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A Registered Health Care Service Contractor.

BACKGROUND

An examination of the financial condition of REGENCE BLUESHIELD (the Company) as of
December 31, 2005, was conducted by examiners of the Washington State Office of the
insurance Commissioner (OIC). The Company holds a Washington certificate of
registration as a health care service contractor. This examination was conducted in
compliance with the laws and regulations of the state of Washington and in accordance

with the procedures promuigated by the National Association of Insurance Commissioners
and the OIC.

The examination report with the findings, instructions, and recommendations was
transmitted to the Company for its comments on May 22, 2007. The Company's response
to the report is attached to this order only for the purpose of a more convenient review of
the response.

The Commissioner or a designee has considered the report, the retevant portions of the
examiners’ work papers, and the submissions by the Company.

Subject to the right of the Company to demand a hearing pursuant to Chapters 48.04 and
34.05 RCW, the Commissioner adopts the following findings, conclusions, and order.
FINDINGS

Findings in Examination Report. The Commissioner adopts as findings the findings of the
examiners as contained in pages 1 through 19 of the report.

REGEMNCE BLUESHIELD
Order Adopting Exammation Report
July 11, 2007 1

Mailing Address: PO 8ox 40255 « Olympin WA 28504-0255
Sireet Address: 5000 Capitci Bivd. » Tumwater, WA 98501

e




CONCLUSIONS

It is appropriate and in accordance with law to adopt the attached examination report as
the final report of the financial examination of REGENCE BLUESHIELD and to order the
Company to take the actions described in the Instructions and Comments and
Recommendations sections of the report. The Commissioner acknowledges that the
Company may have implemented some of the Instructions and Comments and
Recommendations prior to the date of this order. The Instructions and Comments and
Recommendations in the report are appropriate responses to the matters found in the
examination.

ORDER

The examination report as filed, attached hereto as Exhibit A, and incorporated by
reference, is hereby ADOPTED as the final examination report.

The Company is ordered as follows, these being the Instructions and Comments and
Recommendations contained in the examination report on pages 1-6.

1. The Company is ordered to file an accurate statement of its financial condition,
transactions, and affairs in compliance with RCW 48.43.097, which requires the
filing of its financial statements in accordance with the NAIC AP&P Manual; and with
WAC 284-07-050(2) which requires adherence to the NAIC Annual Statement
Instructions. Instruction 1, Examination Report, page 3.

2. The Company is ordered to file its SAC pursuant to RCW 48.43.097 and WAC 284-
07-080(2){a), which require health care service contractors to file an SAGC and
financial statement in accordance with the AP&P Manuai and the NAIC Annual
Statement Instructions. Instruction 2, Examination Report, page 4.

3. The Company is ordered to file amendments to its Plan and Agreement of Affiltation
or file a new agreement, which addresses specific methodology or basis used on
how inter-company expenditures, fiduciary responsibilities, and type of service
allocated across Plans and between Plans, TRG and other affiliates with the OIC
pursuant to RCW 48.31C.050 in compliance with SSAP No. 70, Paragraph 8. The
agreement should include additional documentation, which explicitly states the
services, responsibilities, and considerations under the performance of the contract.
Instruction 3, Examination Report, page 5.

4, The Company is ordered to calculate all future premium taxes based on written
premiums in accordance with RCW 48.14.0201(2) and the premium tax return
instructions. instruction 4, Examination Report, page 5.
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5. The Company is ordered to allocate internal investment expenses into the proper
categories in Column 4 pursuant to RCW 48.43.097 which requires the filing of its
financial statement in accordance with the AP&P Manual; and WAC 284-07-050(2)
which requires adherence to the NAIC Annual Statement Instructions and the AP&P
Manual. Insiruction 5, Examination Report, page 5.

6. Pursuant to RCW 48.31C.040(2){c)(i), the Company is ordered to include current
information on any loans with affiliates on its Form B - Annual Registration
Statement. Instruction 6, Examination Report, page 6.

7. It is ordered that the Company consider establishing procedures to ensure that
claims for the self-funded groups are not recorded, or reported, as claim expense in
the Company’s loss triangles. Comments and Recommendations 1, Examination
Report, page 6.

