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The oi’cqponﬂﬂu' reviewing the public henefit thatﬂluaﬁwnf
Systems Jntarnational (EST). mwﬁmxm
mwMBCC'twbﬁnbmnﬁtphﬂmdﬂwmpﬂ BCC/WellPaint/HST merger a1¢
con with BCC's sibiliGes under the Nonprofit Corporation Law and the
15’ respestive respengibilities under the Knox-Keeno Act.!

Duﬂn.i&dlrevxw. Department ig soeking to determins whether (1) the BCC directors
have inignod faith and in & mannar in which they balieve to be in the best intereats of
BCC wlﬂz such . Including reasonsbie inquiry, ax an ordinarily pradeat parson in a
wmummmmm(commmmm@
BCC/WellPoint/HSI transsction is fair and raeanoabls t9 BCC (Corporstions Code
Secrion SZ33(D((E)){ (LD prisr w suthorizing the transaction the BCC directors considerad
and in good fhith d Ined after feasonsble investigation undér the drenmstinsey that BCC
mﬁ@thm&mnamﬁmwmgmmmmmmwm
circumatances { Codo Sectien 5233(D2)DH) and (v) the proposed transsstion
1 consistent with the public orusts that BCC hus asmamad (Carporatioss Code Section S350).
mamﬂwisbe&gudummmcwmmﬁm ty praniad to the Commissioner of
Sections mﬂmd 1682} of the Corpomtigns Code.

Bﬁcm‘mﬁymmi of the aquity
» howevex,

tecent in WellPaint arl mmwsammmwm
in lsswxmbkmﬁncc In conniection with the proposed
BCC: mmMMwmmmwwﬂ MWMMM
with respect to the and reazonablansss to BCC of this aspect of propoisd wansaction
and belisves that a advaniageeus arranpement in this rogsrd dhould ba aveilabls to BCC
m:rmﬁhmonhwdnmm Purthesmors, the surrender of camtral

|
1
£

 This Jeter docs sot addres the Ksox-Esone At lasues that may ba alsed In
emaﬁ:lgnwwiﬁ menqmnmﬁmmammmmmmw
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thhuiwnmpuaﬂm 14 appear o ba & depariure from the pakla drusts aesmed by

¢ b Mnmme'm,Wtﬁmwmmymhmd%Sd
the vating power of Newod, BOC'y nght o alect directaes and exerolse ofher
gharehslder dghts should sefiect the approkimate S6% voding powsr that ks will held.
BOCs stazamdny that it is fair that it enly bave the tight to designate three of 12
members? 6f the Newco”s Board becuuse thase inadequate Board sights are an
improvement over the ovea mond inadequaie Board rights that BCC previeuly

enjoyed suzgests that no reasonable effoct was raade o protect BCC’s control
premiym or con interest in Newco,
@) The tarros of the Votlng Agreement and Bylaws relating to the elechion

of directors of ¢0 4o not appeay o ba fadr and reascaakle 1o BOC In Hght of i
controlling p position In Neweo. The Vollng Agresment fequites
BOC/Houndaiian (o voie its shares in faver of each person naminated by ths Neweo
Nominating mittes, The Naminating Commsities to be asiablizshed by Newno's
dylows will continue in exiglence enly until guch time a3 BCC/Foundation has reduced
its ownarship level o less than 5% of the voing power or e sxplration of seven
ymghlchewdg is earliery. Beciuse the Bylaws provide for a Nominsting

ines only so long as BCC/Foundation is in control, £ is apparent thas the
purpose of the committes is to deprive BCC/Foundation of itx shility to exerciss
mesningful oversight of the Newro board of voting power commensuaic with i
economic sale in the enterpriss.  The Bylaws further provide that Dr. Hasan snd Mr,
Schaetfer will be two of the inital thvee membars.? Geserally, Nominating
Commitieas shotdd consist entirely of nog-managencnt, nog-employes dixectors. The
proposat appears at oidds with aseepicd praciices of coaxparate governance and Ry be

| -
* hﬁgprwide &thwnmwmmmmmms
injtial proposal that Wewen would chooss the three BCC/Foundation directers from st

designres proposed by BOC/Foundation and & siatement. of the procadure that {s now
mnhdubbmb\vyﬂ;wlﬂa respect B the BOC/Foundaton nominess o Newso's Baasd.

3 The maximuph term oo the Nominating Commitice of seven yorrz ia mors then
rwice the progosed term: of disectore (throe. years). In addition, please indicats whether
purchazers of BOC/Roundatdon’s Neweo stook aee intended i be bound by the unfivorabls
vollng arranjumenis u{;&ﬂhinﬂw%ﬁag Agreernet.

|
|
L
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; Wﬁmﬂam&mﬁ:&uﬁ . wmw The Bylaws ead
md,mdhbammm-u Skt hees AFTRTANTS we
VWMMER\::«MWM Bt saleting e thean
- arrgngemenit. They sheuld be eliminated e modifiad s refiscs the
; Mmiwmmmmmmaunrdumxmm

of Califeenia.

)] e & asumber of oty propasd pribinng fn Newoe's Propased. charkr
. Mt?muuﬂﬂ‘rhhmhwdh

ownership| ntengt swio. These ndede Dagetad grobihidon

charsholdae adticn taken by writks consm, ”“Mg the rigie

. that BCC/Foundation wenld have under iy 30 cal) & sposiel mesting of
aod (o) e mpermyaity @ maove Dr, Hamn or Jir.
SchasiTer | mmmm Bam 0 panrs, to sisngs prowvisions
rulgting o mﬂramﬁm.::mmm
BCClhﬂ*l@Idamm BOexPeusdation's tseret.
oas 51 n X7 The poBticss takes by te BiveCrops Elnalhi-dd

S hu Mwmmmumuduum Ardole V, Sooton
9 of the propossd Articies 168 thar exoept a ia Ardcle V1, Section 20D6E)

Wﬁm i law. Under Smcom 25 2liat ;
e miximus snmber of anthorizad diracenss G
symabss. wcqmmuuwnmdm yedilons ander Celifoeia bW,
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[
AMLMMM;meof&amCmnmkmdﬁgmayw
adversely impart the in of the people of the Stae of Callfonin, BCC has not
damonsirated Mm mmmmwmmmmmm
maﬁuﬂ’mﬁ Fur%r, the proposed 2o do not appesr 10 be felr and reasorable W
BCC, 1 WL&’MM '

partieziiar concerns and Questions:

