements have only state wide coverage. Thie difference in Prem era's 
operations is the source o f die “Network Access Fee,”

A fQ iU vito fM attM oG uiiu ’evB Page 2 o f  8
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l
15. I f  a Premera Alaska insured incurs a claim, (for example) with an 

Arizona doctor, that Arizona doctor’s PPO agreement wdl be with (again, just its 
an  example) "Blue Cross o f Arizona.” Premera Alaslca will ask "Blue Cross o f  
A rizona” to make use o f the latter1 s PPO agreement* and for that, in its original hid 
on  this project, Premera proposed to assess the State a $5.51/per employee/per 
m onth charge. This so-called ‘‘Network Access Pee1' increases Premera's Net 
Adm inistrative Pees by $6.88 million over the course of the contract.

16. In the bar chart Premera 2/13/06 Net Administrative Fees o f 
$31,957,787 has been calculated as follows: $34,077,2.74 as dfwnrihfid in section 
7.23 of Prem era’s Cost Proposal dated TAm ary 13, 2006, phia $6,880,513 in 
“Network Access Fees” minus $9.0 million in “guaranteed pharmacy rebates 
($3.0 million per year) ($34,077,7.741  $6,880,513 -'$9 .0  -  $31,957,787).

17. In the bar chart Premera 2/13/06 Carrier Retained Discounts o f 
$5,496,780 is calculated as follows:

: o The $5,49 million consists o f  12% o f the projected Network Discount
Savings over $100 per employee per month. The first y ea r estimated 
network savings is $117.32 per employee per mouth. The amount 
over $100 would therefore be $17.32 and Premera would retain 12% 
o f chat number, which works out to $2 08 per employee per month 
We calculated this $117.32 by following standard indmtry 
underwriting methodology.

“level A” reporting package for the period 10/1/04 -  10/1/05 of 
$92.42 and trended it forward to the. 7/1/06 -  7/1/07 contract period 
at on annual rate of 15.4%, which wories out to an adjusted rate of 
27.0%. This adjusted rate is developed by measuring the numbor of 
months between the midpoint of the reporting period (4/1/05) and the 
midpoint o f  the up. m ing contract period (1/1/07), There are 21 
months between tb u e  two points in time. Therefore the annual trend 
rate o f  15.4% is multiplied by 21/12, which gives the 27.0%. We

1 Pleat® noie that this ‘'guarantee" by Fromms la cmttUigcnt wpwi a minimum avatfi&e volume of S0.000 “paid 
claims” per mouth. Prejnws'i gaarant&a ipeetfUa dint if the number o f paid alums does ro t meet thit threshold, the 
“guarantee" will bo prorated accordingly, meaning it can ha left [has $3.0 million par year. Aetna'* flmi year 
rnqjeettti frooftbu number of paid cloimo (whm Aotnn calls “w ild aeripts") id 72,137 per month.

o  We took Aetna ' 3  actual Network Discount Savingo from our otanduxd

Affidavit o f Matt MaGulaocss Pago 3 o f  8
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then increased $52.42 by. 27.0% to arrive at tire first year estimated 
| network savings o f $ 117.32 per employee (or retiree) per month.

o Premera stated, in its “Clarification Questions” dal^d February 14, 
2006, that 12% o f any savings over $100.00 per employee per month 
would be retained by Premera. Attachment 4b, pg 4. Therefore, 12% 
o f  $17.32 would be retained by Premera. This works cmt to $2.08 pei 
employee per month x 33,592 employees (or retirees) x 12 months in 
the first contract period, for a total of $837,954 estimated to be 
retained by Premera,

o This same methodology was followed for tire second and third 
contract years, trending each years estimated network discount 
savings forward at an annual rate o f 15.4%, and assuming 12% of the 

i amount over $100,00 per employee pci m onth would be retained bv 
Premera. Second year estimated retained discounts rxe $1,779,25". 
Third year estimated retained discounts a a $2,879,568. The three 

( year total is: $837,954 + $1,779,257 +  $2,8', .9,568 -  SS,45*5,780.

B. P rem era , 2/28/06

18. Tlic State, asked Premera, in “Clarification Questions” dated February 
24, 2006, i f  it could bill the “Network Access Fee" in a different maimer, 
Attaahmtmi 4b, pg2.

19. Premera advised the Procurement Officer, in its February 28, 2.006 
Best and Final Response, that the fee was “eliminated ” Id. at 57. Premera did 
remove the fees it titled “Network Access Fees" however Premera correspondingly 
increased others fees to its bid particularly Carrier Retained Discounts that, would 
be more than enough to recover the $6.88 million “Network Access Fee.”

20. In  die bar chart Premera 2/28/06 Carrier Retained Discounts o f 
$1.3,741,949 was calculated the .same way Premera 2/12/06 Carrier Retained 
Discounts were in paragraph 16 above, but Premera changed their retained amount 
o f  reflates from 12% of anything over $100.00 per employee per month to 30% nf 
anything over $100.00 per employee per month in its Cost Proposal dated February 
28, 2006. Tbis change in percentage is very significant.

Affidavit e f  Matt MeCuinneaa Page 4 e f  8
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o Th* $12 74 milhou consists o f 30% of the projected Network 
Diacouul Ŝ ivuiĝ  oven $100 pci employee ptii JjiOuili. The fil'Sl y'titt 
estimated network savings is a $117.32 pea* employee pea’ month. 
The amount ovct $100 would therefore be $17.32 and Premera would 
potato 30% a f  that eumImf, v.rMoh warita out to 55.106 pop amployoc 
per mont.n. We calculated this $117.32 by following standard 
indus try underwriting methodology.

o We took Aetna’s achta.1 Network Discount Savings from our standard 
‘level A” reporting paclrage for the period 10/1/04 -  10/1/05 of 
$32.42 iflid trended it forward to the 7/1/06 -  7/1/07 contract period 
at art annual rate o f 15.4%, which works o;it to <m adjusted rate o f 
27.0%. The adjusted tate  is developed by measuring the number of 
months between die midpoint o f the reporting period (4/1/05) end the 
midpoint of the upcoming contract period (1/1/07). Them are. 21 
months between these two points in time. Therefore the annual trend 
rata o f 15.4% is multiplied by 21/12, which gives the 27.0%. We 
thru increased $92.42 by 27.0% to arrive at the first year estimated 
network savings o f $117.32 per employee (or retiree) per month.

o Premera mated, in its ‘Tisribrmance .Standards Summary” dated 
Pebniary 28, 2006, that 30% of any savings over $100.00 per 
employee per month would be retained by Premera. Therefore, 30% 
o f $17.32 would be retained by Premera. This works out to $5,196 
pet employee pet month x 33,592 employees (or retirees) x 12 
months in the first contract period, for a total o f $2,094,886 estimated 
to  be retained by Prcmora.

a  This same methodology was followed for die second and third 
contract years, trending each years estimated network discount 
savings forward at an annual rate o f 15.4%, and assuming 30% of tire 
amount over $100.00 per employee per month would be retained by 
Premera. Second year estimated retained discounts are $4,448,143. 
Third year estimated retained discounts are $7,198,920. The three 

' y e a 1 total is: $2,094,886 + $4,448,143 +  $7,198,920 = $13.741,9492

3 I t  ia im portan t to n a if  risat l&e. #raonm* ratisiiisS so  np drexntticBity oao t yww bow uac tbe p a r  a tnp 'oyae pw  tennfh  
<a.vlngj »rc com pounded aaoh y u tf  (woridnj; <w> io  9117 3 3  te  y e a  1, ?  135.39 i»  jrnat 2 in d  3156.24 in  y ta r  3). but 
P j a m a o u f t k t i  30% o f  all unjoorii o v t i  a  JU ad am ount o f’J  i Q0.00 far tha three, y w r  wmirnnt po rted .

Affidavit n f Mat1. MoGulnnoflE page 5 of 8
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21. In the bar chart Premera 2/27/06 Net Acbn;nistraiiv6 Fee of 
$21,951,035 is the $30,951,035 described in section 7.23 o f Premera's Cos; 
Proposal dated February 28, 200$ less the $9,0 million in guaranteed pharmacy 
rebates ($3.0 millicm per year).

22. Premera 2/27/06 Net Administrative Fee reflects the “removal” o f  the 
$6.88 million ‘'NetWork Acue»s Fete." hi uuijuuyliuu willi lejwiW jg tliij $6.88 
million “Network Access Fee”, Prem era's Co9t Proposal dated February 28, 2006 
increased the amount of Carrier Retained Discounts from 12% to 30%. As 
vlcsuiibcd m paingiuph 20 ubuvw, 30% insults hi ail estimated additional $9.2 
m illion in discount savings to be retained by Proraena.

23. The increase in P rc m m 's  Carrier Retained Discounts effectively 
shifts The $6.88 million from Net Administrative Fees to Carrier Retained 
Discounts. Therefore Premera did not in feet eliminate the $6.88 million “Network 
Access Fee.- Tl- hid the fee by increasing Carrier Retained Discounts.

2A It is common practice,.and in fact, common sonao, that when judging
one proposal against another, one cannot focus on just one category of costs, while 
excluding another.

,25. To determine the total;cost to  the St*te c f  Alaslca, in addition to the 
administrative fees specified in the Cost Proposal, one must also include:

o The impact o f pharmacy rebates (whether retained by the earner or 
given to the State);

o  Fees collected through another mechanism besides the monthly 
billing; •

i

o Network discounts retained by the carrier In lieu of higher fees; and

The Stete o f  Alaska should have taken these factors into consideration when 
judging the proposes. I f  the. state did mire, these facrcre into consideration, the

C . A etna
I

A rikh v it of Matt McGuinoess
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proposal submitted by Aetna on February 28, 2006 would have been judged to 
save the state approximately $2.5 million.

26. This $2,5 million does not include the impact o f die cost o f  runoff 
claim  processing. Premera charges 4% o f claims processed after termination o f  the 
plan for this service. Aetna charges three months of sendee fees, riasod on our 
projections, at die end of the 3 year contact period, die Aetna runoff processing fee 
would be $2.6 million, while the Premera fee will be almost $5 million. This alone 
would result in a savings to die State o f  $2.4 million at the time the plan 
terminates. Should the State o f Alaska terminate the A etna contract in  2006, the 
runoff processing fee payable at that time will be approximately £2.8 million.

i t
27. Including the impact o f runoff claim processing, we feel the Aetna 

proposal would save fee State a total o f  $4.9 million.

28. The following describes in some detail, how Aetna came up wife each 
o f  fee numbers in the graph, and tb h r significance to A etna’s assertions

i
29. Aetna Carrier Retained Discounts o f  $3,401,128 is made up of tw o 

components. The first is a potential “bonus” o f  up to 5% o f  medical fees that Aetna 
can earn far exceeding the Aetna network savings guarantee. For purposes o f  this 
comparison, we have assumed that .Aetna will exceed that guaranteed network 
savings and thus earn the additional fee, and further that the “bonus’' will be the 
same for each year o f fee three year contract period, totaling $977,622 over 3 
years. 'Please note that the threshold set for this guarantee was only set for year 1 
o f  the contract poriod, with fee intent feat it will be  reviewed towards the end o f 
each y^ar, and sen at a  level agreeable to the State for. fee subsequent year, bused un 
the latest claim information available. The second component is the fee for 
A etna’s “National Advantage Program ’’ The NAP program gains the Siate of 
Alasxa special negotiated discounts on certain PPO out o f  network and indemnity 
claims that would normally be paid at a nonndiscountcd rate. The fee for the NAP 
program  is 30% o f the actual savings attained. W e haye estimated the total three 
year fee at $2,423,506 which is based o ff of actual 2005 NAP savings & fees.

Affidavit o f Matt McGuirneaB Ptge? of S
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30. Aetna Explicit Administrative Fee o f  $29,804,652 is comprised of 
$32,054,652, which is the total 3' year Aetna fee in section 7.23 o f  tha Cost 
Proposal dated February 28, 2006, less the 02,250,000 guaranteed minimum 
pharmacy rebate to the State.

Fir ther your affiant sayeth naught.

Dated th i s ^ d a y  o f March, 2006, at Walnut Creek, California.

S W S Q U B E D  A N D  S W O R N  b e fo re  m e  th ia 2 H  y  o f  M a rc h , 2 0 0  6 . 
3>y ( f W  *oh© ‘ "  7

I
*  *«!>  4  > <t. *

ComtM0n#1ft4)K& 
Nafcuy fAAIc - eaklamla 

CortfaCwiaoognV 
My 13.*

Notary Public iu'and for California 
My commisRion rwpirrw \ / \ ^ h °f
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Exhibit 2: State of Alaska, Carrier Compensation Breakdown, 3 year view

£37,454,557 
Est. Tata) Cost

$35,632^84 
Est. Totaf Cost

$33,205,780 
Est Total Cost

540,000.000

$35,000,000

Premofa, 2/13/06 Prwaera, Z/28706 Aetna

‘Net Administrative Fees is actual fees minus guaranteed pharmacy rebates



R obert K. S tew art, Jr.
Davis Wright Tremaine LLP 
701 W. Eighth Avenue, Suite 800 
Anchorage, Alaska 99501 
(907)257-5300 
(907) 257-5399 (Facsimile)

Attorneys for Premera Blue Cross Blue Shield o f Alaska

BEFORE THE ALASKA DEPARTMENT OF ADMINISTRATION

In the Matter of: )
)

Aetna Life Insurance Company and )
Aetna, Inc., )

)
Appellants. ) DGS Solicitation No. 2007-0200-5946
  ) OAH No. 06-0230-PRO

AFFIDAVIT OF DAVID BRAZA

STATE OF WASHINGTON )
) ss.

COUNTY OF SNOHOMISH )

David Braza, being first duly sworn on oath, deposes and says as follows:

1. I am Vice President o f Actuarial Services for Premera Blue Cross (“Premera”). 

I am competent to make this affidavit, and do so on the basis o f personal knowledge.

2. I have been Vice President o f Actuarial Services with Premera since April, 

2004. In total I have 14 years o f work experience in actuarial science. I have a Bachelor 

of Science in Business Administration from Georgia State University, where I majored in 

Actuarial Science. I am a Fellow o f the Society o f Actuaries, an Associate of the 

Casualty Actuarial Society, and a Member of the American Academy of Actuaries.



3. I performed an analysis o f the bids submitted by Premera and Aetna for the 

administration of the State o f Alaska’s health benefit plan. The conclusions o f my 

analysis are included in my narrative description o f my methodology, attached to this 

Affidavit as Exhibit 1, and my spreadsheet analysis, attached to this Affidavit as Exhibit

2.

