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MINNESOTA

DEPARTMENT of HEALTH

Protecting, maintaining and improving the health of all Minnesotans

The attached report of examination made of the condition and affairs as of December 31,
2012 of:

PRIMEWEST HEALTH
Alexandria, Minnesota

was recently completed by duly qualified examiners of the State of Minnesota.

Due consideration has been given to the comments of the examiners regarding the
operations of PrimeWest and its financial condition, as reflected in this report. This
report is hereby, as of this date, approved, adopted, filed and made an official record of
this Department.

Edward P. Ehhn)éer MD, MSPH
Commissioner

Dated: ll /20// 4
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MINNESOTA DEPARTMENT OF

85 7TH PLACE EAST, SUITE 500

Pursuant to the authority vested in the Commissioner of Commerce of the State of
Minnesota, Mike Rothman, being first duly sworn, upon his oath, deposes and says that a
comprehensive examination was made of the affairs and financial condition of

PRIMEWEST HEALTH
ALEXANDRIA, MINNESOTA

an insurance company authorized under the laws of the State of Minnesota. That, to the
best of his information, knowledge and belief, the attached report of examination
describes the affairs and financial condition of the above named company as of
December 31, 2012 as determined by a comprehensive examination made in accordance
with Minnesota Statutes Section 60A.031. The examination was completed by duly
qualified examiners of the State of Minnesota representing the Midwestern Zone (III) of
the National Association of Insurance Commissioners.

Due consideration has been given to the comments of the examiners regarding the
operations of the above named company and its financial condition, as reflected in this
report.

This report is hereby, as of this date, approved, adopted, filed and made an official record
of this Department.

MIKE ROTHMAN
Commissioner

By: Tim Vande Hey
Deputy Commissioner

Dated: CO/ZD//L/

SAINT PAUL, MN 55101-2198
MN.GOV/COMMERCE/

651.539.1500 FAX 651.539.1547

AN EQUAL OPPORTUNITY EMPLOYER
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June 18, 2014

The Honorable Edward Ehlinger, MD, MPH
Commissioner of Health

State of Minnesota

Department of Health

85 7™ Place East, Suite 400

St. Paul, Minnesota 55101

Dear Honorable Commissioners:

The Honorable Mike Rothman
Commissioner of Commerce
State of Minnesota
Department of Commerce

85 7" Place East, Suite 500

St. Paul, Minnesota 55101

Pursuant to your instructions and the statutory requirements of the State of Minnesota, a
comprehensive examination has been made of the books, records, business affairs and

financial condition of:

PRIMEWEST HEALTH

NAIC #11678

2209 Jefferson Street, Suite 101
Alexandria, MN 56308

The following report of examination is respectfully submitted.



SCOPE OF EXAMINATION

The comprehensive examination of PrimeWest Health (hereinafter referred to as “PWH” or “the
Company”) was conducted on behalf of the Minnesota Department of Health by the Minnesota
Department of Commerce (“DOC”). The DOC Examination Order #13-004 directed that the
examination include a determination of the financial condition of the Company and a general
review of its corporate affairs and insurance operations to determine compliance with statutes.
The last examination was completed as of December 31, 2009. This examination covers the
period January 1, 2010, through December 31, 2012. The examination included significant
transactions and/or events occurring subsequent to December 31, 2012 that were noted during
the course of this examination.

The examination was conducted in accordance with the NAIC Financial Condition Examiners’
Handbook (“Handbook™). The Handbook requires that examiners plan and perform the
examination to evaluate the financial condition and identify prospective risks of the Company by
obtaining information about the Company including corporate governance, identifying and
assessing inherent risks within the Company and evaluating system controls and procedures used
to mitigate those risks. An examination also includes assessing the principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation, management’s compliance with Statutory Accounting Principles and annual
statement instructions, as applicable to domestic state requirements.

All accounts and activities of the Company were considered in accordance with the risk-focused
examination process.

FINDINGS AND RECOMMENDATIONS

The examination did not result in any reportable findings and recommendations.

SUBSEQUENT EVENTS

On February 14, 2014, PWH acquired a building and land from a third party for $2,861,502.
Cash paid at closing was $2,615,763, as the purchase price was offset by $245,739 consideration
from the seller to rent the property from the date of the closing through June 13, 2014. The
property will be the Company’s primary business location beginning late 2014.

COMPANY HISTORY

PWH was created on December 1, 1998, under Minnesota Statute 471.59. This was done in
accordance with Minnesota Statute 256B.692. This statute provides for the formation of a joint
powers organization and board of directors to operate, control, and manage County Based
Purchasing (CBP) functions for persons enrolled in public healthcare programs.



Under contracts with the Minnesota Department of Human Services (DHS) and the Center for
Medicare and Medicaid Services (CMS), PWH is authorized to provide comprehensive health
maintenance services to persons enrolled under public healthcare programs in each of the
thirteen member counties.

PWH is jointly owned by the same thirteen Minnesota counties: Beltrami, Big Stone,

Clearwater, Douglas, Grant, Hubbard, McLeod, Meeker, Pipestone, Pope, Renville, Stevens and
Traverse counties.