1) The Depaztment guestions whethar BCC was directly or indivectly the souzes of
in conditdons to the Assoclation*s appeoval of Newoo's use of the Mark, At is
wmber 9, 1994 meeting, e BCC Board desigrutad both of the following two

ns as "anchor points”; {8) the BCC/Foundation Boerd be compxised of 2
majority of members of the BOC Bourd and (b) the BCC/Foundation rexmain
independent of any governmental , otfier than the Atomney Genaral. Picase
\gl.fywheﬁm canditions were | sugpested by the Assoclation or by
BCC. BCC

vertal

Tessoaable s BOD, 1n adaidon, PCC shocl previds 8 chronalogiedl sumaasy of al
e ta BCC. In . RCC pravids & ical sunmmary

‘ prmitications between any Assoclation representative and any BCC

' : agling diseerly ar indirectly with the proposed monetkeation of BOC™s

Ted) maAMMWﬂyWMMMmem
in Neweo to 20% within theee years and 5% within fve years, For numy months,
BCL hay argued that, 1o maximize the long-term valus of any stock distributed as part
of BCL's public banafit plan, the organizticn holding that stack should be a
301 (e)(4) social welfare organization. The divesdiure requirements that the .
‘ hag tly insisted upon sre muzh Mmors onerous thaa the iestrictions
: mmeummHmduimmﬁmmﬁw?ml(em)hwm
sanization. Sincc companies Licensed by the Association have hisiorically
ar-profit, the t does not undarstend the rationale bekind the Assoclation’s
nent, BOF pas ary Such reticoals been provided. In view of the significant
thar this divestitare requirement could have on BCC/Foundazion, every
efort be made 2 have the Association ¢liminate of substmtiafly

|

s A}mdiﬁgba iy 17 memarandum from Marron, Reid & Shealiy, the Intesnal

& copcern that the premature disposition of Newco siack by

R p Service hag exp
3 ' weatwant 6f the Cohiverslon. Any
such insreased mx ik makss it more essential that the Axsoclstion-imposed divestinoe

requirerients be eliminated or substaatially relaxed.
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(3) BCC/Frundation ig sxpected 1o eater inin & Voting Truse wmiu
right in eontrol mare than 49.9% uf e Neweo vating power. The
mwwmammm:msefmmmmmwmmm
mmmwmmmmmmummmﬂmm

Muhw.
741 -m-  give the Astecistion 2 vets over mny acquisition of mors than $% of
Newso'i atock. This previsiea conld effastively impade Neweco'y siratagle

busingss plang uncderring BCC/Foundation's sbilicy to Heuidais 169 Newep stoek,
Accozdingly, this condition doet not appear © be frir and reassmishle  BOC, Every
reasorahle effoit thould be made to eliminats this extremaly unusnsl dagees of control
Wmmqﬁwwmwm:ﬁwmm

wmmm.&&mwwnmﬂymmhu-mdn
mﬂlioh&hi‘wﬁm. Sines the Azeociation’s principal asses is the poodwill associated with
ﬁhh wmmmwmmwmmsa

(4 snizrigs. BCC has proposed that the antity holding the
wu'p rganieed uasnl(o:)@)-ncul weiTare ceganization. if the Departmmant
uwmymmummummmmw\mtmm
mldmhwﬂmqubeuwmﬂwmcmhhnwtm

o be distributed in comnection with the BOC/WellPolay/ASI

w

16 de paid to SD1(c)(4) orpanizanion and increme the esasideanting daliverad to the

S0L(e)C3) foundation. In view of de LEmited role it the S01(cM4) ahoniid

| play io mesting BCC's public benefit responsibllities, the Depariment docs not bellave
ieiummpﬂntq for the 501(eX4) to receive 1P 1o $235 million in cash.

@ The S01(G)4) should commit to diswibuts &ll procesds it recelves Som any
monmization of Neweo's yock, other than a de mizdnis amcust of prooteds that RCC
can demonstrals the 301(c)(4) must hold b prescrve iis bax siaths, o the JOL(C)E3)
withds Ave of the reonipt of sush proceeds,

(3 The mi ansoal contributions to be mads by the SO1(c)(3) should be not loss
than 5% of the s asses held by the S01(c)(4) and the SOLEMD).

) mmﬂmmumsouc)m'am should be s=lacted purssant to the
somicating procedurs set forth below, and theresitar the 501(c)(3) should heve fie
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(3

| | .
’t slght 10 desigrnse not Lass than 3 majority of the membats of the SOL()(6%s Board.

| (5) The SOL(e)(4) should tie subject 10 the shine sestrictions an lobbying or oider
polities] antivities, conflicts of Interest and self-doaling transacdons (oiber than those
relating o ‘ monetization transastions) and e sume reporting obligations
imposad on 50!|(e)ﬁ) private foundations. _

dding Progess.  The Department is requesting the Sillowing additional
| |
(1) A copy of the Board minuweg for the meeting held ea or about March 26, 19935,
(Thesy UnULES not provided in response o the Dapavtment’s May 3, 1995
information request,) Ascording 10 the Preliminary Proxy Satement, Megsrs. Xoighi
and Bésson were sdded ws viting tembers of the Indepencient Committes at that
Board meating. | To te extent not fully reflacted 1n the minutes of the Marck 26
Board meeting, should provide an axplenatics of: (2) the rationals bebind the
Basrd’s desision 1 change the compodition of the Independent Cosnsities so Juts in
the process and (b) whar impact, if any, the decision 0 add Mesixs, Knight and
Betson Rad on the caurss of the Tndependent Comrmiltes’s delibegutions and
TeCOmmen
(2 The Departinent requests wyittea declamtions from sach member of the
Independent mitfee conceraing any information o deliberetive procesces that sach
such member shared with members of BCC's maragement, These declatations axe
Tequastad afier eongi M. Donnelly’s representation that, to the best of his
mmmﬁmamufwmmmﬂm.