Dated this A  o f  April, 2006

David Braza

B R A Z A  A F F ID A V IT  - 2
48804/&/88393.1 (ituiement of pwliion)



EXH IB IT 1

State of A laska 
T o t a l  C o s t  C o m p a r i s o n  

P r e m e r a  vs.  A e t n a  

P u r p o s e

To compare the total costs o f the Premera and Aetna 2/28/2006 BAFO (“Best and Final 
O ffer”) for the State o f Alaska. Total costs include costs that are both fixed and variable. 
Administration Fees and Pharmacy (Rx) Rebate credits are examples o f fixed costs. 
Medical Claim Costs, Medical Shared Savings Fees, and Rx Claim Costs are examples o f  
variable costs.

D a t a  S o u r c e s

In performing a total cost comparison, I projected both the fixed and variable costs that 
the State o f Alaska will likely see over the course o f the future contract period. To do so,
I used information that was made available to Premera during the bidding process, 
supplemental information made public from Aetna, and internal information relating to 
Premera that was not included in the Rx portion o f the bid. The information used in the 
total cost projection includes:

: ) Medical Claim Dollars by year for 2003, 2004, and YTD2005 (data through 
September). The Medical Claim Dollars were split between the active and retiree 
populations.

2) Employee/Member counts for 2003, 2004, and YTD2005.
3) Estimated Future Employee/Member counts from A etna’s 12/28/2005 bid.
4) Aetna Medical Network Savings (History) -  As reported in Aetna's 12/28/2005 

bid, page 2 o f  7. Aetna also included an estimated calendar year 2005 savings 
using actual savings data through September o f 2005.

5) Retail and Mail Prescription Claims - From Mike Wiggins' March 10th Affidavit - 
Exhibit 1.

6) Rx Rebate Guarantees -  These guarantees were included in both Premera and 
A etna’s 2/28/2006 BAFO.

7) Aetna Rx Retail/Mail Discounts and Dispensing Fees - From A etna's 2/28/2006 
BAFO.

8) Premera Rx Retail/Mail Discounts and Dispensing Fees -  Premera offered a 
straight pass-through o f discounts and dispensing fees from our Rx vendor 
(presently Medco).

Note: The total cost comparison looks at all costs that the State o f  Alaska may incur -  
both fixed and variable (with the exception o f  dental claims). In contrast, the cost 
comparison produced by Matt McGuiness in his Affidavit, dated 3/28/2006, focused 
primarily on the fixed costs only with one variable cost component considered, 
namely, Medical Shared Savings Fees.



Total Cost Comparison -  Explanation and Supporting Exhibits

T otal Cost C om parison (Exhibit 1) -  This exhibit summarizes the total expected dollar 
difference in costs for Administration Fees (fixed cost). Medical Claim Cost (variable), 
Medical Shared Savings Fee (variable), Rx Claim Cost (variable), and Rx Rebates 
(fixed). The total cost savings expected from the Premera bid is estimated to be 10.7 
million dollars over the course o f the three-year contract term. The savings are broken 
down as follows:

Administration Fee -  1.1M.
Medical Claim Costs -  0.0M.
Medical Shared Savings Fee -  0.3M.
Rx Claim Costs -  1,5M.
Rx Rebates -  7.8M.
Total -  10.7M.

A dm inistration  Fee (Exhibit 2) -  The fees for both Aetna and Premera are as reported 
from Section 7.23 -  Cost Proposal (All Services) -  BAFO, dated 2/28/2006.

A etna M edical Claim  Cost Projection (Exhibit 3, Page 1 of 2)

Historical Periods -  2003. 2004, and YTD2005 (annualized)

The basis for the Aetna medical claim cost projection is the historical A etna paid medical 
claim  dollars and members over the period 2003, 2G04, and YTD2005 (annualized). The 
medical claim dollars and members arc used to derive Paid PMPM (Per M ember Per 
Month) costs. The Paid PMPM costs were then converted to an Allowed PMPM costs. 
To do this, I assumed the member would be responsible for 10% o f  the provider allowed 
charges. Members are liable and pay providers for certain items, such as deductibles, 
coinsurance, and copays, if any.

Note: The 10% member responsibility assumption is used throughout the 
historical and projection period and is also used in the Premera projection.

Aetna Discounts and I v in a s  PEPM -  2003, 2004, and YTD2005 (annualized)

The Allowed PMPM is converted to a Billed PMPM using the reported historical savings 
from Aetna’s 12/28/2005 bid, page 2 o f  7. Converting the Paid PMPM to Allowed 
PMPM and then to a Billed PMPM enabled me to impute an average historical discount 
and Savings PEPM (Per Employee Per Month) for Aetna. The average discounts using 
this imputation technique for 2003,2004, and YTD2005 (annualized) are 11.9%, 12.4%, 
and 13.6%, respectively. The Saving’s PEPM are 71.41, 78.90, and 91.91 for 2003,
2004, and YTD2005 (annualized), respectively.
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Future Periods -  7/06 to 6/07. 7/07 to 6/08. and 7/08 to 6/09

The historical information is then used as the basis to project A etna’s medical claim costs 
into future periods. Using the historical data, I was able to derive a per annum claims 
trend o f 6.6% as the difference in Billed PMPM figures from 2003 to 2004.

The 6.6% per annum trend is applied to the YTD2005 (annualized) Billed PMPM to 
project Billed PMPM figures into the future contract periods. Because the 2005 data 
(data available through September 2005) was annualized, the center o f  the YTD2005 
claim s is 7/1/2005. To project the Billed PMPM to the first contract period o f 7/06 to 
6/07, 18 months o f  trend was used. From there, only 12 months o f  trend was needed to 
m ove from the first to the second and from the second to the third contract periods.

O nce the Billed PMPM figures for the future contract periods are established, 1 was able 
to derive an Allowed PMPM by assuming the provider discounts remain at 2005 levels - 
13.6%. This produces PEPM Savings o f 101.46, 108.07, and 115.17 for contract years 
7/06 to 6/07, 7/07 to 6/08, and 7/08 to 6/09, respectively. The basis for this assumption is 
that as providers change their billing practices (pressure from self-pay lawsuits) discounts 
are anticipated to flatten in the future. Although, the discounts are anticipated to remain 
flat at 13.6%, the Savings PEPM will continue to grow as medical inflation continues to 
push costs higher.

A lso, to test the sensitivity o f the projection to higher than anticipated trends, 1 chose a 
12.0% trend, which is nearly double the actual trend observed in the State’s own 
experience from 2003 to 2004. The 12.0% per annum trend produces PEPM Savings o f
109.26, 122.28, and 136.92 for contract years 7/06 to 6/07, 7/07 to 6/08, and 7/08 to 6/09, 
respectively. The total costs savings produced from the Premera offer (using the 12.0% 
trend) is still substantially more than Aetna, at 5.2M versus 10.7M over the course o f the 
three-year contract period.

Finally, to calculate the projected Aetna Medical Claim Costs, the future Paid PMPM 
figures are multiplied by the anticipated members. As noted above, the member 
responsibility is assumed to remain at 10% o f the provider allowed charges.

P rem era  M edical C laim  Cost Projection (Exhibit 3, Page 2 o f 2)

The starting point for the Premera Medical Claim Cost projection is the Billed PMPM 
figures from the Aetna Medical Claim Cost projection. The goal o f  the Premera Medical 
Claim  Cost projection is to mirror the Aetna projection. Each projection uses the same 
assumptions. Although, we anticipate having significant claim savings versus the Aetna 
bid as referenced in Gubby Barlow’s letter to the State o f  Alaska on 2/28/2006 (favorable 
provider discount differences that we have in the regions in which State employees live 
versus Aetna), the difference in claims over the course o f  the contact is reported to be the 
same as Aetna; meaning, network discounts achievable by Aetna and Premera are equal 
for purposes o f  this analysis.
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T he Aetna Shared Savings Fee o f 3.4M over the course o f  the contract term is obtained 
from  the Matt McGuinness Affidavit, Page 7 o f 8, dated 3/28/2006. It should be noted 
that Mr. McGuiness states that $2,423,506 o f that fee is for A etna’s “National Advantage 
Program ”. That program is described as a program based on A etna’s “special negotiated 
discounts on certain PPO out o f network and indemnity claims” . This fee is similar to the 
network discount fee that Premera eliminated from its final BAFO. Lastly, due to Aetna 
confidentiality designations, I was not able to independently validate the accuracy o f  the 
M cGuiness Shared Savings Fee calculation.

P r e m e r a  M e d i c a l  S h a r e d  S a v i n g s  F e e  ( E x h i b i t  3 ,  P a g e  2 o f  2 )

T he Premera Medical Shared Savings Fee is calculated based on the guarantee reported 
in the Premera BAFO, dated 2/28/2006. The guarantee is that Premera would obtain at 
least 100.0 PEPM savings from the provider discount arrangements. To the extent that 
the PEPM savings are less than 100.0 PEPM, Premera will reimburse the State o f  Alaska 
30%  o f the difference between the actual savings PEPM and 100.0 PEPM. In this 
projection, I anticipate that over the course o f the contract the shaied savings fee charges 
to  the State o f  Alaska would be 3.1 M dollars.

A s stated above in the “Premera Medical Claim Cost Projection”, we anticipate having 
significant claim savings versus the Aetna bid. Our estimate is based on favorable 
provider discount differences that we have in the regions in which State employees and 
retirees live versus Aetna.

B a s e  R x  C l a i m  C o s t  D a t a  ( E x h i b i t  4,  P a g e  1 o f  3 )  -  B o t h  for  A e t n a  a n d  P r e m e r a

T o project future Rx Claim Costs for both Aetna and Premera, base data from Exhibit 4, 
Page 1 o f  3 was used. The base Rx claim counts for Retail and Mail were obtained from 
M ike W iggins’ March 10,h Affidavit -  Exhibit 1. The base Rx claim counts were further 
split between brand and generic drugs, assuming that 52% are brand drugs and 48% are 
generic drugs (the 52%/48% split is based on averages obtained from Premera internal 
experience). This split was necessary to project future Rx claim costs. Rx provider 
discounts are separately reported and split between the retail/mail setting and within the 
retail/mail se'ting by brand/generic. Paper claims were taken from the Aetna 12/28/2005 
bid and assumed to remain at the 8,000 per year level for future contract periods.

In addition to the Rx claim counts, the Average Wholesale Price (AW P) per claim is 
needed to project future Rx claim costs. The AWP prices for retail/mail are estimates 
based on Prem era’s block-of-business. Future AWP prices are assumed to increase at the 
rate o f  8.0% per annum (the 8.0% is based on historical and future experience that is 
anticipated by Premera over the course o f the contract period). The average discounts as 
shown in Exhibit 4, Page 2 and 3 o f 3 are applied to the AW P per claim to derive the net
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allowed per claim that the State o f Alaska and their members will pay for prescription 
drugs in various settings (retail/mail, brand or generic).

A etna Rx C laim  C ost (Exhibit 4, Page 2 of 3)

Aetna Rx Claim Costs are derived from the base data from Exhibit 4, Page 1 o f  3 and the 
reported discounts and dispensing fees in Aetna’s BAFO, dated 2/28/2006. Although 
Aetna only reported discounts and dispensing fees for the first contract period (7/06 to 
6/07), I assumed that those discounts and dispensing fees would hold for the two 
remaining contract periods -  7/07 to 6/08 and 7/08 to 6/09. The same assumption was 
also used in the Premera Rx Claim Cost projection.

Additionally, as with the medical claim cost projetdon, 1 assumed that the members 
would be responsible for 10% of the allowed amount (AWP amount less the discount). 
The 10% is an estimate o f what members would be pay in copays, coinsurance, and 
deductibles, if  any. The same 10% member responsibility assumption is also used in the 
Premera Rx Claim Cost projection.

P rem era  Rx C laim  Cost (Exhibit 4, Page 3 of 3)

Premera Rx Claim Costs are derived from the base data from Exhibit 4, Page 1 o f 3. The 
reported discounts and dispensing fees come from the Premera Medco (PBM vendor) 
contract. As with the Aetna Rx Claim Cost projection, I assumed that the Premera 
discounts would hold constant over the three-year contract period.

Additionally, as with the medical claim cost projection, I assumed that the members 
would be responsible for 10% o f the allowed amount (AWP amount less the discount). 
The 10% is an estimate o f what members would be pay in copays, coinsurance, and 
deductibles, if any. The same 10% member responsibility assumption is also used in the 
Aetna Rx Claim Cost projection.

The aggregate Rx claims impact comparing the Premera and Aetna discounts, dispensing 
fees, and charges for paper claim submissions (if any) is an estimated savings to the State 
o f  Alaska o f  1.5M by choosing Premera. The direct Rx cost comparison is made possible 
by using the same Base Rx Claim Cost Data as described above.

A etna Rx R ebates (Exhibit 4, Page 2 of 3)

Aetna Rx Rebates are guaranteed (as reported in Aetna’s BAFO, dated 2/28/2006) at the 
ereater o f  13.3% o f manufacturer rebates or 750,000 per year. Because the Rx claim 
count estimates in the 7/07 to 6/08 and 7/08 to 6/09 contract years produce rebate 
amounts o f  less than 750,000 per year, the rebate amount was set equal to 750,000.

Note: Rx claim counts used to calculate rebate amounts are obtained from the 
Mike Wiggins's March I0fh Affidavit -  Exhibit 1.
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Premera Rx Rebates are guaranteed (as reported in Premera’s BAFO. dated 2/28/2006). 
The guarantee is a minimum of 3.0M dollars a year, contingent upon generating an 
average paid claims volume o f at least 80,000 claims per monlh over any o f  the three 
contract jears.

Based on Rx claim counts, the total Rx rebate credit is expected to be 10.1M versus the 
Aetna guarantee o f 2.3M for a net savings to the State o f  Alaska o f 7.8M over the course 
o f  the contract.

Note: Rx claim counts used to calculate rebate amounts are obtained from the 
Mike Wiggins j  March l( fh Affidavit -  Exhibit 1.

C la im s R unou t Processing Fee (Exhibit 5, Page I of 1 >

A etna contends that its proposed fee for administration o f  claims following termination o f 
the contract (“Runout Fee’’) is more than 2.0M less than the comparable fee for Premera. 
In reality, Premera’s Runout Fee is significantly less than that o f  Aetna.

A etna estimates its Runout Fee to be 2.6M and states that “the Premera fee will be almost 
5.0M ”. (M cGuinness Affidavit, paragraph 26.). Matt McGuiness provides no 
explanation for how he arrived at the 5.0M calculation. In fact, it is likely that the 
Prem era Runout Fee will be close to 2.05M.