CORPORATE RECORDS

Minutes of the Joint Powers Board (“Board”) meetings, covering the period of this examination,
were reviewed and found to be in proper order. All significant actions taken by the Company
during the examination period, including those mandated by statute, were addressed in the
minutes.

MANAGEMENT AND CONTROL

PWH is governed by a Board, consisting of one primary representative County Commissioner
and one alternate representative County Commissioner from each participating county. The
alternate County Commissioner represents their county on the Board in the absence of the
appointed County Commissioner representative. The alternate County Commissioner succeeds
the representative County Commissioner when the representative County Commissioner ceases
to participate or no longer meets the eligibility requirements of membership on the Board.

PWH’s Chief Executive Officer and Chief Medical Director are ex-officio members of the
Board. Each county is allowed only one vote on each PWH governance and operational matter

requiring Board approval, authorization, or adoption. The Board meets on a monthly basis.

The Board consisted of the following thirteen County Commissioners as of December 31, 2012:

Commissioner County

Brent C. Olson Big Stone County
Ronald F. Woltjer Grant County
Beverly J. Wangerin McLeod County

Marvin J. Tinklenberg
Joseph I. Vene
Jerry M. Deal

Pipestone County
Beltrami County
Traverse County

James D. Swenson Meeker County
Kathleen M. Grell Hubbard County
Larry D. Kittelson Pope County
Daniel L. Olson Douglas County

Paul W. Setzepfandt

Renville County



Commissioner County
Larry J. Sayre Stevens County
John A. Nelson Clearwater County

Officers as of December 31, 2012

Larry D. Kittelson, Chairman

Joseph I. Vene, Vice Chairman

John A. Nelson, Treasurer

Beverly J. Wangerin, Secretary

James A. Przybilla, Chief Executive Officer
John D. Klein, Chief Financial Officer

Committees:

PWH had the following Board committee and members as of December 31, 2012:
Executive

Larry D. Kittelson

Joseph I. Vene

John A. Nelson
Beverly J. Wangerin

Related Party Agreements & Transactions

The Member Counties have executed agreements that guarantee the required net worth and
solvency requirements of Minnesota law. There were no contributions from the Member
Counties during the exam period.

FIDELITY BOND AND OTHER INSURANCE

The Company has $50,000 in fidelity coverage with the Minnesota Counties Intergovernmental
Trust and additional coverage through a third-party insurer.

The Company maintains corporate insurance coverages through the Minnesota Counties
Intergovernmental Trust. Errors and Omissions coverage is through a third-party insurer.

EMPLOYEE WELFARE

Company personnel are provided employee benefits. Substantially all employees of PWH are
required by state law to belong to the pension plan administered by the Public Employees



Retirement Association (“PERA™). PWH contributes to the Public Employees Retirement Fund
(“PERF”), a cost-sharing, multiple-employer, defined benefit plan administered by PERA.
PERF provides retirement, disability and death benefits to plan members and beneficiaries.
Benefits are established by state statute and vest after three years of credited service.

TERRITORY AND PLAN OF OPERATIONS

PWH is authorized to provide comprehensive health maintenance services to persons enrolled
under public healthcare programs in member counties under contracts with DHS and CMS.
PWH had over 24,000 members as of December 31, 2012 and offered services in the following
thirteen counties: Beltrami, Big Stone, Clearwater, Douglas, Grant, Hubbard, McLeod, Meeker,
Pipestone, Pope, Renville, Stevens and Traverse. PWH offers the following programs to
enrollees in its service area: Medical Assistance (MA), MinnesotaCare (MNCare), Minnesota
Senior Care Plus (MSC+), Minnesota Senior Health Options (MSHO), Special Needs BasicCare
(SNBC) and Medicare Parts C and D.

GROWTH & NET INCOME OF THE COMPANY

The following chart shows the Company’s growth and net income over the examination period.

Admitted Capital and
Year Assets Surplus Total Revenues | Net Income

2012 $73,087,473 $41,154,715 | $183,260,688 $4,940,545
2011 $57,433,614 $36,156,299 | $174,287,155 $11,169,375
2010 $43,745,487 $24,736,547 | $164,777,209 $12,650,252

CLAIMS EXPERIENCE

The statutory reserves and related items as of year-end 2012 were reviewed and certified by the
Company’s Appointed Actuary, Alexander Tava, FSA, MAAA of Cirdan Health Systems and
Consulting (“Cirdan”™).

The reserves established by the Company were reviewed for reasonableness by the examination

actuary. The actuary determined the claims unpaid, unpaid claims adjustment expenses and
aggregate health policy reserves presented in the 2012 annual statement appear reasonable.

REINSURANCE

PWH has excess reinsurance coverage with Westport Insurance Corporation, a subsidiary of
Swiss Re. The Company’s retention is $150,000. PWH retains 10% of losses in excess of



$150,000 up to $2,000,000 per member per year. The agreement covers hospital services only.
PWH ceded approximately $624,000 of premiums to Westport Insurance Company in 2012.

Cirdan manages PWH's reinsurance program including large claim tracking, claim submission,
contracting and renewals and regular assessments of reinsurance structure, value and
performance.