) n&xn;m ef the Prellminasy Proxy Statamant, the Departnint noted thar
the WellPolat of Directors has conginded that the proposed tansmetion is fidr o
Roldecs oqu‘dﬂ'lm A Common Stock. The Depertinent balieves that the

WellPaint has &8 obligation o concluds whether the p tsnsaction is
fair 10 WellPolnt’s largest shareholder, BCC, and has yeq a writion statarriant of
the Weilleoint Board’s opinian in this regand. (3t would, however, ta appeopeinte far
Banrd aot v express an opioion with respect to the termis of Wie sais of

s eommarcial asely that is being vnderaian a» part of the propossd

amiadn . The new directors of the 301(e)(3) famdation should be seleated

THE Pre
by & nominating committss consising of four designees of the Deparnnent and two of the

xnmlrﬂ seven msmbers of the SOL(C)(3) foundation. “This nomingtng process shonld alss

|
|
|
‘i
i
1
|
L
!
o
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i

apply to the inidal members of apy S01(cH(#) social welfase arganization xad hould

Mnce &y quickly 2 possible, |
In that regard, pleass furnish updated cusriculum Vitzo for each of thess propossd members
agﬁsoue;wa Bonrd. BOCC xhould alsd provide information cobosrning any preexisting
ionghip between sxy of nominees to the Boaxd of the S01()0) e

miﬁa)a;d B;:t: £ ;_ ST or any proposed officer or dirsetor of Nowed, None of
the Department’s four o the neminadng commiune will have any

powexissheg
persotai ar other retationship with any Deparonent personnel, fncluding the Commissiener,

Miscellsnecup Maters. The Departinent has tha following additionsl comments of eoucams
that § wanted to hring to the anentiod of the BCC Board ar this time:

(1) The broad public benelit guidsiines i be followad by the J01(e)3) foundation
| and the SOL{E)(4) organizadon GFf any) should be disclosed prior to approval of te
public benefit and the propased BOC/WellPoint/FST merger.

‘ t intends ter hold ar least two additional pubHe heatings. Thes
%ﬁm lmﬂhﬁiﬂﬂ,ﬂrtb&ﬂ:ﬂmﬁv&msmmuﬁhﬁdym

The Deparbment has provioualy requcsied 2 summary of any golden parachuls or
E@«w&ammm@umwmmmw

mmmgmwuhasum of anty proposed or antisipated changes 1n the
commpénsation maw&%mmmmuummmm

the proposed tummstion. If sy such paymeets are being made of any snch changes

MWWWWW.WCMM*:W
of the 7easons that Ied o the BCC Hoand's conelusian that wich paymernts ar changes

e sppropriate, fair wad reasomblo (to the extent that fuch considerstions &m oot

| fully refiected in tha BCC Board minutes). BCC's Msy 17 mecponee indicaiad that the
| respones 10 this inquiry wes gubject 1o future davelopments. The Depaxtrent wiuld

Tl 1o Yostate requast,

The Department &umm@ﬁmmemoﬁumw.nk
nmmtmmm M%mmmmumm
The izeues rajsed can addvessed and resolved within a timeframe that will nat delny the
consummasion of the propossd BCCAValIPoint/HS] merges. While we do Bot intend (o o a
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mm mwmmcamm
Thomas A. I Esq. .
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Auguat |17, 1998

|
Gary §. Mendoza
Co sioner| of Corporaticns
State of California
Department of Corporations
3700 Wiishire Boulevard, Suite 800
Los Angeles, California 90010-3001

Dear Cc}:mnsé&oner M%ndoza‘:

f . H
Thia {5 to respond td your July 21, 1988 letter {the "July 21 Letter") to the Board of
Directors of BCC {the "BCC Board") and to follow up on the July 26, 1895 me

among BCC representatives and you and your stafl and advisors. This letier will reapond
to the specific'assertions and inguiries in the July 21 Letter and will slso summarize
BCC's compliance withi the concerns that have been ralsed by the Department of
Corporations {'OC" gver the past two years. :

e R BANIC PORITION J i .
It is esgential that the DOC clearly understand BCC's view that it has complied in all
material respects with|i{s obligations under the Knox-Keene Health Care Service Plan
Act 923975. as amended, and the regulations promulgated thereunder ("KEnox-Keene
Act) and California laws and regulations pertaining to nonprofit public penefit
carporations ("Public Beneflt Law"),! The proposed recapitalization and business
combination (collectively, the "Transactions") among BCC, WellPoint Health Networks
Inc. ("WellPoitit™} and Health Syatema International, Ine. ("HSI"), which are described in
detail in BCC's Notice of Matertal Modification dated May 12, 1895 (tha "Material
Modification”), reflect not orly full and complete adherence to the letter and gpirit of
the Knax-Keene Act and the Public Beneflt Law but are the product of unprecedented
regulatory and public review and scrutiny and full performance of fiduciary duties of
BCC's Board gnd the Independent Comumittee of BCC's Board (the "BCC Independent
Comunlitee”), after ethust.lve consideration of all possibie aiternative eourses.

BCC hsis devoied extensive resources and expended militons of dollars to address the
DOC's concerns, BCC has fully cooperated with the DOC despite the fact that ({) BCC's
current atructure and its role as a nonprofit public benefit corporation were expressly

! Trus létter responds io the issuce raioed undar the Public Benefit Law as set forth (n the July 31
Letter, The issues ralsed under the Knox-Keene Act, es nat in Ma. Anjta Ostroll's letier of August

7. 1988, will be addressed | | & separute letier,
|

1
b |
. ‘ H

i
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1963, whieh iricluded high level administration review; {il) the DOC has in effect gsought
to rescind its 1983 approval of the BCC restructuring and in the process~ae (mpose
dramatically new subglantive and procedural requirements that no nonproflt Ucensee
would have beén able to prediet: and (iii) the DOC hae applied an erroneous legal
srandard to the conduct of BCC, the BCC Indep “ndent Committae and the BCC Board.
BCC's efforts (n developing the Transactions have been implemented through a process
far morq rigorous than jany ever undertaken by a nonprofit public benefit eorporation,
have been passed upon by the largest array of experts ever assembled in a ransaction of
this type and Have beeri exhaustively documented. The resulting Transactions, having
been negotiated in an ppen. competitive marketplace, reflect phenomenal benefit to
Callforniians. |

|

For corivenience, the ;Tlowmg summarizes the operative facts relating to thia matter,
« | BCC filed a Public Benefit Plan with the DOC on September 15, 1894 (the