T he S tate’s contract with Premera provides that the State will pay Premera an 
adm inistrative fee o f  4.0% o f eligible claims paid after the date o f the contract 
term ination. (Contract between the State and Premera, page 5.) Runout Claims are 
claim s for medical and pharmacy services which were provided be.' re a contract was 
term inated, but which were not received and/or processed by the administrator prior to 
the termination o f  the contract. To project the claims runout processing fee for the State 
o f  Alaska, I analyzed our claims payment history for Premera’s group commercial 
business in the state o f  Alaska. For each o f the last 33 months. I ran a computer­
generated history that showed what volume of claims was paid following the end the 
month, thereby approximating a claims runout process. On average for those 33 months, 
Premera paid medical claims equivalent to 1.96 months worth o f  claims. For pharmacy 
claim s, the claims equivalent is 0.58 months worth o f claims.

Additionally, to better approximate the claims runout process for what the State o f Alaska 
m ay experience (The State has a substantial number o f retirees, which requires claims 
coordination with Medicare), I also analyzed Premera’s claims processing for Medicare 
Supplem ent business. Coordination o f benefits with Medicare adds additional time to the 
process, thus Medicare Supplement claims take longer to process. For the Medicare 
Supplem ent business, Premera pays claims runout over 2.05 months on average (slightly 
higher than the 1.96 months in the Premera group commercial Alaska business).

Premera Rx Rebates (Exhibit 4, Page 2 of 3)
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Finally, to estimate the 2.05M Premera claims runout processing fee shown on Exhibit 5, 
I used the longer (Medicare Supplement) period rather than the shorter Commercial 
period, recognizing that this produces a more conservative estimate for the fee. The 
projected runout processing fee was then calculated by multiplying the foregoing number 
o f  months for each o f the medical and pharmacy claims by the av erage monthly claims 
volume for the third year o f the contract (23.4M and 5.9M respectively), and totaling 
those. That number was then multiplied by the 4% Runout Fee to product the projected 
cost to the State of2 .05M , which is significantly less than Aetna’s own projection o f its 
termination fees -  2.6M.
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Exhibit 1

EXHIBIT 2
Total Cost Comparison 

Premera vs. Aetna

Employees
Active
Retiree
Total

I 7/06 to 6/07 | 7/07 to 6/08 j 7/08 to 6/00 | Total | Difference |

5,464
28,128
33,592

5,519
29,394
34,913

5,574
29,982
35,556

Aetna
Administration Fee (,, 7,203,823 12,011,706 12,839,123 32,054,652
Medical Claim Cost <9>. <io>. <ii>. <i2>. <i3>. <i4> 233,599,109 258,604,608 280,686.001 772,889,718
Medical Shared Savings Fee (2) 1,133,709 1,133,709 1,133,709 3,401,128
Rx Claim Cost (3) ji2̂ 66,832,747 66,199,894 71.374.530 204,407,171
Rx Rebates (4) (762,107) (750,000) (750,000) (2,262.107)

Total 308,007,281 337,199,917 365,283,364 1,010,490,562

Premera
Administration Fee (5) 8,190,903 10,990,649 11,769.483 30,951,035 1,103,617
Medical Claim Cost (io).<n).(i2>. <13>.(i4> 233,614,981 258,600,267 280,674,470 772,889,718 0
Medical Shared Savings Fee (6) 170,799 1,015,328 1,946,015 3,132,143 268,985
Rx Claim Cost (7) ;12) 66,318,454 65,714,881 70.877,783 202,911,119 1,496,053
Rx Rebates ,e) (3,303,187) (3,339,405) (3,438,189) (10,080,780) 7,818,673

Total 304,991,950 332,981,721 361,829,563 999,803,234 10,687,328

Difference 3,015,330 4,218,196 3,453,801 10,687,328

Notes and Assumptions

1) Aetna Administration Fee - From Section 7.23 - Cost Proposal (All Services) - BAFO, Dated 2/28/2006

2) Aetna Shared Savings Fee - From Matt McGuinness Affidavit, Page 7 of 8, Dated 3/28/2006.

2) Aetna Rx Claim Cost - Estimated based on information from Aetna 12/28/2005 Bid and From Section 7.23 Cost 
Proposal (All Services) - BAFO, Daied 2/28/2006

4) Aetna Rx Rebates - From Section 7.23 - Cost Proposal (All Services) - BAFO, Dated 2/28/2006 Rx script count 
estimates from Mike Wiggins' March 10th Affidavit - Exhibit 1

5) Premera Administration Fee - From Section 7.23 - Cost Proposal (All Services) - BAFO, Dated 2/28/2006

6) Premera Shared Savings Fee - Calculated from Premera BAFO, Dated 2/28/2006. To the extent that the PEPM Savings are
less than 100.0 PEPM, Premera will reimburse the State of Alaska 30% of the difference between the actual savings and
100.0 PEPM.

7) Premera Rx Claim Cost - Estimated based on information from Premera's Medco (PBM vendor) contract.

8) Premera Rx Rebates - From Premera BAFO, Dated 2/28/2006. Rx script count estimates From Mike Wiggins’
March 10th Affidavit - Exhibit 1.

Medical Claim Cost • Notes
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9) Medical claims are assumed to be the same between Aetna and Premera. Also, assumes that for Dental, LTC, 
and FSA costs beyond administration fees are the same between Aetna and Premera

10) Medical Future Savings - Assumes that provider discounts will stay at the Aetna 2005 levels -13.6%. The future PEPM savings 
are 101.46, 108 07, and 115.17 over the the future policy periods of 7/G6 to 6/07, 7/07 to 6/08, and 7/08 to 7/09, respectively.

11) Medical Past Savings - The past savings are 71.41, 78 90, and 91.91 PEPM for calendar years 2003, 2004, and 2005 respectively 
Savings are assumed to b-2 as reported in Aetna's 12/28/2005 Bid, Page 2 of 7.

12) Assumes that tor both Medical <nd Rx, the member will pay 10% of the provider allowed amount.

13) Claims Trend - Trend in billed claims assumed to be 6.6% per annum cr the difference in billed amounts from 2093
to 2004.

14) Provider Discount - The network discount is assumed to grow 0.0% per annum. The discount is assumed to be the same as the
2005 discount of 13.6%.
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5,464 24 <6 1,583,892 24.79 1,625,431
28,128 14.62 4,933,586 16.95 5,721,235
20,725 2.21 549,627 2.78 691,386
19,011 0.39 88,971 0.42 95,315
1,358 2.93 47,747 3.59 57,036

7,203,823 8,190,903

Year 2
Annual | 
Dollars Year 2

Annual
Dollars

37 44 2,479,315 32.16 2,129,892
24.18 8,527,573 2200 7,760,016
3.09 803,079 3.61 938,225
0.57 135.883 0.44 104,892
4.00 65,856 3.50 57,624

12,011,706 10.990,649

U of Annual I Annual
Lives Year 3 Dolle.s Year 3 Dollars

Per employee per month medical 
Per retiree per month medical 
Per retiree per month DVA 
Per retiree par month LTC 
Per participant per month Health FSA

5,574 38.68 2,587,131 33.77 2,258,808
29,982 25.42 9,146,052 23.10 8,311,010
22,633 324 879,971 3.79 1,029,349
20,760 0.63 156,946 0.45 112,104
1,380 4.15 69,023 3.50 58,212

12,839,123 11,769,483

Grand Total (Years 1-3) 32,054,652 30,551,035
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Active

E m p lo y ee s
M e m b ers
M ed ical C laim  D ollars

5 .464 
14.097 

4 3 ,4 8 9 .0 0 7

5,519 
14,239 

4 6 .8 2 5 .9 2 9

5,574 
14,381 

5 0 .413 ,886

PM PM
P aid 204 09 211 90 233 .58 2 57 .08 274 .05 292 13
A llow ed (1U5, 2 2 6  77 2 35 .45 259 .53 285 .64 304 .50 324 59
Bi’ied (2j, (4, 2 5 7 .3 3 2 68  71 300 42 3 3 0 6 5 3 5 2 4 8 375.74
S a v in g s  (3) 30  56 33.27 4 0 8 9 45.01 47 .98 51 .15

S a v in g s  D ollars 5 .4 5 8 ,9 7 8 5 ,832 ,526 6 .894 ,184 7 ,613 .838 8 .198 ,050 8 .826 ,212
D isc o u n t (5, 11 .9% 1 2 4 % 13.6% 13.6% 13.6% 13 6%

Retiree

E m p lo y e e s
M em D ers
M edical C laim  Dollars

P MPM
P aid
A llow ed (1US)

Billed (2). (4)

S a v in g s  ,3)

S a v in g s  D ollars 
D isco u n t (S)

Total
M edical C laim  D ollars 
S a v in g s  D ollars 
S a v in g s  PEPM

7/06 to  6 /07 7/07 to  6/08

2 4 0 7 2  
267 .47  

3 03 .52  

36 05

2 1 ,0 4 1 ,0 7 2
11.9%

T 5 , 955 ,378

71.41

2 5 5 0 4
2 8 3 3 7

3 2 3 4 1

40.04

24 ,66 7 ,4 7 4
12.4%

194,284 ,320

270 .76
300.85

348.25

47 .40

29 .905 .816
13.6%

157,646,711

78.90 91.91

2 8 .1 2 8
5 3 ,1 6 2

190 ,110 ,102

2 9 8 .0 0

3 31 .12

3 83 .29

5 2 .17

3 3 .283 ,529  
13 6%

2 3 3 ,599 ,109  
4 0 ,897  367 

101.46

7/08 to  6/09
29.394
55,555

2 11 ,778 ,679

317.67 
352.97  

408 59 

55 62

3 7 .077 ,155
13.6%

258 .604 ,608
45 .275 ,205

108.07

29,982
56,666

230 ,272 ,115

338.64  

376 .27  

4 3 5 5 5  

59 29

4 0 ,314 ,894

13.6%

200,686.001
4 9 .1 4 1 ,1 0 5

115.17

Notes

1) A llow ed PM PM  - A ssu m e d  to  b e  10% h igher than  P aid  PM PM  T he m em b er would be  re sp o n s ib le  for am o u n ts b e tw een  the 
A llow ed a n d  P aid  PM PM

2) Billed PM PM  - E stim a ted  b a s e d  on repo rted  sa v in g s  from th e  A etn a  12/23/2005 Bid, P a g e  2 of 7

3) S a v in g s  = D ifference b e tw een  th e  Billed a n d  A llowed a m o u n ts

4 ) C la im s T rend  • T rend  in billed cla im s a s su m e d  to b e  6 6%  p e r an n u m  or the  difference in billed am o u n ts  from  2003  to 2004

5) D isco u n t - T he netw ork d isc o u n t is a s su m e d  to grow  0 0%  p e r annum . T he d isco u n t is a s s u m e d  to  b e  th e  sa m e  a s  th e  2005
d isc o u n t of 13 6%

6) Y T D 2005 - Inform ation sh o w n  a b o v e  h a s  b e e n  ex trap o la ted  to  p ro d u ce  e s tim a ted  2005 resu lts .
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S t a t e  o f  A la s k a  
P r e m e ra  M ed ic a l C la im  C o s t s  a n d  S a v in g s

Premera Estimates

Active

E m p lo y ee s
M e m b ers
M edical C laim  Dollars

PM PM
P aid
A llow ed (1). (4,

Billed (2>
S a v in g s  (J)

7/06 to 6/07 7/07 to 6/08 7/08 to 6/09
5 .464 

14.097 
4 4 ,0£ 204

2 6 0 5 7

2 8 9 .5 3

3 30 .65

4 1 .1 3

5 ,5 1 9
14,239

4 7 ,4 6 2 ,4 8 8

2 7 7 .7 7  
308 64 

3 52 .48  

43 .8 4

5 ,574
14,381

51 ,099.221

296 11 

3 2 9 0 1  

375.74 

46  73

S a v in g s  Dollars 
D isco u n t («)

6 ,95 6 ,9 5 3  
12 4%

7 ,49 0 ,7 6 2
124%

8.064 ,728  
12 4%

Retiree

I 7/06 to 6/07 I 7/07 to 6/08 j 7/08 to 6/09
E m p lo y e e s  2 8 ,1 2 8  2 9 ,3 9 4  29 ,982
M e m b ers  5 3 ,162  5 5 ,5 5 5  56,666
M edical C laim  D ollars 1 8 9 ,534 ,777  2 1 1 ,1 3 7 ,7 7 9  22 9 .5 7 5 ,2 4 9

PM PM
P aid  2 9 7 .1 0  316.71 337.61
Allow ed (1). w  330.11 3 5 1 .9 0  375 .13

Billed ,2) 3 8 3 .2 9  4 0 8 .5 9  435  55

S a v in g s  ,j, 53 18 56 6 8  60 .43

S a v in g s  D ollars 3 3 ,9 2 2 ,7 7 9  3 7 ,7 8 9 ,2 6 6  4 1 ,089 ,190
D iscoun t ,4| 13.9%  13.9%  13.9%

Total
M edicai C laim  Dollars 
S a v in g s  Della s 
D iscount

233 ,614 ,981
4 0 ,8 7 9 ,7 3 2

13.6%

258 ,6 0 0 ,2 6 7
4 5 ,2 8 0 ,0 2 8

13.6%

2 8 0 .674 ,470
4 9 .153 .918

13.6%

Network Savings Split P E P M  
S ta te  of A laska  S h a re  
P re m e ra  S h a re  
Total

1 0 0 9 9
0 4 2

101.41

105 6 5  
2 .4 2  

108 08

110.64 
4 56

1 1 5 2 0

Network Savings Split Dollars
S ta te  o f A laska  S h a re  4 0 ,7 0 8 ,9 3 2  4 4 ,2 6 4 ,7 0 0  4 7 ,207 ,903
P re m e ra  S h a re  170 ,799  1 ,015 ,328  1 ,946,015
Total 4 0 ,8 7 9 ,7 3 2  4 5 ,2 8 0 ,0 2 8  49 ,153 ,918

Notes
1) A llow ed PM PM  - A s su m e d  to  be  10%  higher th an  Paid PM PM  T he m e m b e r w ould b e  responsib le  

for am o u n ts  b e tw een  th e  Allowed an d  P a id  PM PM

2) Billed PM PM  - A ssu m e d  to  b e  the  s a m e  a s  A etn a  billed am o u n ts .

3) S a v in g s  = D ifference b e tw e e n  the  Billed an d  Allowed am o u n ts.

4) D iscount - T he netw ork  d isc o u n t is a s s u m e d  to grow  0 .0%  p e r  annum . T h e  d isc o u n t is
a s s u m e d  to be  th e  s a m e  a s  th e  A ein a  20 0 5  d iscoun t of 13 .6%  in to tal W e an tic ip a te  having 
slightly different d isc o u n ts  b e tw e e n  A ctive an d  R etiree  p opu la tions a s  th e  tw o popula tions 
live in different reg io n s o f th e  country.