8. It is ordered that the Company consider implementing additional controls over
private placement securities, which are kept on-site, to prevent stock certificates
from being lost or misplaced. Comments and Recommendations 2, Examination
Report, page 6.

9. It is ordered that the Company consider establishing procedures and impiementing
controls to ensure that all future information transmitted to the 401K Plan trustee is
accurate and complete. Comments and Recommendations 3, Examination Report,
page 6.

IT 1S FURTHER ORDERED THAT, the Company file with the Chief Exarmniner, within 90
days of the date of this order, a detailed report specifying how the Company has
addressed each of the requirements of this order.

ENTERED at Olympia, Washingion, thls 11th day of July, 2007.

WAL

Ml‘kE KRE!DL
Insurance Commissioner
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Re: Repence BlueShield- Report of Examination as of December 31, 2005
Dear Mr. Odiome,

Enclosed please find for your consideration, our responses to be included in the final Report of
Examination for Regence BlueShield. We appreciate the opportunity W respond and comment on the
Report.

Instructions
1. NAIC Annual Statement Errors and Misclassifications
a) Investment in Subsidiaries

The Compamy's pivestments in two whollv owned subsidiaries, CSN dcguisition Comperny and
Henlthcare Management Adminixtrators, were incorvectly reported on Scledule D, Part 2, of the
Company’s 2003 Aunyal Statemens. The investment values were bused on the underlving statutory
equity as of December 31, 2004, mstead of 203, resulting in an understatement of $1 22,629

and 3782523 for the investments in CSN Acguisition Company and Healthcare Management
Administrators, respectively, However the ervors had no impoct on the Company's surplus since
the subsidiary voluation amounts were based on unandited financial stateinents and thus were
non-admitted in 2005 NAIC Annual Starement in aceordance with SSAP No. 84,

The Company s investment in Commencement Buy Life Insuvance Company is incorrect on
Schedule £3 - Part 2 — Section 2, in columnys 6 and & Fhe Company only included Commencement
Bay s reported surplus as of December 31, 2005 i the amount of $19,270.977. The value that
should have been reported way totad capitol cmd surplus of 321,670,977 under the equity mcthod
requived by SSAP 46, paragraph 7.0,

Company Response:
The Company agrees with these findings. The Company has 1aken corregtive action and began
reporting these correctly in its 2006 Annual Statement.

The Company's investment in Ninth and Howell Real Extate Joint Venture was incorrectly
valued at $1.166.574 on Schedule BA - Part | In accordance with SSAP No_ 48, paragraph 7
and SSAP No, 88 the investiment in g non-insurance  joint venture is valued baved on the
undertving andited statement based on GAAP vquine method of the investee. or 54,156,668,
resulting in an understitement of assets by $3.020.095,

Company Response:
The Company agrees with this finding, Beginning in 2007, the Company will comrectly report this
investrent.

by Reclassification of Unearned Premivm Reserves to Premiums Received in
Advance
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The Company misclussified " Premiums veceived it advance ™ in the amount of 811,368,750 as
“Unearned premivm reserves " on Purt 21, Le | of the Underwriting and Invesiment Exhibit. In
accordance with SSAFP No. 34, unearned premiums are palicy reserves and shall be required fov
all aecident and  health contracts for which premiums have been veported for a period bevond the
date of valuation other than premiums that have bocn received prior to the valuation date but are
dire on or afier the valuation date, {See exanmnation rectasyification No. i, detiring “Aggregare
health polieyv reserves ™, and crediting ' Premimns received in advance” in the amaunt of
811,368,750}

Company Response:
The Company agrees with this finding. Beginning in 2007, the Company will reflect the
premiums m the proper classification, per SSAP No.54.