"Public Benefit Plan"). In the (ntervening eleven months, BCC has recetved no
comument lette&on that flling from the DOC.

apprcvg by tHe DOC following an exhaustive regulatory feview process in 1893 and

f {ta di{scussions with BCC, the DOC has introduced new,
prmgrnaly unknown requirezientis on nonprofit Knox-Keene Act licensess,
including minimum annual expenditure requirements. The DOC has also taken
the unprecedeFted positton that a private nonproflt entity such as BCC {s

¢ | In the course

somchow owned by the citizens of California and directly governed by the State
of California. BCC believes that these requirements, which are without legal
foundation, undermine the entire basis of the Public Beneflt Law.

: !

s | Despite the extensive documentation BCC has provided to the DOC, and despite
the many meetings and conferences we have had with tha DOC and itg adviscrs,
the July 21 Letter reflecis persiatent misunderstandings coneerning the nature

and structure of the Transactions and their faciual underpinnings. BCC

addreszes each of those misunderstandings in this latter.

» | Despite having no legal obligation {o do so. BCC will, upon consummation of the
Transactions, create multi-billion dolar foundaftens for the benefit of
Californians and will support a viable and successful managed care ¢
| employing thotisande of Californians and headquartered sclely in California.
BCC has takﬁf\ all steps required to complete the Transactions, including the
appropriate filings with the Internal Revenue Service {tha "IRS"), the
Securities | Exchange Cooumnission, federal antitrust regulators, various atate
insurance deps rizents. and the DOC,
* | A3 we have Ln}ormed you. if the Transactions are not promptly approved or if
the DOC insizts on material changes to the Transactions such that immediate
judicial review cannot be obtained to reverse such cmmé:a. the parties will. in
all likelihood, be unable to complete the Transactions. Every day of delay by
the DOC exposes the businesses of BCC, WellPoint and HEI to deterioration.

e

B
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of BCC as a nony

to augment its public benefit activities, bu
igmented activities wers, appropriately, left to the jud
has augmented those activities to embrace more than
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the.DOC a;g:roved the restructuring of BCC that resulted in the
C expresaly approved structure and operations
rofit.entity. The DOC's agprowl wus based on BCC's commitment
the types and amounts of such
ent of BCC's Board. BCC
105 million in public

benefit commitments in 1864 alone, and has rmaintained complete fidelity to the

terms of 'the DOC

's 1893 approval,
estions that BCC's efforts in augmenting

" it§ public beneflt activities were not sufficient, BCC filed the Public Benefit Plan.

The Public Benefit Plan provided for a complete separation of BCC's nonproiit and
charitable functions from {ts comumercial eperations. The nonprofit and charitabla

Inn & good faith re{punse to the DOC's su

o :erauorf!ls were 1o be transferred. for fair value, to WellPoint,

funetionsg were tj be coniributed to a new foundation while the commercial

Tﬂe Dod's May

. 1984 letter to the BCC Board urged that BCC "transfer not less

3 WellPoint holdings into a new . . . foundation . . ." The Board

an 40% of BCC|
s:bsequgnﬂy determined that all of BCC's WellPoint heldings would he contributad
to & new! foundation, and that the new foundation would be given the responsibility to

T

nonetize' those
DOC's reguest.

holdings over time. This decision clearly met and excesded the

hereafter, in conjunction with the Public Benefit Plan and over a period of many

monthe, BCC conducted extensive, arm's-length negotiations with WellPoint {n

order to develop

DOC's view that BCC should change its assst holdin

the creation of

plan of "monetization”. e moratization effort responded to

to emphaasize cash and
e BCC Independent Committee.

o refiected ng procedural {mperatives inipoged by the DOC that oulrninated in

Although BCC is not, and has never been under any legal obligation to sell any

sgets, BCC ag

of its
proceeded to addreas the DOC'S cotieems that it "monetize” ity

assets, principally its holdings in WellPoint. After several months of negotintions

B i
of or &

rain, BC

respanded to the D

ested that BCC consl(der reasonable alternativeg whieh could inelude the aale

bthcen BCC and WellPoint and multiple meetings with the DOC, the DOC
ortioni of BCC's holdl in WellPaint, in one or more transactions,

8 concerns, in spite of contrary judieial authority

that emanated from the converston of FHP Inc., and through its investment

4 4 broad market assessment and s of parties that ht

bankers conduct urvey
Iﬁe been intere ite:t,‘. in acquiring BCC's assets, ineluding its holdings in We nt.
fter carefully cohnidering avallable ajternatives resulting from the market

agsesament proc
e DOC, BCC a

88, and while continuing to meet new and additional requests of
d to enter into the Transactions as fully described in the

Material Modiflcation and the dralt Proxy Statement/Prospectug previously flled
with the DOC onja confidential basis (the "Proxy Statement”), The Tranasctions
contemplate thati{l) BCC will transfer all or substantially al! of its non-commaercial
aTeu tg Weatem Health Partnerships ("Western Partnershipa’] and The Weatem

1
\

|
|
i
;
[
!
!
|

!
|
]
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FcLundation for liealth Improvemeant ("Western Foundation" and together with
:’mﬁ;}em Partnerahips, the "Foundationa”), both of which are nonprofit
b

i

foundations. (i) BCC wili recrganize and either be converted to a far-profit
usiriess corporation or become a nonprofit public beneflt corporation without
iembers (option based on anticipated tax ruling). (i) a recapitalization will oeccur
under which WellPoint will acquire BCC's commercial operations for up to $238
million ahd will pay a dividend in the approximate amount of 1.2 billlon te BCC
(atid BCC will donate ita portion of the dividend to the Western Fouadatton) and to
WellPoint's public shareholders, and {iv) WellPoint will combine with HSI. The
ultimate parent ?mpany of the WellPoint subsidiaries and HSI, which company

will have its atock traded on the New York Stock Exchange, is referred to in this
letter as:"Newca'"
Upon consummation of the Transactions, the Foundations will hold epproximately
$3 billion in assets. Including substantial holdings of Neweo stock. ough great
efﬁrt and diffieuity in the negotiating process and through coordination with
muitiple tax and other advisors, the Transactions were siructured so as to avold
BCC paying any unnecessary and inappropriate taxes, thereby increasing the funds
a\faﬂablei for public benefit purposes. This i3 an absolutely remarkable result, one
that all can take thelr share of credit in having accomplished.

i !