Exhibit 4

S t a t e  o f  A la s k a  
Rx - Base Data

Script Scripts
Distribution 7/06 - 6/07 7/07 - 6/08 7/08 - 6/09

Subscribers (Est.) Active 5,464 5,519 5,574
Retiree 28,128 29,394 29,982
Totai 33,592 34,913 35,556

Members (E s t ) Active 14,097 14,239 14,381
Retiree 53,162 55,555 56,666

Retail
Total 67,259 69,794 71,047

Brand (2) 52.0% 400,617 368,093 368,093
Generic (2) 48.0% 369,801 339,778 339,778
Total pj 100 0% 770,418 707,871 707,871

Mail
Brand p, 52.0% 49,514 45,495 45,495
Generic (2) 48 0% 45,706 41,995 41,995
Total (I, 100 0% 95,220 87,490 87,490

Paper Claims 8,000 8,000 8,000
Estimated 2006 AWP Cost Per Script
AWP Per Script 7/06 - 6/07 | 7/07 - 6/08 | 7/08 - 6/09

Retail 
Brand (3)
Generic (3)

Mail
Brand (3)
Generic (3)

Notes

1) Retail and Mail Script Count - From Mike Wiggins' March 10th Affidavit - Exhibit 1
2) Split between Brand and Generic - Based on Premera Experience. Experience in the bid

was not available at this level of specificity.
3) AWP Per Script - Based on Premera Experience. Assumed an average trend of 8 0% per

annum in AWP per script As with the split between Brand and Gerenc, experience in the bid 
was not availab'r? at this level of specificity

135 98 
50 73

141.42 
52 75

336 68 
156 03

350.15
162.27

152.73 
56 97

164 95 
61 53

3 ’ 8 16 
1 '5 25

408 41 
189 27

1 of 3



Exhibit 4

State o f Alaska 
A etna  R x  - In teg ra ted  BA FO  

(un less  noted, num bers are on  an a llow ed bas is , not paid bas is)

R e ta il - D iscoun t,,,
Brand
Generic

I 7/06 - 6/07 | 7/07 - 6/08 | 7/08 - 6/09 I | 7/06 - 6/07 | 7 /07 -6 /08  | 7 /08 -6 /09  I Total 1

14.0%
633%

14.0%
63.3%

140%  48,722.849 48,348,625 52,216.515 149,287,990
633%  7,163,508 7.108.487 7.677,166 21,949,161

M ail - D is co u n t,,,
Brand
Generic
P I« t tn» ln flF ee ..Reta jlw
Brand
Generic

20.0% 
64 0%

2 35 
2.35

20.0% 
64 0%

235  
2 35

20 0% 
64.0%

2.35
2.35

13,869,842 13,763,393 14,864,464
2,669,927 2,649,436 2,861,391

941,451
869,032

865,018
798,478

865,018
798,478

42,497,698
8,180,754

2,671,488
2,465,988

Rgbate ,,,
Retail
Mail

Adm in is tra tion  Fee 
PEPM
Paper Claims (Per Claim)

0 7 0
2.34

0.00
2 7 5

0 78
1 86

0.00 
2 75

0.74 
2 47

0.00
2.75

Total Cost Excluding Rebates 
Total Cost Excluding Rebates - Paid Basis (90% of Allowed)

Rebates

539,293
222,815
762.107

0
22,000

74,258,608
66,832,747

762.107

552,139
162,731
750.000

0
22,000

73,555,438
66.199,894

750.000

523,825
216,100
750.000

0
22,000

79,305,033
71.374,530

750.000

1,615,257
601,647

2,26?., 107

0
66,000

227,119.079
204.407,171

2,262,107
Notes
1) Rebates Guarantee of 13 3% of manufacturer rebates Minimum Guarantee of 750,000 per year. Rebates are subject to a minimum of 750,000 The per 

script rebates from Aetna 7 23 Cost Proposal - BAFO, Dated 2/28/2006
2) Discounts/Dispensing Fee for the contract year 7/06 to 6/07 from Aetna 7 23 Cost Proposal - BAFO, Dated 2/28/2006 Contract year 7/07 *o 6/08 

and 7/08 to 6/09 assumed to be the same as contract year 7/06 to 6/07
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m r v

(unless noted

State of Alaska 
P rem e ra  Rx • In te g ra te d  BA FO  
, numbers are on an allowed basis, not paid basis)

I 7/06 - 6/07 | 7/07 - 6/08 7/08 - 6/09 | | 7 /06 -6 /07  | 7 /07 -6 /08 7 /08 -6 /09  | Total
R*ta!!.- Discount,,, 
Brand 152% 15.2% 15.2% 48,042,995 47.673,993 51.487.913 147.204.901
Generic 60 0% 60 0% 60.0% 7,803,385 7.743 450 8,362,926 23,909,761
Mall • Discount,-,
Brand 22.0% 22.0% 22.0% 13,523,096 13.419,308 14,492.852 41,435,256
Generic 61.0% 61.0% 61.0% 2.892,421 2,870,222 3,099,840 8,862,484

Disoensina Fee - Retail,,,
Brand 1 85 1 85 1 85 741,142 680,972 680,972 2,103,086
Generic 1.65 1.85 1.85 684,131 628,589 628,589 1,941,3

Rebattff,
Retail 3 0 8 3 40 3 50 2,372,887 2,406.761 2,477.549 7,257,197
Mail 9 77 10 66 10 98 93n,299 932, «43 960.640 2,823,583
Administration Fee 
PEPM 0.00 0 00 OCO

3.30C 187 

0
3,339,405

0
3,438,189

0
10,080,780

0
Paper Claims (Per Claim) 000 0.00 000 0 0 0 0

Total Cost Excluding Rebates 
Total Cost Excluding Rebates - Paid Basis (90% of Allowed)

73,687,171
66,318,454

73.016,535
65,714.881

78,753,093
70,877,783

225.456.798
202,911,119

Rebates 3,303,187 3,339,405 3,438.189 10.080.780

Notes
1) Rebate - Guarantee of 3 0 million per year provided that the total number of scripts is at least 80.000 per month, otherwise, the guarantee is prorated

Guarantee from Premera 2/28/2006 BAFO.
2) Discounts/Dispensing Fees are taken from Premera's Medco contract (PBM Vendor).
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Exhibit 5

S t a t e  o f  A l a s k a  
Total Cost Comparison 

Premera • Claims Runout Processing Fee

Range 
Medical Average 
Rx Average

Months (1) Runout Claims (2)
47,948,555
3,425,760

Total

Fee - 4% of Runoutr\ui iu u i

1,917,942
137,030

2,054,973

205
0.58

Notes

1) Months - Represents an average of the number of months of claims that are ultimately
paid after contract termination. The average is derived from 33 months of historical 
Premera Medicare Supplement Business. We used the Medicare Supplement business 
as a benchmark because of the significant number of Retirees that the State of Alaska 
has. Premera’s Commercial business averages 1.96 months of claims, slightly less 
than the Medicare Supplement Business. The Rx Average is taken from our Commerical 
business and is expected to be a good approximation for the State of Alaska, regardless 
of the mix of indivduals (Active versus Retiree).

2) Runout Claims - Runout claims are based on the estimated claims in the 7/08 to 6/09
contract period. An average month of claims is expected to be 23.4M for medical and 
5 9M for Rx.

3) Premera Ciaims Runout Processing Fee is 4% of runout claims

1 of1
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Robert K. Stewart, Jr.
Davis Wright Tremaine LLP 
701 W. Eighth Avenue, Suite 800 
Anchorage, Alaska 99501 
(907) 257-5300 
(907) 257-5399 (Facsimile)

Attorneys for Premera Blue Cross Blue Shield o f Alaska

BEFORE THE ALASKA DEPARTMENT OF ADMINISTRATION

In the Matter of:

Aetna Life Insurance Company and 
Aetna, Inc.,

Appellants. DGS Solicitation No. 2007-0200-5946 
OAH No. 06-0230-PRO

AFFIDAVIT OF JEFF DAVIS

STATE OF WASHINGTON )
) ss.

COUNTY OF SNOHOMISH )

Jeff Davis, being first duly sworn on oath deposes and says as follows:

1. I am the General Manager and Vice President o f Premera Blue Cross, doing 

business in the state o f Alaska as Premera Blue Cross Blue Shield o f Alaska (“Premera”). 

I reside in Anchorage, Alaska. I have the primary responsibility for Premera’s contract 

with the State of Alaska (“State”) for administration of its self-funded health plan. I was 

involved in the procurement process, including the discussions and agreement among 

Premera, the State, and Aetna. Prior to my current role I was Vice President o f Health 

Care Delivery Systems for Premera for 2 years. I have a Masters in Health Services



Administration. I am competent to make this affidavit, and do so on the basis of personal 

knowledge except as may be othenvise stated below.

2. On December 28, 2005, Premera submitted a proposal in response to Request 

for Proposals No. 2007-0200-5946 (“RFP”), issued by the Department o f AdminisUution, 

Division of General Services (“Division”) to solicit administrative services for the State’s 

self-funded health care benefit program. Premera’s cost proposal at that time was in the 

amount o f $34,390,750.

3. On February 7, 2006, the Division sent Prettier? an e-mail with questions on 

twenty-one areas o f Premera’s technical proposal. Later the same day, the Division 

asked Premera a few additional questions and requested assurance that all components of 

its program would be administered for the stated fees.

4. On February 13,2006, Premera responded in writing to Division’s questions 

and submitted a best and final cost proposal o f $34,077,274 over 3 years.

5. The Di vision e-mailed two pages o f additional clarification requests to Premera 

on February 14,2006. Premera responded to those requests the same day.

6. I participated in the scries o f telephone conversations among the Division,
4 I

Premera and Aetna on February 22 and 23, 2006. Dining those calls we learned ‘torn the 

Division that after issuance o f the Notice o f Intent and during conversations between the 

Division and Aetna to which Premera was not a party, the Division discovered it had 

overlooked part o f Aetna’s proposal, fhe Division also stated that it had disclosed the 

total amount of Premera’s best and final cost proposal to Aetna.

7. During the first telephone conference, the Division outlined what had happened 

DAVIS AFFIDAVIT * 2
48804/8/88393.1 (statement o f position)



and how it planned to remedy the situation. It stated it intended to proceed with the 

procurement process in the following manner: 1) evaluate Aetna’s proposal and, 

assuming the Aetna proposal was determined to be responsive and reasonably susceptible 

for award; 2) share Aetna’s original cost proposal with Premera in an attempt to put the 

parties in as comparable a position as possible (given the Division’s earlier disclosure of 

Premera’s best and final cost proposal); 3) solicit new best and final offers from both 

Premera and Aetna; 4) conduct discussions with offerors; and 5) after reviewing the final 

offers, issut a new notice o f intent to award a contract.

8. The parties recognized there was an inherent inequity created by the disclosure 

o f Premera’s best and final cost proposal. The Division explicitly recognized that it 

“could not level the playing field’’ to remove this competitive disadvantage to Premera.

9. The Division, Aetna and Premera discussed the nature o f the disclosure that 

had been made o f Premera’s cost proposal and agreed to confirm what had been disclosed 

and provide for mutual disclosures of some type of Premera’s and Aetna’s cost proposals. 

In a discussion of options to the process outlined by the Division, Premera proposed a 

process whereby Aetna would submit a preliminary best and final offer, to be disclosed to 

Premera, followed by final best and final offers from both parties. That proposal was not 

accepted by the Division and Aetna.

10. The parties also discussed at length the makeup o f the proposal evaluation 

committee that would evaluate Aetna’s proposal. The Division ' 'ared the names o f the 

individuals who would be responsible for the evaluation—Freda Miller, Pat Shier, and 

Judy Carter-and described their job titles and responsibilities.

>01/ 28/00 05:08 F/-J 128 918 5787___   ggC LEGAL ®
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11. Because no agreement was reached on February 22, 2006, the parties 

reconvened by conference call the next morning, February 23,2006. Mike Robinson 

stated on behalf o f Aetna that it recognized this was a challenging situation and that, 

while it did not view the proposed process as ideal, it was willing to agree to the 

Division’s original proposal.

12. Premera suggested a modification to the Division’s proposal similar to the 

alternative that it had proposed the previous day. It proposed that /‘ etna submit an initial 

best and final proposal, and only if that cost proposal was less than Premera’s existing 

cost proposal, would the parties go to final best and final offers. Premera based this 

approach on a desire not to be required to bid against itself should Aetna not submit a 

superior cost proposal.

13. Following a caucus, the Division declined Premera’s proposal. After 

additional discussions, the j  'rties reached an agreement which was memorialized in a 

document drafted by the Division and signed by the parties (“Agreement”).

14. At several points during the calls on February 22 and 23, the Division 

solicited questions from Premera and Aetna and provided responses. In my opinion, 

there was more than ample time and opportunity for the parties to raise questions, offer 

suggestions, discuss issues, and explore alternate solutions.

15. During those calls, Aetna did not raise any questions as to the areas where 

they now challenge the Division’s actions. For example, at no time during the several 

conference calls and extensive questioning and discussions which took place on February 

22 and 23, 2006, was there any proposal by Aetna for discussion, much less agreement, 

DAVIS AFFIDAVIT - 4
41804/8/88393.! (statement o f  position)
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that the Division would start all over with a new technical evaluation o f both proposals 

after the submission of the final best and final offers. Nor was there any statement by the 

Division that the technical evaluation of Aetna’s proposal would be conducted by an 

evaluation te.un constituted exactly the same as that which had evaluated Premera’s 

technical proposal.

16. Premera was informed on February 24, 2006, that the Division had completed 

its initial evaluation of Aetna’s proposal as provided for in Paragraph 1 o f  the Agreement, 

and found the proposal to be responsive and reasonably susceptible for award. The 

Division then confirmed the cost proposal contained in Premera’s initial best and final 

offer, $34,077,274, and informed Premera of those contained in Aetna’s proposal,

$49,163,735/$45,: 37,171.

17. On February 24, 2006, the Division sent 3 new questions to Premera and 

conducted a telephone conference to allow us to provide clarification in response to the 

questions.

18. On February 28, 2006, Premera submitted a new best and final offer to the 

State. Premera reduced its administrative cost proposal to $30,951,035. It also provided 

a guaranteed pharmacy rebate of $3 million per year, based on a minimum number of 

pharmacy claims; doubled the amount of dollars Premera put at risk on the performance 

guarantees; and eliminated the network access fee. The revised financial proposal 

increased from 12% to 30% the percentage Premera would pay to the State in case it did 

not meet the guaranteed network savings amount of $100 per member per month and 

similarly increased from 12% to 30% the amount Premera would be paid by the State for 

DAVIS AFFIDAVIT - 5
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amounts saved above the guaranteed savings. Premera reaffirmed its promise to save the 

State $15 million per year compared to its current claims costs. (See letter from Gubby 

Barlow to Walt Harvey dated February 27, 2006, attached hereto as Exhibit 1.)