PWH does not assume any reinsurance.

ACCOUNTS AND RECORDS

General

The Company’s responses to the NAIC Information Technology Planning Questionnaire (ITPQ)
were reviewed by the IT examiner. There were no deficiencies noted. Data center operations are
located at the Company’s home office facility in Alexandria, MN. The Company utilizes
purchased vendor packages for its general ledger and claims software. Data management,
reporting and analysis are performed by Cirdan.

Designated Certified Public Accountant

For 2012, the Company was audited by the accounting firm of Baker Tilly Virchow Krause, LLP
in accordance with Minnesota Statutes, section 62D.08. For 2010 and 2011, the Company was
audited by Clifton Larson Allen, in accordance with Minnesota Statutes, section 62D.08. The
Company received an unqualified opinion in all years under exam. Certain audit work papers of
the accounting firm were reviewed and relied upon in conjunction with this examination.

STATUTORY DEPOSITS

Minnesota Statutes 256B.692 require county based purchasing units to comply with the net
worth requirements of the Minnesota Health Maintenance Organizations Statute Chapter 62D.
Until January 1, 2013, the CBP's can satisfy net worth requirements by use of the provisions of
Minnesota Statutes 62N.28 and 62N.29. Minnesota Statutes 62N.29 allows the Department of
Health to allow participating organizations to guarantee the net worth/deposit requirements of
CBP's. The Member Counties Boards passed resolutions stating that the Member Counties will
be the guaranteeing organization for the Company’s solvency and capitalization requirements.



FINANCIAL STATEMENTS

The financial statements consist of a statement of assets, liabilities, capital and surplus; a
statement of operations; and a reconciliation of surplus for the period since the last exam. The
examination team reviewed and accepted the work of the Designated Certified Public
Accountant related to these financial statements. The examiners have incorporated these
statements into this report without adjustment.



PrimeWest Health
Assets, Liabilities, Capital and Surplus
December 31, 2012

ASSETS 2012

Bonds $7,269,504
Property occupied by the company 3,428,020
Cash and short-term investments 48,193,521

Subtotals, cash and invested assets 58,891,045
Investment income due and accrued 15,799
Premiums and considerations:

Uncollected premiums and agents' balance 13,169,742
Reinsurance:

Amounts recoverable from reinsurers 228,255

Other amounts receivable under reinsurance contracts
Electronic data processing equipment and software 51,756
Health care receivable 728,776
Aggregate write-ins for other than invested assets 2,100
Total Assets $73,087,473

LIABILITIES, CAPITAL AND SURPLUS
Claims unpaid

$23,533,541

Unpaid claims adjustment expenses 359,000
Aggregate health policy reserves 5,433,237
Premiums received in advance 12,658
General expenses due or accrued 1,756,815
Liability for amounts held under uninsured plans 833,872
Aggregate write-ins for other liabilities 3,635
Total Liabilities $31,932,758
Gross paid in and contributed surplus 3,500,001
Unassigned funds (surplus) 37,654,714
Total Capital and Surplus 41,154,715
Total Liabilities, Capital and Surplus $73,087,473




PrimeWest Health
Statement of Revenue and Expenses
December 31, 2012

Member months

Net premium income

287,478

$183,157,688

Other revenues 103,000
Total revenues 183,260,688
Hospital and Medical:

Hospital/medical benefits 102,895,788
Other professional services 30,887,432
Emergency room and out-of-area 4,054,103
Prescription drugs 19,615,075
Transportation 1,571,666
DME/Medical supplies 1,799,104
Other Medical Expense 212,327
Total Hospital and Medical 161,035,495
Less:

Net reinsurance recoveries 245,899
Total hospital and medical 160,789,596
Claims adjustment expenses 8,927,044
General administrative expenses 8,713,601
Total underwriting deductions 178,430,241
Net underwriting gain or (loss) 4,830,447
Net investment income earned 114,389
Net realized capital gains 2,132
Net investment gains 116,521
Aggregate write-ins for other income or expenses (6,423)

Net income

$4,940,545




PrimeWest Health
Reconciliation of Surplus
December 31, 2012

SURPLUS ACCOUNT

Capital and Surplus, December 31, previous year

Net income

Change in valuation basis of aggregate policy and claim reserves
Change in non-admitted assets & related items

Net change in surplus of the year

Surplus, December 31, current year

2012 2011 2010
$36,156,300 $24,736,544 $11,838,638
4,940,545 11,169,375 12,650,252
57,870 250,381 247,657
4,998,415 11,419,756 12,897,907
$41,154,715 $36,156,300 $24,736,544
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COMMENTS ON FINANCIAL STATEMENT ITEMS

There were no changes to the financial statements as a result of the examination.

ACKNOWLEDGEMENT

Acknowledgment is hereby made of the courtesy and cooperation extended by personnel of the
Company during the course of the examination.

In addition to the undersigned, examiners for Minnesota, represented by Risk & Regulatory
Consulting, LL.C participated in the examination.

Respectfully submitted:
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Susan L. Carroll, CFE

Examiner-in-Charge
Representing the State of Minnesota
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