1, TELE: s/t = - ETIEE

Tiéxe fqno‘iwing rca&bbnds to specific {nquiries set forth in the July 21 Leiter.

FPPROPRIATR BTATUTORY STANDARD

he second paragraph of the July 21 Letter cites a number of sections of the
alifornia Corporations Code (the “"Code”), apparently reflecting the DOC's view
hat the referenced sectiona are applicable t6 BCC and the Transactions. Of
critical limportance is the statement that the DOC ia . . .seeking to determine
\:‘Txemer L . . prior to authorizing the trangaction the BCC directors considered and
in| good falth determined after remsonable investigation under the eircumstances

lat BCC could not have obtained a more advantageous arrangerment with

asonable effort under the circumatances. . " pursuant to Section
5233(d)2)(D}({) of the Code. That Section is not appilcable to the Transactions.
Seéction 5233 applies only to ". . , transactions to which [a nonprofit public beneflt)
corporation is a party and in which one or more of its directors has a material

ancial interest, , . BCC categorically disa%;eeu with the proposition ghat any of
ite directors has a material financial interest in the Transactions. The DOC has
ngver articuiated any legal or factual basis for the applicability of the standard of
Sectlon 5233(d)(2)(D)) of the Code and BCC objects to being held to a standard
t has no bem{ng on the Tranaactions as a matter of law.,

BCC in aiso deeply disturbed by the DOC's suggestion that the Transactions are not
fair or reasonables to BCC or that a more advantegeous arrangement should be
available. A thorpugh market assessment process was conducted on behalf of BCC
by a highly respected Investment banking Srm. Six major invesitmernt ban

fifma, including %.ne invegtment banking e chosen by and engaged on behall of

ie DOC, have rendered fairness opinions conciuding that the actiona are

L |

; | :
R o e DRV R e ey e A o e R St e b e .
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f% from a financial point of view, It appeara to'us that in the July 21 Letter the
DOC is esaentially suggesting that the opinions of all those qualified experts have
missed the mark, that an unspecified wrong has been perpetrated, and that an
unispecifizd remedy to this perceived wrong should be undertaken, These
suggeations could only be based on the subsatitution of a re tory egency's
personal preferences as oppesed to findings and decisions based on the facts and
trie overwheiming weight of expert optnion.

| .

Tht July 21 Letter refers to an alleged uncompensated loss of BCC's control

remium and (dentifles the rules of the Blue Crozs Blue Shield Azsociation
“HCBSA") and certain terms of the Transactions regarding voting arrangements as
specific concerna of the DOC. The Transactiotis resulted from an arm's-length,
broad market assessment process which involved the consideration of 33 or
financtal, health and insurance companiea throughout the United States whic
might conceivably be infereated in a transaction end which resulted in inguiries
ide to 13 Epartl 8. The BCC Independent Committee received pre
indicadon o inteqeat letters from four parties and each of the four conducted due
diligence on BCC and WellPoint,. The BCC Independent Committee ultimately
regeived revised proposals from three parties. Given that each of the parties to
the Transactions, and their respective financial advisors, as well as (we believe)
Bear, Stearns & Co., Ine., the DOC's financial advisor, concluded that no other
alternanves were superior, it once again defies logic to suggest that BCC ahould
sornenow have held out for greater value than any avallable transaction would
afford. It'should be noted, in particular, that one of the proposals that was
considerefl, and which would Rave {nvolved a change tn control in favor of &
ancial buyer, was not deemed to be demonstrably superior by the BCC Board to
other {ransacitons considered, ]

As|we indicate bele in: & more detailed discussion of the BCBSA rules, BCC
currently has the benefit of the Blue Cross name and mark ("Blue Croas Mark"),
bl as a consequence is encumbered with the restrictions a.dg?ted by the BCBS8A,
the owner of the Blue Croas Mark. I there were to be & sale of BCC there would be
chaiegs, The buyer sither must quaug and comply with the BCBSA rules or
BCC must relinquish the t to use the Blue Cross k. We believe that the
Ket agasessment process valldated BCC's belief that BCC is far more valuable
with the Blue Cross Mark, and attendant restrictions, than without it, We also
belleve ﬂ:‘at the market assessmernt process nas egtablished that & more
advantageous arrangement than the actions is not available.

The July 21 Letter focusea on certain requirements associated with the use of the

Blue Croes Mark and implies that such requiramments place an undue burden on

the Foundations. The July 21 Letter, howevey, ignores the offsetting benefits that

were chtained (n éxchange for the use of the Blue Cross Marik. The p

beneflt is approximately $3.0 bllllon of valuie ton the Foundations. This value in
tained, in aubstantial part. by kegﬂng the Blye Cross Mark and acoepting

BCEBSA restrictions, The value is also supported by combining W t ang

I to sfgengthen their respective businessey. To accomplish this, however,

there had to be accommedation to the positions of the othier parties to the
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anaactions as o, among other things, ongoing representation on the Board of
Dl*trectord of Newgo (the "Newco Board").

e

u have stated that restrictions on voting, including the 48.8% voting trust
restriction, and the 20% and 5% reatrictons that apply over time to the
Foundations and apply imrediately to potential purchaaers, constitute a
disposition of control without appropriate compensation. This characterization Is
orrect. No disposition of rights occurred as & result of the Transactions, The
rights and the reatrictiona will continue to exist 8o long as Newco neesda a license
to use the Blue (ross Mark. Because these condiilons pre-exist the Transactions,
they were not created as a consequence of the Transactions. In addition, the
ket assessment process did take into neeount transactions both with and
{thout these conditions. Potential bidders were told that the restrictions could
be avolded if they did not need the Blue Cross Mark. No hidder wag interested in
pw.rrsuln a trans%cuon without the Blue Cross Mark, :