19. Based on Premera’s superior proposal, the Division issued a new Notice of 

Intent to Award to Premera on February 28, 2006. The Notice o f Intent specified that the 

Division determined that Premera’s proposal was superkr to Aetna’s on both the cost and 

technical components. Premera scored 4,618.5 points to Aetna’s 4,482.5. On March 13, 

2006, the Division and Premera entered into a contract (the “Contract”) for performance 

of this work.

20. Premera has been working diligently to implement the Contract, so as to 

ensure a smooth transition of the administrative responsibilities from Aetna to Premera.

In particular, Premera wants to make certain that the State’s employees and retirees do 

not have a disruption in service and that Premera meets its contractual commitments.

Due to the short time between contract award and the date services begin, Premera has 

mobilized a dedicated team including representatives from all areas o f its business to 

meet the implementation timeline.

21. As o f April 28, 2006, the date of filing of this statement o f  position, Premera 

will have spent or irrevocably committed to the expenditure o f over $1.2 million for 

implementation o f the State’s business. By May 15th, the date by which a final decision 

in this case is expected, the amount incurred by Premera will be approximately $2.3 

million. Examples o f Premera’s implementation work as of April 28 includes: 1) 

completed implementation project planning; 2) various personnel hired, including 

DAVIS AFFIDAVIT - 6
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operations manager, care facilitation specialists, customer service representatives; 3) 

identification card designed; 4) membership and billing procedures developed; 5) 

purchased Ingenix PHCS System for provider reimbursement; 6) established banking 

arrangements, including appropriate accounts; 7) worked on finalizing contracts with 

vendors; 8) established toll-free numbers for 24-hour per day healthline and employee 

assistance program (EAP) provider; 9) held frequent meetings with the State to reach 

agreement on implementation details; 10) initiated system changes necessary to support 

the State’s program; 11) developed required reports; and 12) entered into a letter of intent 

to lease office space in Juneau and started to build out that space.

22. Premera will be prepared to administer the contract by the July 1 date for the 

commencement o f  services because it has diligently executed its duties under the contract 

with the State.

23. In my opinion, Premera’s nationwide network discounts are significantly 

better than those available through Aetna. As a result, Premera provides performance 

guarantees to certain groups based on savings from its network discounts. Premera has 

proven that it is able to deliver on those guarantees. For example, Premera won another 

major national account from Aetna as the third party administrator for its health benefits 

plan in 2003. For that customer, Premera guaranteed network savings of 36%, which 

were greater than the prior carrier’s discounts, and has met that commitment.

Dated this day o f  April, 200C
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f U iim  £ U m  1 M M
Nolary Public in and for the State of  U M j
My commission 
Printed Name: 4

\
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PREMERA 14 V
BLUE CKOSS BLUE SHILI U Of ALASKA

F e b r u a r y  27, 2006

Mr. Walt Harvey 
Contracting Manager 
Department of Administration 
Division of General Services
333 Willoughby Avenue, 7m Floor State Office Building 
Juneau, AK 99811-0203

Dear Mr. Harvey:

Thank you again for the opportunity to provide additional clarification and our “Best and Final’ offer. 
I am personally pleased to reaffirm our commitment to the State of Alaska. I believe Premera Blue 
Cross Blue Shield of Alaska is uniquely qualified to deliver the lowest net cost v hile providing 
outstanding service to the State of Alaska and its members.

The’ highlights of Premera Blue Cross Blue Shield of Alaska’s proposal to the State include;

■ S ig n i f i c a n t  C la im s  S a v in g s :
The State of Alaska will achieve at least $ 4 5  m i l l io n  in  n e t  a d d i t i o n a l c la im s  s a v in g s  in 
th e  n e x t  t h r e e  y e a r s  (before health cost inflation) through the use of the Blue Cross Blue 
Shield networks. These savings are over and above the savings now achieved using your 
current administrator's network, and after sharing any upside performance with Premera.
To support this claim, we have reduced our administrative fees by 10%, eliminated our 
pharmacy fees and network access fees, plus placed additional amounts at risk for claims 
discount performance. In other words, the State will not pay unless Premera Blue Cross 
Blue Shield of Alaska delivers the network claims savings. Meeting our savings 
commitments was a big element to our success with Microsoft and Weyerhaeur er; both 
clients will be happy to validate this achievement.

■ N o  S u r p r i s e s :
The State of Alaska will have the security of an all-inclusive fee arrangement, other than for 
clearly identified optional services. This includes removal of the pharmacy administration 
fee proposed when the State requested receipt of full pharmacy rebates, as well as removal 
of the separately billed charge for use of the national BlueCard network. Additionally, we 
have now included 65 hours of training provided by Compsych, the EAF1 vendor partner.

» G u a r a n t e e d  R e s u lt s :
In addition to waiving our pharmacy administration fee, we are now guaranteeing a 
minimum of $3 mill ion in a n n u a l  p h a r m a c y  rebates. Moreover, the State can also share 
our confidence in our ability to meet our commitments as we are d o u b lin g  the dollars at 
risk in our other Performance Guarantees in each category

An .P M fM na im  u c « n m  or in*  a iu*  C r o u  S u i  sn itM  A u o c is u o n



•  S u p e r i o r  S e r v i c e :
The State will experience P r e m e r a ’ s  o u t s t a n d in g  s e r v i c e  to m e m b e r s .  Both Microsoft 
and Weyerhaeuser named Premera their Benefits “V e n d o r  o f  i h e  Y e a r . ’  Extensive 
planning is a lr e a d y  w e l l u n d e rw a y  on the implementation of this account -and you have 
my personal commitment that the State of Alaska can expect a similar experience.

■ L o c a l P r e s e n c e :
The State will collaborate with Premera’s A la s k a - b a s e d  le a d e r s  who understand the 
unique challenges of the Alaska health-care environment and will partner with an 
organization which has been providing service to Alaskans for the last 50 years.

Again, thank you for the opportunity to reaffirm the unique advantages of Premera Blue Cross Blue 
Shield of Alaska. You have my assurance that we will provide health benefits, service and savings 
with the highest level of integrity and quality. We are ready to be your partner.

Sincerely,

H. R. Brereton (Gubby) Bartow 
President and CEO

Copy:
Heyward Donirran, EVP and Chief Marketing Executive 
Jeffrey Davis, VP and General M arager, Alaska Market 
Barbara Russell, Director of Sates, Alaska M arket

Enclosure



ONE SfcALASKA PLA7A, SUITE 300 
Telephone 907-<s6-1400 J u n e a u .  A l a s k a  99801 

Fax  907-586-3065

H A M )  D E L I V E R E D

March 28, 2006
The Honorable Scolt Norstrund 
Commiss’oner of Administration 
Alaska Department of Administration 
10th Floor, State Office Building 
Juneau, Alaska 99S11-0200

Dear Commissioner Nordstrand.
Enclosed, pursuant to AS 36 30 590, is the Appeal of Aetna Life Insurance Company and 

Aetna (“ Aetna") of the procu-ement officer’s denial of Aetna’s protest in the above-captioned 
matter. The appeal and supporting documentation include all of the material required by that 
statute

Aetna would respectfully request that your office immediately transfer this appeal to the 
Office of Administrative Hearings under AS 44 64 060 Given that you have already announced 
your recusal from this matter, Aetna does not believe there is any purpose served by retaining the 
file at the Department of Administration, and the parties to this proceeding will have need of 
current access to a hearing officer to establish procedures for resolution of the ments of this case

The purpose of this letter is also to advise you that, pursuant to my telephone 
conversation with Asst Attorney General Margie Vandor, the procurement office is being 
simultaneously served with this appeal by service on Ms Vandor.

Re Appeal of Denial of Protest of Intent to Award in 
RFP No. 2007-0200-5946 

OlIR FILE NO.: 1467 1

Sincerely,
SIMPSON, TILLINGHAST, SORENSEN 

& LONGENBAUGH

E B u d d  Simi’son  • Jon K T i i . l i \o i ia s 'i  • S tu ’ i ik n F  S o ri.nm  n L M e k k i l i  L o w  den • James J Sheehan • R ona i n W Lo io  nscn (or c o i nsi.! )
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B E F O R E  T H E  A L A S K A  D E P A R T M E N T  O F  A D M I N I S T R A T I O N

In the M atter o f
AETNA LIFE INSURANCE 

and AETNA
) APPEAL OF DENIAL OF 
) CONTRACT PROTEST 
) (AS 36.30.590)
)) DCCRFPNo. 2007-0200-5946 

J Dept of Administration Case No 07-

I. Introdin (ion

Pursuant to AS 36 30 590, Aetna and Aetna Life Insurance Company (“ Aetna” ) 
respectfully appeal the Department of Administration, Division of General Service’s (the 
“ Division's” ) March 21, 2006 denial of Aetna’s March 10, 2006 Protest of a February 28, 
2006 Final Notice of Intent to Award a Contract pursuant to the above-referenced 
Request for Proposal ("RFP” ) to Premera Blue Cross (the ' Protest D ecision"). A copy 
of the Protest Decision is appended to this me; raridum as Attachment 10

II. Background

On December 22. 2005, Aetna submitted a complete, responsive and responsible 
pioposal to provide medical and pharmaceutical claim management services to the State 
of Alaska pursuant to the above-referenced RFP Wiggins A ff , f l  1 After shipping the 
complete bid, Mr Wiggins telephoned then-procurement officer Victor Learner, and Mr 
Learner confirmed to Mr Wiggins that Aetna’s application had been timely received 
Fourth Wiggins A ff, *4

Having heard nothing in response for nearly two months, Aetna finally received a 
form Notice of Intent to Award the contract to Premera on February 18, 2006 Id at



r 13 A subsequent phone call to Mr Wall Haney, the employee who bar1 replaced Mr 
Learner as procurement officer, disclosed that the Division had lost the meat of Aetna’s 
proposal, consisting of some four boxes of binders in which were contained a critical 
portion of Aetna’s overall proposal Id Cher those two intervening months, the 
Division had never simply contacted Aetna (who, through itself and its affiliates, had 
been providing these services to th' Stale for the past 24 vcars), and asked why there 
was such a gaping omission in its bid Rather, the Division simply declared Aetna 
"nonresponsive" for failure to submit a complete bid. Id 1 /

The initial award to Premera was therefore, and in essence, predicated on the 
erroneous conclusion that Premera was the sole responsive bidder

The Division initially scored Premera's proposal under the RFP’s point system 
around January 20, awarding it 1489 5 points for the more subjective, technical elements 
of the RFP (called here the “Non-Cost Factors’’), which counted the most (50%) in 
proposal evaluation See Section V! p a t ,  See also Char’ I (attached directly to this 

memorandum). See Attachment 5(c)

Shortly thereafter, the Division began extensive private communications with 
Premera aimed at improving its offer These included 21 pages of questions on 
Premera’s proposals for various Non-Cost Factors in the RFP, each question being 
designed to solicit a more beneficial answer. Attachment 4(a) Premera answered those 
questions in a 49-pagc reply on February 13, 2006. Attachment 4(h) at 7-56 See, 

generally. Section VIII, post

1 / In rejecting Aetna’s protest, the procurement officer claimed that it would have been improper 
to contact Aetna, as the receipt of late bids is prohibited Attachment 10 at 3 The purpose of such 
a query, however, would not have been to solicit a late bid Rather, it would have been to enquire

A P P E A L  O F  D E N I A L  O F  P R O T E S T  O F  A E T N A  L IF E  IN S U R A N C E  C O M P A N Y
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As a result of Premera's answers (and even though Premera ostensibly had no 
competition at this point. Aetna s proposal still being lost), the Division rescored 
Premera’s proposal on February 16-17, 2006,  Attachment 5(d), Attachment I I  (email 

response from  Walt H aney) The Division's extensive woik with Premera had 
succeeded in increasing Premera's point total for the Non-Cost factors by 629 points—to 
21 1 9  points Attachment 5(d) at 1-2, Chart J

One day after this re-scoring, the Division issued its initial Notice of Intent to 
Award, and Aetna placed its phone call to the Division After considerable pleading by 
Aetna that it had timely delivered a comprehensive and complete proposal, the Division 
looked again, and found all of the missing boxes m a store room after a mere hour’s 
search hi at 1̂4

The State promptly rescinded the Notice of Intent, and commenced another 
evaluation process that is the subject of this protest hi at *17 This process is 
explained in (i) 1 17 of the Mike Wiggins Affidavit, (n) a confirming memorandum 
found at Attachment 2, (in) the Fifth Affidavit o f  Mike Wiggins, and (iv) the Affidavits o f  

Mike Rohmson and Reed Stoops, all of whom were paiticipants in a phone conference 
that resulted in the agreement contained at Attachment 2 The essence of that agreement 
is as follows

Because of vacation plans, the same full evaluation team that had scored Premera 
could not be reformed to evaluate Aetna’s newly-found bid To accommodate a quick 
resolution of the matter, Aetna agreed that the Division could “ reconstitute” the original

into the inargeably odd fact that the huge middle of the incumbent contractor’s bid was now here 
to be found

APPEAL OF DENIAL OF PROTEST OF AETNA LIFE INSURANCE COMPANY
Page 3 of 34
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evaluation team so that it "consistfcd] of three members, two of whom were on the 
original [ev aluation committee] that scored Premera’s proposal ” Attachment 2 at 1 1 
This “ reconstituted" team would first perform a threshold evaluation of Aetna’s new ly- 
discovcred bid lo determine whether that bid was “ rca-onably susceptible for award ’’ Id  

71 By “ reconstituting" the team in this manner, Aetna was assured that the scores of the 
‘‘reconstituted" committee would be as comparable as possible to the scores of the 
original committee, since 2 3 of the scores of the "reconstituted" committee wouid come 
from individuals who had actually also scored Premera Robinson Aff. . Stoops A f f , 
f/6. Fifth Wiggins A f f , 1

Unfortunately, the Division breached the agreement, and appointed only one 

person who had actually scored Premera to the “ reconstituted" committee Neither of 
the other two members of the "reconstituted" committee had scored Premera on either of 
the two Premera scorings Section I'll, post see also (.’hart I and pp 1-2 o f  Attachments 

5(a)-(dj 4/
There was then a second undisclosed breach of the agreement After the 

“ reconstituted” committee completed its initial scoring of Aetna, and if Aetna’s proposal 
passed its threshold evaluation (which it did (Wiggins A f f , 'IS]), the agreement