¢} Retrospectively Rated Contract Disclosure

SSAP No. 66, Paragruph 12 reguires Annuwal Statement diselpsure of premium amounts subject io
retrospective rating. The financial stutcments were correct except for the omounts disclosed in
Nore 24 8. of the Notes ro the Financial Statements. The retrospective preminms should have
beer 3291,3066,202 and 280,990 O8F for 2005 und 2004 respectively, instead af the reported
amounis of 3360378 907 and $309,21101.972,

Company Response:
The Company agrees with this finding. The Company has taken corrective action and began
reporting these correctly in i6s 2006 Anuual Statement.

d) Retirement Plan Disclosure

SSAP No. {4, Paragruph 15, requires Annna Statewnent disclasure of emplovees that participated
in a defined comtribution plan sponsored by the holding company. In Note 12, Notes to the
Financial Stetements, the Comprany faited to disclose oy a1k} Plan, a defined  contribution plun
sponsored by ity parent, The Recenee Group (TRG). The Jact that the Company has no legal
oblization for the parent spensored plan, the amount of the benefit expense incurred and the
alfocation methodology niitized v TRG should also be disclosed.

Under Note {20, Nores 1o the Financial Statements, the Company disclosed the henefit expenses

incurred for the Post Retirement Hewlth aned Life insurance Benefit Plans but failed 1o disclose, as
required by S5AP No. 89, Puragraph (5, the allocation methodology utilized by TRG und the fact
thart it has no legal ehligation for the TR(G sponsared pension plans.

Company Response:

The Company aprees with this finding. The disclosure for the Company s participation in the The
Regence Group (TRG) 401k plan was mistakenly excluded from the Annual Statement footnotes.
However, the disclosure of the plan and the Company’s expenscs were included in the Annuai
Audited Statulory Statements. Beginning in 2007, the Company will revise its filings to mclude
the appropriate disclosures in all documents.

The disclosure tor the Company s participation in the Postretirement Heabth Care and Lite
Insurance benelit plans did not inelude the expense alloeation methedology or a statement
reparding legal obligotions. Legal obligations were disclosed m the Annual Audited Statulory
Statemnent. Beginaing in 2007, the Company wil) revise s filings to include the appropriate
disclosures in all documents.

e) Security Lending Disclosure

Threnghout the five vear period under excmination, the Company id not disclose its security
lendling progrom pokicy under Note 17.5.42). Notes to the Financiol Statement



The Company hus muintained a securitv-lending program during the examination period The
program is structired so that the Company calls hack all loaned securities priov 1o the end of the
year. To provide a complete disclosurve. the Company is instructed to disclose its securinv lending
poficy the future NAIC Annual Statement filings in accordance with SSAP No. Y1, Parugruph
884

Company Response;

The Company agrees with this finding. It was our interpretation of SSAP #97_ thal since no
securities were on loan as of the end of the year, there was nothsng 1o report under the Notes o
Financial Statements No. [ 7.0(2). The Company agrees that in an effort (o provide a more
complete disclosure, beginning in 2007, we will note our participation in a Securities Lending
Program and further note that there were no securitics on loan as of the end of the year.

0 Reclassification of Premium Received in Advance

Advance premium deposits as vequived by administrarive service camtracts (ASC) for univsured
plans in the amount of 82,525,510 are incorrectly clussified in the 2005 NAIC Annual Statement
as “Amounts witkheld or retained for the account of others ™. The 2005 NAIC Instractions
excliudes fiahilities related i uninsured pluns from the occount as “Amounts withheld or rerained

Jor the accown of others ™. The correct clussification for the advance premivm deposits are
“Premiums received in advance

Company Response:
The Company agrees with this tinding. The Company has reported advance deposits on line &,
Premiums Received in Advaance, beginrung with the 2006 Annual Statement,

£) Commission Expenses Not Accrued

The Company Jid not acerve commission expenses ossociared with uncoflected  premivms and
agents” bulances in the conrse of colleetion. SSAP No. 54, Pavagraph 12, requires that the
amotnt of unpatd commissions, and H1e coxt of collection associated with due and unpaid
prenvsums, be carried as offvetting liabihitios of uncollected premium. It was determined the
amount weas nol malerial,

Company Response:

The Company agrees with this finding. Currently, the company does not have a systems process
that will allow it 1o report commissions payable relaied (o premioms receivable. However. the
company will review the recommendation and will work to formulate a process to more accurately
report these habilies beginmmng in 2007, in accordance with S5AP No. 54, paragraph 12,

h) Number of Shares Owned of Regence Life and Health Insurance Company (REHIC)

Ont Schedule 13 - Part 2 ~Seceion 2 (Commen Siock), the Company incarrectly reported the
number of shares of stock owned in RLHIC, a subsidiory. The Company has an 18% ovnership
interest in RLHIC which equates to 5,439 shares, not 4139 shares.