HSoARD COMPORITION

Paragraph numbered (1) at page 2 of the July 21 Leatter refers to BCC's right to
designate a certain number of directors to the Newco Board and states, in part,
thiat the . . . Board rights are an improvement over the even more inadequate
Board rights that BCC previously enjoyed . . ." The January 7, 1888 Undertakings
{the "Undertakings") entered into with the DOC by BCC and WellPeint at the time
the DOC approvert BCC's restructuring reflect thie DOC mandated rgguirement that
the composition of the BCC Board and the WellPoint Board be completely separate.
118 separatencas was intended by the DOC to ensure a clear dellneation be Tt
3d understanding of the different duties applicable to directors of non%ruﬂt and
for-profit entities, The Undertakings reflect’tiic DOC requirement that BCC
repregentation on the WellPoint Board be limited to one director, the Chisf
cuiive Officer of BCC., BCC notes that this point amounts to the DOC criticizing

. BCC's cotnplianc# with a DOC order.

It is critical to nczlte that the composition of the Newco Board was the subjeet of
exhaustive and contentious negotiations. BCC, with 87% of the vote, has selected
gll WellPoint directers. Seen from HSl's perapective, these are all BCC naminees.
e BCC Independent Committee carcflully reviewed the compositon of the
Newco Beard am; its imagct on protectmg the value of the Foundations' intereat in
Newco stock. In evaluating the reasonsbieness of the terms of the Transactions
relating to governance, it considered both the nature of these negotiations and the
fact that eight of [the ten directors who would not be BCC designees would have 1o
be independent. | The BCC Indepandent Commiittee foit it was critical that the
Newco Board be made up of men and women who have the depth of erience to

d%rect a company of Neweo's stature and derived conalderable comfort from the

dependent director requirements. There 18 nothing in the arrangement under
which BCC designates three directors that in any way suggests, as the July 21
Letter hag, that "L . . no reasonable effort was made to protect BCC's control
premium or confrojling interest in Newco.", :

. AG 18’95 10:04AM LELLROINT LEGAL DEPT 5.7
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kground concerning a proposal that Newco would chicose the three

E"aghzt.re;%t% 2 o1 pg%: 2 of the July 21 Latter requests that BCC provide the DOC with
ne

BAC directors frox

aix designees proposed by BCC. BCC.notifled the, DOC several

montha ago that such propossl was incorrect. I take complete responsibility for
all wingab:at to appear in the May 17, 1805 letter that [ wrote to Mz. Thompaon

in [connection with a document request. A copy of the explanatory letter, dated
June 7, is attached. Newco will have no right to choose BCC's nominees.

i

4 | tricte 2 on page 2 of the July 21 Letter further requests thiat BCC describe the

procedure that is

the Newco Board, The director members of the BCC Nominating Commit

‘now proposed to be followed with respect to BCC's designees to

e have

t as an Ad Ho¢ Nominating Committee. They have presanted nominees to the

of the Nominatin

Committée will b

full BCC Board, %mch selected three Newco directors.

, graph numbérad (2} at page 2 of the July 21 Létter further states, in part,
t. " .iDr Haa:-j{m and Mr, Schaeffer will be two of the initial three members . . .°

Corunittee. This statement is incorrect. The Nominating
comprised of independent directors only (s¢e Article IV,

Séetton 2 of the Newco Bylaws and page 89 of the Proxy Staiement). Based upon
the response st forth above, we trust that footnote number 4 requires noe
copament. We da not believe the Nominating Cormnmittees process I8 at odda with

arrangerments oft;
reason td believe

-as/it has {n stmiiar s{tuations (n the past.

terms of Newco's

n implemented in eomﬁiex mergers,

In addition, we have every
that the New York Stoc

Exchange will act to list Newco'n stock,

Paragmph numbered (2) at page 2 of the July 21 Letter references the proposed
terms of the Voting Agreement amon

the parties {0 the Transactions ang the
Bylaws relating to the election of directors, and states that such

terms donot appear to be fair and reasonable to BCC in light of ita controlling

lo\;?g&sid intera
e gatnin
cer ty as to th
Transactions will
- treatment {throug
reason of the votf

¢t in Newco. Those provisions go to the very heaart of the arm's-
underlying the Transactions. e voting arrangements e
governance of Newco and falrly reflect the fact that () the

enable Newco to accees favorable pooling of interests accounting

h a reduction of thie Foundations' voting Interest (o 48%

ng trust arrangement called for by the %'ansacunm) and (i) the

Transactions mugt embrace a structure which will not jeopardize access to the

valuable Blue Cra

or! e:&ly rgdutctiort
e Nominating

purchasers of Net

88 Mark heid by BCC {which will be protected only the
in voting interests and concomitant righta to elect directors).
Committee and voting arrangements do not bind other

oo stock but they do commit the partdes to the Transactions to

a board controlled by independent directors, an outcome the parties consider

essential 'to a suc

cesaful public company.

AWITER DOCUMENTS

aph numb&red (3) at page 3 of the July 21 Letter refers to prohibitions

Bi
agznﬁt shareholder action by written conaent, rights to call apecial meetings of

shareholders and

certain super-majority voting requirements,

IR gk
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With respect to «.Lc rights of shareholders to call special meetings, BCC (s aware
tﬂ‘at under Seetn?n 600{d} of the Code, holders of shares of not lesa than 10% of
the votes entitled to be cast at the meeting may call a special meeting, BCC will
seek to amend the proposed charter documents of Neweo to reflect this
reguirement. BCC will also seek to amend the proposed charter documents to
conform to Seciion 212(a) of the Code, which requires that the maximum number
of authorized diréctors be no more than twice the minimum number minus gne.

e provision prohibiting, by agreement of the parties to the Voting Agreement,
ehareholder action by written consent, along with the two year only super-majority
requiresnents for rernoval of Mr. Schaeffer and Dr. Hasan, are essential to pregerve
the benefit of the agreements reached on voting and will assure an appropriate
degree o}‘ certainty in matters of governance and senior management.