‘ / Under Alaska's procurement code, the Procurement Officer is allowed to discuss first 
proposals, on an even-handed basis, with all bidders who are “reasonably susceptible of being 
selected for award," and this for the purpose of ultimately soliciting a "best and final offer" from 
this final pool of bidders AS 36 30 2*30 This initial process does not constitute a scoring of one 
proposor against another, but rather a look at the intrinsic strengths and w eaknesses of a proposal, 
so as to see whether, if improved, it might plausibly become the "best and final offer "
1 / It is worth noting that Aetna would have been well within its rights to demand that the
Division comply with 2 .AAC 12 260(a), and have its "found" proposal evaluated by exactly the
same “committee” that had evaluated Premera’s bid Aetna was being collegial here But as we 
shall shortly see, no good deed goes unpunished
4 / Aetna had no knowledge of the Division's breach at the time, and ihus no opportunity' to 
correct it
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proxided lhai ei-ch party would ha\e the opportunity to submit a best and final offer In 
conjunction with that best and final offer, the Division would contact both parties to 
obtain new responses on Non-Cost Factor issues that were of concern to the Division 
Attachment 2„ f3  Once those offers, and tiic parties answers' to the Division's
questions, were submitted, the agreement provided that ‘‘both proposals will be scored,” 
and a winner would be selected Id at «4

It was Aetna's understanding that this paragraph meant that the entire “ proposal” 
(both cost and Non-Cost Factor components) would be c\aluated Robinson A ff rlO
This was very important to Aetna, since this last scoring would be the only opportunity 
when both proposals would be re-scored by single, identical review committce-the so- 
called “ reconstituted” committee Id

13
Indeed, until the Division responded to Aetna’s protest on March 21, 2006 (sec 

Section V, post), Aetna had assumed that a Premera scoring tally entitled "2'"1 Score 

After Rest and Final, Premera" and found at Attachment 5(d) w s the promised scoring 
of Premera’s last proposal by the "reconstituted” committee It was not until service of 
the Division’s response to Aetna’s protest that Aetna learned that, contrary to «4 of the

18
19

20 

? i

23

agreement, there had been no rescoring of Premera’s Non-Cost Factors by the 
"reconstituted” committee Rather, the rescoring found at Attachment 5(d) was actually 
the rescoring of Premera’s proposal that had been done on February 17—before Aetna’s 
"lost” proposal had been found. Attachment 10 at 8 -/0 , Attachment I I

Apparently, the only things done with the parties’ final proposals under the 
agreement were a comparison of the new cost bids, and a brief revisiting of three Non- 
Cost topics in Aetna’s final proposal Attachment 10 at 9 It was on that basis that the

2 6
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Premera’s final proposals have never been scored by either an identical review 
committee, nor even by separate committees that had more than one common member
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And yet despite all the disadvantages thrown Aetna’s way in this unfortunate 
process, when all was said and done, out of a 5000-pomt evaluation process, Premera 
w as able to top Aetna by only 14! points 

I I I.  A e t n a ’s P ro t e s t

Aetna’s protest is appended as Attachment {) to this Appeal In a nutshell, Aetna 
claimed that the procurement

o violated state statute (AS 36 30 240) and regulation (2 AAC 12.290(a)), and 
created an appearance of impropriety that undermined the integrity of the 
competitive bidding process, because, while the Department held prolonged and 
extensive discussions with Premera to produce its ‘ ‘best and final offer,” the 
counterpart discussions w ith Aetna w ere only per functor) decause state law 
requires that all proposors be accorded fair and equal treatment with respect to 
any opportunity for discussion and revision of proposals” (AS 36 30.240(a)), and 
“ [t]he opportunit) for confidential discussions, if held, must be extended to all 
offerors submitting proposals deemed reasonably susceptible for award” (2 AAC 
12 290(a)), Aetna contended that the procurement was illegal and subverted the

A P P E A L  O F  D E N IA L  O F  P R O T E S T  O F  A E T N A  L IF E  IN S U R A N C E  C O M P A N Y
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■4 , .competitive process It also contended that this process actualh affected the 
outcome of the e\ aluation. and 

5 For the ‘ ‘best and final offer" evaluation, the Division used separate evaluation 
teams to evaluate the two bidders, with only one member of these threc-mcmbcr 
teams being in common Because many of the factors on which the evaluation 
was based were subjective, and hinged on personal idiosyncrasy, the absence of 
common evaluators rendered the evaluation useless for determining which 
proposal was “most advantageous to the state" as required by AS 36 30.250(a). 
and impaired, if not destroyed altogether, the integnty of the competitive bidding 
process 5 Aetna also asserted th.ii this procedure clearly affected outcome of 
the procurement Nor did the process comply with 2 AAC 12 260(a), which only 
authorizes the Division to score RFB’s through a single "evaluation committee ”

IV.  A e t n a ' s  R e q u e s t  fo r  a S t a y  o f  A w a r d

Contemporaneous with its protest, Aetna IIled a request with the Procurement 
Officer, pursuant to AS 36.30 5"5. to stay award of the contract pending disposition of 
Aetna’s protest and any subsequent administrative appeal Attachm ent 9 at Cover Letter 

The Department never ruled on that request before simply going ahead, and signing the 
contract W ithout notice of any kind to Aetna, the Department executed the contract on 
March 13, 2006.

— ■ --------------------------------------------------------------------------

' / A third issue raised in the protest- -r e . that the Division failed to separately score an Aetna 
proposal to provide pharmaceutical claim services only (an alternative specifically called for the 
RFP), is not being appealed, and does not receive further discussion in this Appeal

A P P E A L  O F  D E N I A L  O F  P R O T E S T  O F  A E T N A  L IF E  IN S U R A N C E  C O M P A N Y
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V. T h e  P r o c u r e m e n t  O f f i c e r ' s  R e s p o n s e  to  A e t n a ’s P ro t e s t ;  

I d e n t i f i c a t io n  o f  F r r o n e o u s  F a c t u a l  F in d i n g s  a n d  R es u i t an t iv  

E r r o n e o u s  1 egal  C o n c l u s i o n s

On March 21, 2006, ihc procurement officer rejected Aetna’s protest. Attachment 

10 The procurement officer’s principal findings and conclusions were as follows
i
Io The Division had complied with the parties’ agreement, and had evaluated 

Aetna’s proposal using a three-person review team comprised of two 
persons who had actually scored Premera’s first proposal, 

o The communications between the Division and Aetna, on the one hand, and 
Premera, on the other, w ere essentially equal, 

o Any difference in communications between the Division and Aetna, or. the
j

one hand, and Premera. on the other hand, did not create an appearance of 
impropriety, °/ j

o Neither the use of different evaluation teams nor the disparity in treatment 
between proposors affected the outcome of the procurement; and 

o The Division acten m good faith 
From these factual findings, the procurement officer drew the ultimate legal

conclusion that Aetna’s protest was without merit As required by AS 36.30.590(b)(2),
Aetna respectfully submits that each of the above-described factual findings was 
erroneous, and that if any of those findings is reversed, Aetna will be entitled to
appropriate relief as a matter of law

“ — — — — — — — 1—

‘ / “Whether an appearance of impropriety exists is a factual question " In the Matter o f J&S 
Services. Inc , Alaska Dept of Administration Case No 02 01 (Sept. 16, 2002) ("J&S Services ") 
at 5

A P P E A L  O F  D E N I A L  O F  P R O T E S T  O F  A E T N A  L IF E  IN S U R A N C E  C O M P A N Y
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lo evaluate Aetna's claims, a brief background on the contract at issue here is 
warranted

The services for which the RFP solicited proposals were to provide a wide range 
of medical and pharmacy insurance claim management sen ices to the Slate Request fo r  

Proposals, §103. 7 Those serv ices have been provided economically and efficiently by 
Aetna itself, or through its affiliates, for some 24 years Wiggins A ff. ^4 The State of 
Alaska self-insures both its medical and pharmaceutical claims; however, it still needs an 
agent to evaluate and process those claims Third Wiggins A f f , ij5, RFP. §6.06 Thr 
agent charges a per-cmployce and per-rctiree fee for providing those administrative 
services, and its proposal consists, in part, on the proposed amount of those fees. I d , 
RFP at Section 7 23

However, because many factors other than cost bore on the State’s choice of 
suppliers (factors such as expertise, system compatibility, ability to serve clientele, and 
the like), a “ Request for Proposal” format was utilized, rather than a Request for Scaled 
Bids Under the RFP, cost accounted for only 40% of the total bid evaluation, all the 
other relevant factors (loosely called "Non-C ost Factors") were m the technical portion 
of the RFP, and were collectively allocated 50% of the total scoring RFP, §10. 8/ As to 
those Non-Cost Factors, each individual evaluator awarded points based upon that 
evaluator’s personal judgment as to how the proposer dealt with each Non-Cost Factor.

V I .  T h e  N a tu r e  o f  th e  C o n t r a c t  B e in g  A w a r d e d

7 / The lengthy RFP for this contract has not been appended as an exhibit to this Appeal because 
of its bulk It is on file w ith the Procurement Officer, and Aetna would respectfully request that it 
be made pan of this Appeal record by reference
8 / The remaining 10% was allocated for preference points
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When the so-called “ best and final" proposals were opened, the cost o f the two 
responsive proposals appeared virtually identical On the cost side. Premera was awarded 
2000 points for having the lowest cost bid, while Aetna was awarded 1930 points for 
having a cost bid that was only marginally higher than Premera’s Attachment IQ at 7 
However, Premera’s cost bid was understated (and m fact materially higher than Aetna's) 
because some large costs that should nave been included as part of Premera's 
administrative fees were in fact disclosed only in other, more subjective portions of 
Premera’s proposal that arc not added into the cost component of the proposal. See, 

generally. Affidavit o f  Malt McGuinness

VII.  T h e  D e p a r t m e n t  V io la ted  A S  36 .30 .2 50(a )  a n d  2 A A C  12.260(a)  by 

U s in g  D i ff er en t  E v a l u a t i o n  T e a m s  to S c o r e  the  T w o  A p p l i c a n t s ,  

M a k i n g  it I m p o s s ib l e  to D e t e r m i n e  W h i c h  P r o p o s a l  w a s  “ M os t  

A d v a n t a g e o u s  to the  S t a t e . ”  T h e  Divis ion E r r e d  in F in d i n g  t h a t :  (a) ;  

A e t n a  H a d  A g r e e d  to th is  P ro ce s s ;  a n d  (b)  any E r r o r  d id  n o t  Affect

th e  O u t c o m e  o f  th e  P r o c u r e m e n t .

A In the absence of an v agreement the use o f different evaluation teams to score 

different proposals is unlawful, and in this case affected the outcome o f  the 

p rocurement In its decision on Aetna’s protest (Attachment 10). the Division does not 
contend that, absent some special agreement, it is permissible to use two different 
evaluation committees to score two different proposals under an RFP. After all, 2 AAC 
12 260(a) only authorizes the Division to review RFPs through an "evaluation 
committee,” singular, and for good reason

A P P E A L  O F  D E N I A L  O F  P R O T E S T  O F  A E T N A  L IF E  IN S U R A N C E  C O M P A N Y
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I he ultimate goal of the competitive bidding process—the one on v\hich its 
“ integrity” turns- is to provide "the opportunity to compare multiple responsible bids ” 
Latdlaw Transit Inc v Anchorage School District. 118 P 3 ° 1018. 1033 (Alaska 2003), 
emphasis added Any error that undermines the State’s ability to meaningfully compare 
competing proposals deprives the public and the courts of any basis to asses* the legality 
of the agency’s choice

In this case, the points for Non-Cost Factors were awarded based on an evaluation 
of largely qualitative (as opposed to quantitative) factors, ranging from the suitability of 
appeals procedures to transition and training concerns. Wiggins A f f . 143 Points were 
awarded based on how individual evaluators reacted to the proposor’s approach to a long 
list of subjective issues—responses that would translate into very different point totals 
among different evaluators, depending on each evaluator’ s individual background, 
grading policies and priorities

The evaluators’ separate final scores for the subjective. 50% Non-Cost tv aluation
illustrate how idiosyncratic this scoring process really was

Evaluator:I
Ev aluated Score

Miller Aetna 2440
Premera 2160

Gray Premera Only 2207
Porter Aetna Only 2120

Williams Premera Only 1990
Shier Aetna Only

--- - ■ -- . ■ . ---i,
1585
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Attachment 5(b) ami (d) at 1-2 The Division then look the average of each evaluator's 
scores (/<?, Aetna's score was based on the average of Miller's. Porter's and Shicr’s 
evaluation, while. Premera's was based on the average of Miller's, Gra>'s J Williams’ 
evaluation), and (because of the near identity of the cost score), the proposer with the 
highest average evaluation won

it is also apparent that compromising the rating process by using non-comparable, 
idiosyncratic scoring affected the outcome For example (I) the only evaluator who 
evaluated both applications, Ms Miller, rated Aetna significantly higher than Premera, 
while (n) one of the evaluators who scored only Aetna (Shier) gave Aetna aberrationally 
low scores (535 points lower than Porter), and S55 points lower than Miller Given that 
Premera ultimately received only 14] more points than Aetna, it is apparent that point 
svv ings of up to S55 points that were due entirely to the use of different ev aluators plainly 
affected the procurement’s outcome

R Aetna did not agree 'o this procedure I he Division’s only defense to its 
unusual procedure here is that Aetna agreed to it Attachm ent 10 at 5-9 Aetna agreed to 
a process, but it did not agree to this process

As discussed in Section 11. ante , the parties’ February 24, 2006 agreement 
provided that both Aetna’s and Premera’s final proposals would be reviewed by a so- 
called “ reconstituted” Procurement Evaluation Committee (or "PEC” ) that would

consist[] o f three members, fwo o f  whom w ere on the original 
EEC that scored Prem era ‘s proposal in the initial evaluation 
process

9 / Attachment 5(b) at 2 (Aetna "best and fin a l" summary sheet), Attachment 5(d) at 2 
(Premera best and final "summary sheet)

A P P E A L  O F  D E N I A L  O F  P R O T E S T  O F  A E T N A  L IF E  IN S U R A N C E  C O M P A N Y
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Attachment 2, «, I , emphasis added The members "who scored Premera’s" propos.d,” on 
the one hand, and the membcts of the “ reconstituted" committee who scoied Aetna’s 
proposal, can be found m summary fashion on Chart 1 to this memorandum, and more 
directly on the scoring tally sheets for both Aetna and Premera at pp 1-2 o f  Attachments 

5 (a)-5(d)

From those documents, one can see that there was, in fact, only one member of 
'he ‘reconstituted” team, and not two as the agreement requires, who had also “ scored 
Premera’s proposal ” That lone individual was Freda Miller.