Company Respanse:
The Company agrees with this finding. The Company began reporting these correctly in its 2006
Annual Statement.

2. Statemeut of Actuarial Opinion

The 20815 Steerment of Actwarial Opnion (8AQ), prepered by its consulting actuary, failed to report the
experience rated refund labitine, The Compuny veported an experience rated refund lability in the
Underwrittng and bivestment Exhibit, Part | Column |, Line 4 of the 2005 NAIC Annual Statement in the
amaount of 826,736,208,



The Company iy instructed fo file (is 540 parsuant to RCW 48 43 097 and WAC 284-07.060(2)(a), which
require health care service contractors 1 file an SAQ and finoncial statemenr in accordance with the
APEP Manual and the NAIC Anaual Siatement Instirietions,

Company Response:
The Company agrees with this finding. An amended tiling ofthe SAQ was filed on December 20, 2006.

3. lntercompany Transactions and Agrecments

The following urcas were identified as deficient in the conrse of our examination and require amendments
to the PAA4 agreement pursuant fo RCW 48 31C.03): Specific methadology or basis used on how
intercompany expenditures, fiduciary responsibilitics, and npe of service arve allocared across Plans and
hetween Plans, TRG and ether ajfiliates.

An amended or rew agreement should address and correct the deficiencies noted abave w maintain

complivece with RCW 48 31 C. 05041 )¢d) which stares,

“The hooks, accounts and records of eacli purty to al! transactions must be so maintained as to
clearly and accurately disclose the nature emd details of the transactions, including such
ACCOURTNG Infirmation s is necessary (o support the reasonabivness of the charges or fees o
the respective parties ...

Company Response:
The Company disagrees with this finding, but 1t will execute a formal cost-sharing agreement as
recomnmended.

The cost sharing arrangement between The Regence Group and the Company has been handled
consistently with the cost sharing criteria in the Management and Administrative Services Agreement
between The Regence Group and Regence BlueShield of ldaho, Ine. Such eost sharing was pernuitted
under ftem B.6. tn the Plan and Agreement of Affiliatton between The Regence Group and the Company,
Nonetheless, Regence will exccute an agreement in 2007 between The Regenece Group and the Company
refterating and formalizing existing cost sharing critena.

4. Premium Tax Base

In computing its premium tax puyvaent, the Company has been vsing earned premiums instead of written
premiums, as its premium fax base during the five-vear examination period. In due course, written and
earned premiums will be the same. As a result, no examination adjustment is recommended given the fict
that the premiym tax differonces identifiod over the flve-vear examination peviod were mmaterial,

The Company is instructed to calcnlate all futere premium tives based on written premiums in accordunce
with RCS 48, 14.0200(2) and the premium tax returmn zstrtetions,

Compaay Response:
The Company agrees with this finding, Beginning with the 17 quarter 2006 {iling, premium taxes were
based on written premiums.

5. Investment Expense Allocation — Underwriting and Investment Exhibit

In Colvmn £ —Investment Expenses of the Underwriting and Imvestment Exhibin, Part 3-dnalyvyis of
Expenses, of the 2005 NAIC Annual Statement. the Company did mot aflocan: imvestment expenses incurred
wternally. Only externad investment expenses biffed by owtside parties woere reported in Column 4. The
isternad pvestment expenses were misclassified ay Gencral Administraovion Expenses in Column 3.