ECRSS
TrEe dulgi 21 Letter comments extenslvely on the requirements of the BCBSA. As
we mentioned at our July 26 meeting, we are puzzied by vour poaition. As we have

e?amed several times, the BCBSA, and not BCC, owns the rights to the Blue

Croas Mark. It ig extremely important to BCC and to the other Blue Cross and Blue
Shield organizations throughout the country that the Blue Croas and Blue Shield
n?.mzs and marks be protected. It s abundantly ¢lear that BCC's exclusive rights
to the Blue Croag Mark in Caltlornia have great value. which is reflected tn the
terms of the Transactions. That value, however, comes with signillcant

amangeruenta in regard were not available to BCC with reascnable effort . . ."
We categorically disagree, As we have repestedly advised the DOC, in June, 1984
the BCBBA adopted narrowly defined rules permitting for-profit licensees, for the
first time, to use its names and marks provided that the for-profit licengees
agreed to abide by such rules, These rules were adopted by the BCESA before BCC
developed the Public Benefit Plan or even comimenced the process

ulrnina § in th Transactions. The BCBSA rules are not BCC'a rules, thay ave

16 BCBSA's rules, After decades of dlondn&anly nonprofit licéngees to use ita
ames and marks, the BCBSA promulgated these rules to address issues raiged by
its 88 member plans. and not te accomumodate BCC,

Btcause of the value and uniqueness of BCC'e exclugive right to use the Blue Cross
Mark in California. the Transactions had to be specifically tAllored to meet the
lmitations of the BCBSA. It took & aignificant amount of negotiating sidll and
diplomacy to secure the agreement of the BCBSA, and the vote of its member

p . to waiva certain of {ts rules to parmit BCC to fulllll its public benefit
ohligationsg and allow the Transactions to go forward. BCC cannot alter the fact
that the Blue Cross Mark is only available through compliance with the BCESA's
ea. |

|
Paragraph numbered (1) at padge 4 of the July 21 Letter questions whether BCC
wag the oggurce of certain conditions to the BOQBSA'a approval of Newco's usa of the
Blue Cross Mark. As we have advised the DOC before and will repeat again, the

|
| A

ﬁumuom, |
: 1‘ \
e July' 2l Lettjr asserts that "BCC has not demonastrated that more favorable
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CBS8A rules were promulgated long before BCC decided to go forward with the
nsactions. The enchor points that the Board of the Section 501 (e)(e)

foundation be comprised of a majority of former members of the BGL Board and

t the Foundations remain indepesident of any govemmental Aauthority other
the Attorney General were adopted by the BCBSA. They were initially

suggeated by the BCBSA and reflect the BCBSA'a concerns that ita members be
rivate, govemig. Assuring continuity in leensee governance and b

control hy "speclal intereats.” in Tg:rﬁcula.r govertiment agencies, have long been

cornerstones of BCBSA policy, t policy has simply been reiterated by the
JICBSA in the tefms of its approval.

%pondmg to the DOC's request for supporting documentation, BCC has su&:\med

¢ DOC with cqples of all of the correspondence between BCC and the BCB
relating to this matter. A chronological summary of all verbal communications
berween any BCBSA representative and any BCC representative is impossible to
provide, given the extensive ongoing iriteraction between all levels of the two

the BCEBA's direct responses to the DOC, provide a clear understanding of what
occurred in the course of BCC securing the BCBSA's approval of the Transactions
and the'related Waiver of its rules. There is no more.

Ee DO furthar questions the BCBSA's rationale for a voting trust arrangsment

-:?Ezan tons. Thea correspondence BCC has provided to the DOC, tugfther with

that reduces the voting control of Western Partnershipe. The logic is simple. The
CBSA bwns the rights to use the Blus Cross Matk., The BCBSA has determined

that a "Blue Plan" should not be contralled hy a single special interagt, BCC s not

mpos,iuon w suggeat nor will the BCBSA agree that the BCESA subatantally

x-i & 1t!s long-standing and founding principies. :

Pa:agai:h numbered (4) at page 5 of the July 21 Letter asserts that the BCBSA has

a,J"ve over any acquisition of more than 8% of Newco's votlng stock . . ." The

HCBSA has no such veto. It simply haa the right to terminate the license

) , e Blue Crose Mark if that threshold of voting power {8 axceeded.

[he July 21 Letter also asserts that the BCBSA rulea are not falr and reasonable

and that "Through its actions, the Association be significantly urde

he tnterests of 32 millon Callfornians. . " It is difficult to imagime how the added

. value of the Blue Cross Mark to Newco, and therefore to the Foundations, could

Eh sibly be undermining the interests of 32 million Californians, BCC belleves that
he market assessment process confirms that those interests are, in fact,
advanced by the availability of the Blue Crose Mark, The BCBSA rules are third
party rules whose content is not within BCC'a control. Therefore, we are at a loss
to address the suggesation that they ure not Air aid resaoiible and skhould
somehow be changed, The DOC 18 apparently suggesting that BCC either breach
the rules or compel them to be changed. BCC will not do the former and cannot
ccomiplish the
896 letter from the BCBSA to the DOC,

% tter, All of these matters have aleo been addressed in a July 27,
‘T:I state§ it simply, the Transactions are ag good as they can get under the BCBSA
rules. -
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ﬁ ou know, BCC has been deeply troubled by paragraph numbered {2) at 4
f the July 21 Letter. which erronecusly atates tgat tfe %CB&% has im oaag :ge
fvestiture rqu.x ement on Western Partniershipa. As ia expreasly refllected (n the
aterial Modification (see page B), there {8 no diveatiture requirement. Western
artnierships la merely required to reduee its voting interest over a stipulated
period, This be accomplished through a aale of shares or through depoaiting
ares in a voting trust. 1t is in Western Partnerships' sole discretion whether to
sell such shares or place the shares in 8 voting trust. The voting trust
rrangeinent préserves the economic benefit of awnerahip and merely calla for
hares deposited in the voting trust to be voted (n conformity with the votes of
ewco's: public stockholders. The voting interest reduction is phased in to allow
estern Partnerahips an appropriate fperiod of time to meet the BCBSA
requirement ma{ no more than 5% of the voung power of any licensee reside with

any particular entity.

cotnote number 8 on page 4 of the July 21 Letter states that, “, . . the premature
{sposition of the Newco stock by the foundation could have an adverse effect on
he tax treatment of the Conversion." That is correct. However, the voting trust
ngement described above accommodates the requirements of the BCE
thout| endangering the tax treatment of the Transgactions.