The Division’s answ er is that M: Pat Shier was also a member of the evaluation 
team that "scored Premera’s proposal ’’ Attachment 10 at 5-6. That is not true The 
evaluation team score sheets for Premeras’ first and second proposals arc found, 
respectively, at pages 1-2 o f  Attachments 5(c) and 5(d) The reader wili see that Mr 
Shier's name has been crossed o ff the list of evaluators on both score sheets, and not a 
single Premera scoring sheet contains any score from Mr Shier

The Division’s explanation is that Mr Shier did begin to score Premera’s first 
proposal But Shier abruptly ceased his partial scoring just over half-way through the 
scoring factors, left his half-done worksheet incomplete, was resultantIv scratched o ff the 
Premera evaluation team; and was never heard from again on any Piemera proposal, first 
or second 10/

The reason that Aetna insisted that a majority of the reconstituted team be 
comprised of employees who had “ scored Premera's proposal” was to ensure

H' / Shier’s partial scoring of Premera’s first proposal is found al Attachment 5(c), pp IN -1 36 
The remaining items that Shier did not score can be found (in (he evaluation sheets of a different 
reviewer) at Attachment 5(c), pp 159 170

APPEAL OF DENIAL OF PROTEST OF AETNA LIFE INSURANCE COMPANY
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comparability of Aetna’s and Premera's scores Robinson A f f . *’7, Ft///? Wiggins A f f . «■ 
7, Stoops A ff. f(> Premera’s first and second scores were not affected in the slightest by 
Shier, and so an Aetna score that include scoring by Shier would be less comparable, not 
more As Mr Robinson, who attended the negotiations and signed the agreement for 
Aetna, explains

It never occurred to us. and it was never mentioned, that one o f  
the two "original' PEC members would be a member that did not 
score Premera Such an individual would have been o f  no i alue in 
reconstituting a comparable-as-possible review team, and we would  
never have accepted such a major change in the agreement

Robinson A f f , f7 .

It is frivolous for the Division to maintain that Mr Shier was a member of the 
evaluation committee “ that scored Premera's proposal ” The allegation, in fact, is the 
best illustration of the Division's bad faith in this entire procurement process.

Finally, the Division breached its promise that “ both [final] proposals will be 
scored” by the “ reconstituted evaluation committee ” Attachment 2, j4. Instead, the 
Division simply looked at the new cost component of the proposals and three minor items 
in Aetna’s new proposal Attachment It) at 8-9.

Mr Harvey explained that it is a "longstanding practice” to review only the cost 
component of final proposals, unless changes to other components of the proposal had 
been made But the parties’ agreement here had little to do with "longstanding 
practice"—it was, in many respects, a very unique arrangement The obvious rationale 
for not rescormg unchanged portions of a final proposal is that the sam e evaluation 

committee had already scored the unchanged portions But here, there was a new, 
“ reconstituted” evaluation committee, and a comprehensive review of both parties’ final
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P age 14 o f  34



proposals gave the Division its only chance to have both parties' proposals scored, from 
top to bottom, by the same people

The importance of this level plaving field was why Aetna took the agreement at 
its word, and properly assumed that "‘proposal” meant the entire proposal, and not just a 
nortion of the “ proposal” that represented only 40% of the scoring weight (; e the cost 
component). Robinson A f f . '10 ” / The Division's failure to follow the plain wording 
of the agreement here makes it doubly difficult for the Division to justify its conduct on 
the basis of that agreement

V I I I .  T h e  Divis ion V io la ted  AS 36.30.240 a u d  2 A A C  12.290,  a n d  C r e a t e d  

an A p p e a r a n c e  o f  I m p r o p r i e t y  t h a t  A c tu a l l y  A f f e c t e d  th e  O u t c o m e  of  

the  P r o c u r e m e n t .  By E n g a g i n g  in P r o l o n g e d  a n d  C o m p l e x  

N e g o t i a t i o n s  W i t h  P r e m e r a ,  Bu t  O n l y  P e r f u n c t o r y  C o r r e s p o n d e n c e  

W ith A e tn a ,  B e fo r e  Sol ic i t i ng  “ Best a n d  F in a l  O f f e r s . ”  T h e  Divis ion 

E r r e d  in F i n d i n g  (ha t :  (a) the  C o m m u n i c a t i o n s  wi th  A e t n a  a n d  

P r e m e r a  W e r e  E q u i v a l e n t ;  (b)  an y  D i f f e r e n c e  d id  no t  R a i s e  an  

A p p e a r a n c e  of I m p r o p r i e t y  o r  I n f lu e n c e  t h e  O u t c o m e  o f  the  

P r o c u r e m e n t

"The appearance of impropriety and impropriety in fact are sufficient to void 
procurement contracts " Paul Wholesale v Stale, 908 P.2nd 994, loOO (Alaska 1995); 
Dick Fisher Development No 2 v Department o f  Adm inistration , 838 P 2nd 263, 269

11 / Aetna’s interpretation of 1|4 cf the agreement is consistent with Section 7.26 of the 
Agreement, which makes it clear the the ‘'proposal" includes the offeror's responses to all of the 
sections of the RFP, including, but not limited to, the cost section.

A P P E A L  O F  D E N I A L  O F  P R O T E S T  O F  A E T N A  L IF E  IN S U R A N C E  C O M P A N Y
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(Alaska 1992); In the Matter o f  J& S Services, Inc . Alaska Dept of Administration Case 
No. 02 01 (Sept 16, 2u02) ("J& S Services") ai 5

The appearance-of-impropriety rule was applied in Paul Wholesale, 753 P 2nd 
1132 In that case. DOT&PF cancelled all parties’ rights in a procurement that had 
already resulted in a contract award to two different bidders because of certain alleged ex 

parte communications between one parly and DOT&PF In upholding DOT&PF's 
cancellation, the Supreme Court reaffirmed its holding in Dick Fisher that the appearance 
of impropriety w as enough to void a procurement Further, it held that “ subjective bad 
faith.” or actual “ bias” on the part of the agency, is not required. Bad faith was only one 
relevant factor; equal Is important was “ the amount of agency discretion and whether the 
agency violated the relevant law ” Id at 1002.

Similarly, m J& S Services, the hearing officer ruled that extensive ex parte 

communications between a member of the evaluation committee and one proposer 
created a "substantial and material appearance of impropriety " !J at 7

In assessing wh.ther apparent impropriety warrants relief, one relevant 
consideration is whether the impropriety violated specific statutes and regulations written 
to avoid that improprietv Paul Wholesale. 90S P 2 at 1002, J S  Services, ante at 7. 
Keco Industries v United Stales. 492 F 2nd 1200, 1203 (Cl C! 566 (1974) Here, there 
exist specific statutory and regulatory prohibitions on precise!) the kind of one-sided, ex 

parte communications in which Premera and the Division engaged.
l.’nder AS 36 30.240 and 2 AAC 12 290. the Div ision may discuss proposals with 

proposers w ho aie " reasonably susceptible of being selected for award” in order to flush

A P P E A L  O F  D E N IA L  O F  P R O T E S T  O F  A E T N A  L IF E  T N S U R A N C E  C O M P A N Y
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out proposal details, and. those discussions car. lead to changes in the proposer’s so- 
called “ best and final offer ” L

This authority, however, is subject to a caveat that all such proposers "shall be 
accorded fair and equal treatment with respect to any opportunity for discussion and 
revision of proposals” (AS 36 30 240(a)), and that ” [!]he opportunity for confidential 
discussions, if held, must be extended to all offerors submitting proposals deemed 
reasonably susceptible for avvaid " 2 AAC 12 290(a)

Ostensibly under these laws, the Division held extensive discussions with 
Premera which had the effect of giv ing Premera detailed advice on how to

o retract portions of their proposal which, absent a retraction, would leave 
Premera’s proposal unresponsive to the RI P.

? / In addition, 2 AAC 12 285 permits the Division to communicate with an offeror and 
ask clarifying questions to eliminate confusion concerning the contents of a proposal, but the 
questions may not result in a substantive change in the proposal 2 AAC 12 285 docs not avail 
the Division here Section 12 2S5 say s

In order to determine il a proposal is reasonably susceptible for award, 
communications by the procurement officer or the procurement evaluation 
committee are permitted with an offeror to clarify uncertainties or eliminate 
confusion concerning the contents of a proposal which does not result in a 
material or substantive change to the proposal

Emphasis added The extensive discussions between the Division and Premera from 2/12/06 to 
2 14/06, concerning Non-Cost factors, resulted in a near 50% increase in Premera’s point total 
from 1489 5 to 2119 Chart 1. Attachment 5(c) at 1-2. Attachment 5(d) at 1-2 I he additional 
points were the product of Premera’s significantly changing its answers to many RFP questions 
See Attachment 4(h) at 7 et seq And, further discussions between the Division and Premera, on 
2 24/06, enabled Premera lo lower its Best and Final proposal by more than $6 88 million in 
costs Higgins A ff f j / 2 - l l .  McGuinness Aff J/J/ 10-23 All of these changes to Premera’s 
proposal were obviously material and substantive, and therefore beyond the scope of 2 AAC 
12 285 Moreover, that regulation authorizes only “clarifying’’ questions The questions asked 
by the Division here were not "clarifications," but rather suggestions by the Division to Premera 
to change its proposal See text post
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o suggest available contract administration measures that could result in 
lower cost, or increased evaluator attractiveness, and hence higher point

Wiggins A f f  f i  21-29, Attachments 4(a) anJ 4(h) Premera accepted virtually every 
suggestion given by the Division, and as a direct result ( I )  Premera’s gross point total 
from its Non-Cost factor evaluation rose by 629 points from us original proposal, and (2) 
Premera was able to move $6 88 million in real, direct costs to the State into a category 
that was not counted as a proposed "cost,” resulting, in turn, in a S6.S8 million 
understatement of its Best and Final cost bid Compare Attachments 5(c) und 5(d). 

Wiggins 3 'li A f f * t  2-11. McGuinness A f f  f f  JO-23, Attachment 4(h) at 58. Attachment 

4(c) at J

On February ” , 2006, the Division began extensive private communications with 
Premera aimed at improving its offer 'V  On February 12-14, the Division and Premera 
exchanged 62 pages of “clarification" questions and answers on Premera’s proposals for 
various Non-Cost Factors in the RFP, each question being aimed at soliciting a more 
beneficial answer Attachment 4(a) at 2 IV, 4(b) at 7-56 At the conclusion of these 
communications, the Division rescored Premera’s heavily-revised proposal and, as a 
direct result of the Division’s efforts to make Premera’s proposal more attractive, 
Premera’s proposal gained 629 points in the Non Cost Factor category—a near 50%

11 / F.mail messages document at least three private conversations between the procurement 
officer and Prer .-ra officials (on February 7, 9 and 15) See Attachments 4(a) at J & 20 -21 and 
4(b) at 6
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increase in Premera’s poini total See Chan ] . Compare Attachments 5(c) am i 5(d). pp  

12

Aetna was never offered any similar opportunity, leaving Aetna so far behind the 
competitive curve that even Department of Admmistiation Commissioner Nordstrand 
was forced to admit to the Alaska Legislature that the playing field was ” [n]ot entirely 
level" because the answers Premera resubmitted to the Div ision on February 14, 2006 
were the equivalent of a "second offer " Attachment 12 at 24

The second round of questions occurred on February 24, 2006, during the 
evaluation process called for by the parties’ agreement, when the Division asked 
questions of both Aetna and Premera pursuant to paragraph 3 of that agreement 
Attachment 2 Here, tne different treatment that the Division gave Aetna and Premera 
was substantive Aetna, on the one hand, was given onlv three pages of minor, technical 
suggestions that ultimately resulted in awarding a mere 2! extra points to Aetna (Higgins 

A ff. f  19. Attachment 2) Conversely, the Division's communications to Premera gave 
Premera a clear road map as to how to reclassify $6 88 million of its proposed costs to a 
categorv that would not appear in the “ cost" section of the bid, and thereby artificially 
lowei Premera’s cost bid bv that same $6 88 million Third Higgins A ff. f f  2 1 1 . see 

also McGuinness A ff 10-23. see also text, post

And so, while Premera benefited from the Division's extensive communications 
by an 629 additional points and was also able to decrease its cost proposal by more than 
S6 88 million in its final bid, Aetna’s perfunctory dialogue with the Division yielded it 
only 21 additional points Compare Attachments 5(aj and 5(h) with Attachment 5(c) and  

5(d)
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The re la t iv e  im p a c t o f  th o s e  q u e s tio n s  o n  the  s c o r in g  p ro c e s s  w as as fo l lo w s

COMPANY | EXTENT OF BIDDER 
QUESTIONING

ADDITION AL POINTS 
FROM ANSWERS COST 
BID IMPACT

Premera 62 pages of questions and 
answers, several private 

conversations
629 points 

S6 88 million cost bid 
reduction

Aetna
1

3 pages of questions 21 points 
No cost bid impact

The extra points granted to Premera were dcuhly significant
o First, in the initial grading of the two proposers (the grading of the initial

proposals, before the Division’s extensive assistance to Premera), Aetna 
won the Non-Cost Scoring portion (/ e the 50% of the bid that reflects 
proposal quality) b> 541 points Compare Attachments 5(a) and 5(c) , 
while

o Second, even after its extensive assistance from the Division, Premera 
was able to beat Aetna's Non-Cost score by only 71 points Compare 

Attachments 5(b) and 5(d) Il is apparent, then, that without these 
extensive suggestions from the Division, Premera would not have won the 
Non-Cost Scoring on the final “ best and final" round The summary of 
all of these scores is contained in Chart J. which is appended to this 
appeal

As a result, the impropriety plainly affected the outcome of the solicitation 
another factor counseling for relief Keko. 492 F 2nd at 1203; J& S Services, ante at 6

Because of the potentia* for abuse in private bidder/agency conversations, courts 
are insistent on all qualified proposers in an RFP being given the "same opportunity" in 
curing proposal shortcomings Gunderson v University oj Alaska. Fairbanks, 922 P.2"
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229, 235 (Alaska 1990) "f air" contract solicitation, and demanding that no proposer 
"rccci\c[] an unfair competitive advantage,” arc critical to ensuring that the best possible 
offer emerges from the bidding process MtBtrncy & Associates v State, 753 P 2 nd 
1132, 1135 (Alaska I9S8)

Hence, Aetna was entitled to equal treatment in post-opening discussions with the 
Division Indeed, because of the obvious potential for abuse m statutes giving bidding 
agencies the authority to engage in private conversations with qualified RI P proposers, 
courts have been especially alcit in demanding equality in the substance of those 
communications, and not just in form