SSAP No. 70, Paragraph 9, states, “Any basis adopted to apportion expenses shalf be the one which would
vield the mest accurate yesults and may result from special studies of emplovee activities, salary ratios,
premium ratios ov similar analyses. " In adedition, SSAP No. 70 Paragraph 5 states that the allocation of
expenses for health insurers should be based on g method that vields the most acourate resulls,

The Company is instructed to allocate internal investment expenses info the proper categories in Coliamn 4
pursuwitt to RCS 48.43.097 which requires the filing of its financial statement in aceordavce with the
AP&P Muanual, and WAC 284-Q7-050¢2) which requives adherence to the NAIC Annual Statement
Instructions and the AP&FP Manuval

Company Response;

The Company agrees with this finding. Beginning in 2007, the Company will review and take the steps
necessary to collect and report intemal costs agsociated with snvestment activity in accordance with SSAP
No. 70.

6. Form B — Annual Registration Statement Disclosuare

The Compuny louned $1,820.000 to The Regence Graup (TRG} for the term of 20 years with interest
caompounded amually at the prime rate for stcndard commercial loans. However, the Company's 2005
Form B - Annual Registration Statement incorrectly states that the Company has no loans with affiliates.
The aforementioned loun showld have been fully disclosed in the registration statement.

In aceardomee with RCW 48 31 C.04¢ 2 i(i), the Company is instrycted to include current information on
any foans with affilivres in its Form B - dnnual Registration Statement,

Company Response:

The Company agrees with the finding. Beginning in 2007, the Company will ensure that all information
reported on the holding company annual registration staterment is complele, accurate and in compliance
with RCW 48.31C.040, of the Washington Code.

Conunents and Recommeundations

1. Incnrred-Paid Triangle Error

The paid claim amountx for one self-funded group was ervoneously included in the incwrred-paid loss
triangle data submitted tor the examination team.

It is recommended that the Company establish procedures o ensure thut claims for the self-funded groups
are not revorded, or reported, as claim expense b the Company's lass triangles.

Company Response:

The Company agrees wiily this finding. The Company will continue to monitor data quality and is taking
steps to mitigate the effects that clerical errors may have on our statutory reporting and filings. Examples
of current activities in progress include periodic group reporting analysis by funding type as well as
calibration of membership to the Company corporale census report. These actions help increase the level
of accuracy and ensurc groups and members are correctly assigned by line of business.

2. Safekeeping of Private Placements

The Company needs to improve it's procedheares ov controls for the safekeeping of private plucenient
securities. The following security cortificate was tost, or misplaced, and had 1o be replaced. Plans
Liability, Ins.Co - Stock certificate representing 1215 shares eriginally issued on December 1, 1994;
replaced on August 2, 2003,

It is recommended that the Compony Implement additional controls over private placement securities,
which are kept on-gite, w prevent stock cevtificates from being lost or misplaced.



Company Response:

The Company agrees wilh the finding. However, it should be noted that these certificates are nos-
nepotiable and that the corporale assets they represent were never ai risk from loss or theft. Subseguent to
this finding, measures were taken to cotnply with the recommendation and all private placement stock
certificates have been placed w a safety deposit hox at a Bank of America branch in Seattte.

3. 401 (k) Plan

Payroll data ransmitted to the Company s 401 (k) Plan frustee was incomplete, thus the non-discriminarion
test (NDT) performed by the Plan trustee was invalicd. The NIDT iy an imporeant test that a qualified
retivement plan must pass in order 1o quallfy for fivorable tay accounting treatment. Without a valid NDT,
the 404 (k) Plan is potentially ar risk of losing its quafificd stoms since plan non-compliance issues may not
be detected, and recrified, in a timely manner. The Company futer was able w identifyv the errovs and the
Flun s stalus wax not adversely affecred.

It is recommended thet the Company establish procedures and implement controls to ensure that afl fidure
informetion transmitred o the Plan trustee is acewrate and complete.

Company Response:

The Company agrees with this tinding. While the amounts were de minimis and the deferrals and
contributions were transmitted and posted on a umely basis, corrective measures have been implemented (o
ensure that year-end contributions and deferrals are identified and designated to the appropriate plan year.

Please feel free to contact me at (303) 226-5922 with any further questions or concerns that you have

regarding our responses.

Sincerely,

Karin Holsinger
Director, Financial Accounting Services