Here, the danger ol apparent inequality emerges from the Division’s own wording 
in its questions to Premera Time-and-time again, the Division asks Premera to “clarify" 
a point that needed no clarification. In one class of cases, for example, Premera’s 
original offer unequivocally rejected a condition of the RFP The Division, instead of 
simply asking Premera to reverse its position, asked it to “clarify” that it would accept 
the condition, despite the fact that its original proposal made it clear that it would not 
capable of taking a hint, Premera routinely agreed to “clarify” that it would, after all. 
abide by the RFP, which resulted in material and substantive changes to Premera’s 
proposal

Mr Mike Wiggins offers sev eral examples of this in ms affidavit (id at ^21-29, 
Wiggins 5"' A ff *f 2-11), including the lollowmg

The RFP asks the offeror to agree that it will answer 85% o f  ail 
telephone calls within 50 seconds in any given month, or fa ce  penalties 
RFP. §10 I ! (a)(1) In its original proposal, Premera ' disagreed" with this 
element o f  the RFP This caused Premera to lose points on this issue in 
its firs t proposal, receiving only 2 points from  one evaluator (Gray) and  0 
from  another (Williams) out o f  a possible 5 points To raise Prem era's

------------------   r*~
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point total, the Department asked Premera to "clarify that it would answer
83% o f  all calls on a monthly h as is. despite vv hat it sa id  in its proposal In 
response lo the State s suggestion that Premera change its position. Premera 
agreed to the State 's demand .Is a result. Premera recencd  3 3 added  
points from one evaluator (Gray) and additional points Pom  another 
(Miller) in its "best and f in a l” proposal

Id ai 1!21 In a similar vein ( I ) Premera clearly declined lo offer direct deposit in its
original offer, hut was convinced by the Division to change its mind (id at <22), and (2)
the Division asked Premera to “ agree” to a service that it had unequivocally not agreed to
provide in it proposal Id a! c23 Additional "clarifications" that in fact resulted in
significant point increases and cost decreases are given as examples at ii«23-29 of Mr
Wiggins' affidavit, and Attachments -Pa) and 4(b) are rife u nh them

Wiggins and Mr Matt McGuinness also discuss in their affidavits how the
Div ision suggested the re packaging of nearly $6 88 million of "Network Access Fees,"
which effective!) helped lower Premera's Best and Final cost proposal by at least that
amount Third Higgins A ff. ' f 2 11. see also McGuinness A ff t f  10-23 Premera’s
initial hid was understated by a significant amount, since its S34 million bid did not
include $6 88 million in “Network Access Ices" Higgins A ff, t  10 Premera
accomplished this by calling these fees “claim charges," which are not included in the
cost portion of the hid Id “ The Division advised Premera, in "clarification"
questions dated February 24, 2006, that these "Network Access Fees" were not “ claim
charges" and needed to be billed in a different manner Attachment 4tb) at 2 & 37

Premera informed the procurement officer, in its February 28, 2006 Best and Final

14 The “cost" of the proposal to the Stale (which, again, is worth 40% of the total proposal) is 
supposed to be disclosed in response lo Section 7 23 of the RFP In all fairness, all costs being 
charged lo the Slate as a result of the proposal should be included in the response to Section 7 23 
The point of this narralive is that, in Premera's case, they were not

APPEAL OF DENIAL OF PROTEST OF AETNA LIFE INSURANCE COMPANY
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Response, that hose fees ."ere “ eliminated ” Attachment 4(h) a> 57 Those fees, 
however, were not "eliminated." Rather Premera merely removed “ Network Access 
Fees" from the category of claim charges, but recouped the amount of those formerly- 
called "Network Access Fees" ($6.88 million) by increasing the cost associated with a 
Non-Cost Factor McGuinness A ff * 19 The net result was to bury S6 88 million in real, 
direct costs to the state in a Non-Cost Factor portion of the proposal, artificially reducing 
the cost proposal itself by that same amount Id And, none of this would have been 
possible without the guidance that had been supplied by the Division over the month of 
February

in Dynacs Engineering Company i United Slates, 48 Fed Cl 124 (2000), the 
government made a disproportionate effort to enhance one RFP proposer’s bid, offering it 
multiple opportunities to cure deficiencies and working with the favored bidder to cure 
nine shortcomings while pointing out only two deficiencies in the other bidder’s 
proposal. The government tried to lustify this substantive inequality by claiming that it 
had made some effort to work with both bidders The court disagreed, holding that, in 
RFP discussions, the equality of treatment among proposers must be “meaningful,” and 
both sides must be given the “same opportunity” to address weaknesses A bidding 
agency cannot get by with "not telling [one bidder] about its continuing weaknesses, 
[while continuing to inform the other bidder] about each of [its] weaknesses until [that 
other bidder] got it right ” 48 Fed.Cl at 130 The disparity in both the frequency and 
substance of the communications among the two bidders in our case, and the vastly 
different results that the two sets of "discussions “ achieved, proved that precisely the 
same inequity occurred here
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To ihc same effect is Dubinsky v United States, 43 Fed Cl 243 (1999), appeal 

dismissed 2 15 F 3'd 1350 (Fed Cir 1999), where the government also used the device of 
common discussions with potentially successful proposers to improve one bidder’s 
proposal, while giving pro form a attention to the other Without substantive equality in 
the discussions between proposers, the court held, "discussions with offerors readily 
would be subject to abuse, merely becoming a cover for an agency ’s discussions with the 
offeror it has selected to receive the contract prior to the formal selection decision ’’ Id at 
263-4. see also Paramax Systems Corp v CAE-Link C a rp , 1993 WL 485205 (Com

I
Gen ) (October 27. I993 ‘, (where bidders "were not treated equally since they were not 
given the same opportunity to participate in discussions and to amend their cost price 
proposals after BAFO [Best and Final Offer],’’ Comptroller General recommended a new 
round of BAFO’s and. if necessary , cancellation ol the originally-successful contract)

By selling Aetna short in the negotiation process, the big loser could well have 
been the Alaska public. Could the Division have gotten the best deal for Alaskans by 
engaging in the same discussions with Aetna that it had undertaken with Premera0 As 
the court in M tlhrney stressed, we’ve no idea, because equality of treatment never 
occurred, and we thus dc not know what kind of alternative proposal might have 
emerged from a similarly intensive effort with Aetna. 753 P 2rHl at 1138

Arguably, the genesis of the unequal treatment may have arisen from the 
Division’s misplacement of Aetna’s bid From that point, and until the mistake was 
discovered, the Division considered Premera the only qualified bidder, and one might 
expect a government agency to communicate exclusively with the only bidder who (as 
the Division thought at the time) was qualified for the contract That spin gives the
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Division everv benefit of the doubt But even if that were the case, the Division's 
ultimate failure came m Us refusal to give Aetna’s proposal the same individual 
assistance once the Division learned that Aetna was a qualified bidder whose bid was 
"susceptible for award" As Commission Norstrand acknowledged, by that time the 
playing field was "not entirely level," but the Division did nothing to level it 
Attachment 12 at 24 It was incumbent on the Division to level that playing field, by 
helping Aetna improve its proposal to the same extent as it alread> had with Premera 
The Division, in a word, cannot excuse such clear inequality of treatment by its own 
mistake, particularly when the Division later had everv opportunity to rectify that 
mistak-’ The plain fact remains that the contract was awarded based on a process that 
treated the two proposors with patent inequality- a fact that proves not only a material 
statutory and regulatory violation, but as well a "serious|J impairment] of the purpose of 
the competitive bidding statutes" that warrants voiding the contract. Earthmovcrs o f  

Fairbanks. Inc ; State 765 P2 1360. 1369 (Alaska 1989)
IX. Th e A p p r o p r i a t e  R e m e d y  H e r e  is to: (a)  R e - S c o r e  the  P a r t i e s ’ 

P r e v i o u s l y - S u b m i t t e d  F ina l  P r o p o s a l s  in t h e i r  F n t i r e t y ,  Using a 

T h r e e - P e r s o n  T e a m  C o m p r i s e d  o f  I n i n v o l v e d ,  Q u a l i f i e d  an d  

U n b i a s e d  P e r s o n n e l  Ass is ted  b y  a M u t u a l l v - A g r e e a b l e  C o n s u l t a n t  

W i t h  E x p e i t i s e  in E v a l u a t i n g  H e a l th  C l a i m  M a n a g e m e n t  Se rv ice  

P r o p o s a l s ;  (b)  H a v e  th e  E v a l u a t i o n  T e a m  In c lu d e  T o t a l  C o s t s  (as 

D e f in ed  in this S ec t io n )  in the  C o s t  P r o p o s a l  R e q u i r e d  by S ec t ion  7.23 

o f  t h e  R F P ;  a n d  (c) C a n c e l  P r e m e r a ’s E x i s t i n g  C o n t r a c t ,  a n d  A w a r d
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t h e  C o n t r a c t  to A e tn a ,  if the  uew  E v a l u a t i o n  C o m m i t t e e  F inds  

A e t n a ' s  F ina l  P r o p o s a l  lo  he  M o s t  A d v a n t a g e o u s  to th e  S t a t e

The deciding officer’s discretion to grant relief in this case is defined bv AS
I36 30 585, which broadly authorises the grant of "an appropriate remedy." §5S5(u). 

Subsection (b) of that section guides the deciding officer in determining what remedy is 
appropriate

In detet mining an appropriate remedy, the procurem ent officer 
shall consider the circumstances surrounding the solicitation or 
procurement mi lading the seriousness o f  the procurement 
deficiencies the degree o f  prejudice lo other interested parties or to 
the integrity o f the procurement system, the good fa ith  o f  the parties, 
the extent to which the procurement has been accomplished, costs to 
the agency and other impacts on the agency o f  a proposed remedy, 
and the urgency o f the procurement in the w e lf  are o f  the state

These remedies can include "award of bid or proposal preparation cos’s, termination of
an existing contract, re*e\aluation land other appropriate relief] " In the Matter oj

Bachner Company Inc and Bowerj Investment Company, Ak. Dept of Administration
Case No 03 10 (Feh 10, 2004) at ~ (“Bar liner"), J& S S e n  ices, ante at 5 To the extent
that the basis for the remeds is impropriety in the procurement, the deciding officer
should also consider the factors set out in Keko, 492 F 2 at 1203 J& S Services, ante at

Aetna’s proposed remed> requests the deciding officer to direct the Division to 
appoint a three-person uninterested, V qualified and unbiased review team that includes 
a mutually-agreeablc consultant fas the State has used in the past) to re-scorc the parties’

|S / As used in these Sections LX and X, ‘‘uninterested" means team members who have had no 
involvement in any evaluation process related to this procurement, nor any other substantive 
involvement in the procurement None of the new team members should be made aware of any 
prior evaluation scores
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Iasi proposals ' in their entirety, and, if the evaluation team determines that Aetna's 
proposal is the most advantageous to ihc state (using the RFP’s point system), (i) cancel 
the contract awarded March 13. 2006 to Premera. and ( 1 1 ) jw jic! the contract to Aetna 

Before rc-evaluation. the evaluation team should modify the parlies’ proposals in one 
respect only the price offer made under Section 7 23 of the RFP should include total 

costs to the state ' As explained in Section VIII, ante, and in the Thud Affidavit o f  Mike 

IViggms and the Affidavit o f  Man McGuinness, by including “ total costs,” the cost portion 
of the bid would capture (among other cost items) network savings sharing arrangements 
These sharing arrangements represent a true, direct cost to the state, because they deny 
the State a portion of these otherwise important s.oings (in a nutshell, putting money in 
the contractor's pocket that vvould otherwise go into the state s pocket here to the tune 
of S6 88 million) Id By not including those savings sharing arrangements as a

The parties' last proposals are comprised of their RFP responses, all of their answers to the 
various questions propounded by the Division that have heretofore been disclosed lo the parties 
and included in the Attachments to this Appeal, and the so-called Best and hinal Offer submitted 
on February 28, 2006

This proposed remedy is premised on the assumption that this Appeal can be resolved on an 
expedited basis If the appeal is not expedited, or it is not expedited sufficiently, then Aetna 
reserves the right to request alternative relief, and to seek such stays and interim relief as 
circumstances may w arrant
" / As used in these Sections IX and X, ' total costs” include program administration fees, 
pharmacy rebate sharing arrangements, network savings sharing arrangcmenls, run out fees in the 
event of termination, hanking arrangements, and other terms that affect cost Pharmacy rebates 
are being included because it is common practice lo offset administration fees with rebate sharing 
guarantees This approach is referenced as a preferred approach in Ihe RI P under 3 08 "Proposed 
Payment Arrangements"
19 / In fact, Premera was able not onl} to effectively obscure ihe $6 88 million in “Network 
Access Fees" discussed throughout this memorandum, but also to add additional costs to the State 
that were not disclosed in the cosl section of Premera's proposal, such that the total amount of 
undisclosed costs ultimately lo’aled SI3 74 million (using reasonable underwriting assumptions) 
Id
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“cost.” the proposer’s hid understates the cost to the state of the proposal by the 
corresponding amount “

Aetna submits that, taken as a whole and fairly balanced, the factors set out in Jtj5S5 
support such a remedy. For example

o The initial factor listed in §585—the "seriousness of the procurement 
deficiencies," and the "degree of prejudice lo the integrity of the procurement 
system” plainly argue for rc-c\aluation and (if necessary) cancellation of the 
existing contract
The extent to which the Division's statutory and regulatory violations have 
undermined the purpose of Alaska's competitive bidding laws has been 
extensively discussed ante The extensive, one-sided contacts held with one 
bidder have undermined the purpose of AS 36.30.240 and 2 AAC 12.290, which 
is to guard against the potential for abuse inherent in pre-award conversations 
with proposers by placing strict limits of equality in dealings with all qualified 
proposors And, as the c ourt stressed in M cBirney v State, 753 P 2: ‘ 1132, the 
failure of the Division to work just as intensely with Aetna as it did with Premera 
to improve its proposal frustrated the central purpose of our competitive bidding 
system to obtain the deal "most advantageous to the state" (AS 36 30 250(a))

70 / It should be noted that the relief requested here is considerably less favorable to Aetna than 
the relief originally requested in the Protest Attachment 9  at 16-17 1 hat is because one of the
material factors for shaping relief under AS 36 30 585 has changed since the protest was 
submitted— i e , the status of the procurement The ultimate standard for relief under §585 is 
"appropriateness," which is plainly a function of current realities But if the Division can erect 
some arbitrary barrier to this Appeal 's request, then the relief sought in the Protest is incorporated 
herein by reference Of course, the deciding officer is not limited, in fashioning relief, to that set 
out in the parties’ papers
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