In response to our concern about the impact the comments in the July 21 Letter
may have upon BCC securing the favorable tax trsatment that will beneflt

alifornlans, the DOC has provided us with g letter of correction which we have
forwarded to the IRS. We appraciate the correctional letter,

FOUNDATION A8 A SECTIOR B &) URGANIEATION

m.ing to paragraphs numbered (1) and (2} at png: B of the July 21 Letter. BCC
elieves that it has amg? demonstrated the desirability, and in tact the necessity,
3:1'13“&3 a Section 501(c}(4) organization serve as the entity holding Neweg stock
t

after consummation of the Tranaactions. It is eritical that the or Hon holding
e Newco stock be a tax-exempt Secilon 501(c){4) organization in order for the
oundations' mgnetization and otlier gbjectives to be met. The IRS has
raquirements respecting the erganization and osperation of Seetionn 801i(c)(4)
rganizations. A tax exemption under Section 501(ci(4) for the Western
arinerships has been requeated from the IRS,

As we have indicated to the DOC over the past year, the BCC Board bellaves that
e Section 501[c}{4) entity should be organized and operated in 4 manner that
does not involve inappropriate lobbying or political activities and ensures that
i formaq‘ﬂon regarding Its activitiea i8 publiely available, that its aasets are
orumitted entirgly to public beneiit aotivities and that conflicts of interest and
eif-dealing transactions are avoided. BCC haa provided the DOC with subatantial
information on theae subjects, lneludln¥ conflict of interest standards for adoption
y both the Section 501(c}{4) organgzation and the Section 501{¢)(3) organization.
qzare 1& these subjects will be addressed jn the governing documents of both
r, ons,
| .
|

H

i
:

i
i
1
i
e

| e R N A Wi e b T (G R TE T e L s : ey

i 1- 3-86 ;11:03AM i34th TELECOPY CENTER+ .. 4154310308:%18



| SENT 8Y:

. ¥ v 1- §3-86 i1§:{l¢AM 134th TELECOPY ”C}ENTER*E . 4154310808820

b T N — L | N

RUG 18 ‘95 10:Q7AM WELLPOINT LEGAL DEPT P.12

e e e T s = o . R

i

n further response to paragraphs numbered (1} and (2). it 18 possible that some
reallocation of the cash between the Section 501(c)(8) and the Sg¢etion BO1(c)(4)
foundations can be diacussed. However, it {8 a necessary precondition for such
discusaions to be meaningful and that ail participants have a therough knowledge
Qfetme pertinent law and regulations concerning Section 501(c)(4) foundetions, as
a

by the IRS,

ually applied

|
H
H

/ith Tegpect 1o paragraph numbered (3] at page B of the July 21 Letter, we do not
agree that the muwn annual contribution to be made by the Seetion 501(c)(3)
gundation should be art least 5% of the aggregate assets held by the Foundations.

e DOC has no|basis for making this assertion. As you Know, a subatantial
proportion of the assets of the Section 501(c)(4) foundation will be comprised of
non-dividend paying stock. To satisfy the DOC derhand of a 5% annual contribution
of the total asae%s of both Foundations would reguire expenditure of pringipal,

thereby diminishing the value of one of the Foundations for future generations.
There is no basis in law or regulation for such a demand. Moreover, the demand
coniradicts the basic principle that the DOC ia to act to review and approve
matters within its jurisdiction. not to substitute its judgment for that of the
m{onprodt corporation directors chaerged with carrying out public beneflt
¢bligations. To the contrary, the only requirement for a Sectton 501 c)(3)
organization that is a private foundation s that it make distributions of not leas
that 5% of ite aasets., Moreover, distributions take various forms, not only

ntribquons.

4s Was kliscusscf at our July 28 meeting, a Section 501(c)(4) organization was not
CC's preference as a foundation corporate vehicle, The use of Seetion

01{c)(4) entity was necessitated in order t¢ make the Transactions a reality, We
puggested at the meeting that the charitable activitles of the Section 501(ej(4)
éntity should be congidered in any determination of the level of charitable
ontribytions or|activities of the Foundations. Unless I am mistaken, the DOC
=sjected; that proposal. We suggest that the DOC ia incorrect in rejecting the ides
nat the charitable activities of the Section 501(c)(4) foundation are not _
appropriately "epunted” in determining the level of charitable activitles of thie
tombined Foundations.

?posmg a requirement that may impair the lotigevity of the Foundations in order.

[ wlion 3 2

to satisfy a requirement that appears in no statute, in no judicial decision and i
rio regufation. byt could at most constitute an 'underground’ regulation, would be
illegal am well as| destructive of the Foundations. We are unable to underatand the
qurpese‘ of the DOC's apparent view on this subject.

i i

i

FI'am ph numbered (4) at page 5 of the July 21 Letter sets forth the DOC's
directive that it in essence dealgnate the Boards of Directors of both Foundations.

e Delieve that in the July 26 meeting, and in further materials we have provided
the DOC, we have allayed the DOC's concerns by presenting a complete
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‘ § i .
éJ;acripﬂﬁen of the professionsl, hande-ofl appreach to the nomination process as
set forth 'in the Material Modifleation. '

: reguem:ed. BCC has provided the DOC with (I) the Request for Proposals which
BCC distributed in order to seleet an executive search firm, (i) the proposal
submitted by Ward Howell and ite consortium. and (i1} a progress report by the
executive search firm and the consortium to indicate what has beent accomnplished
and how!it is being accomplishied. Based on the conversations at the July 2
meeting and after review of the docuinents we have provided, we are confident
that the DOC wil] agree that the nomination process for the Foundsations' Boards
sérves the public/interest and the interesta of the DOC, the Wilson Adiinistration
and the Foundations,

As memarialized in the Material Modificaton, BCC has agreed to present a slate of
twenty-four possible candidates to the DOC for comment prior to final
nominations. h

‘ 1

PROCESS

m%,pact. if any. of|adding Messrs, Knight and Besson to the BCC Independent

Comunittee on March 26, 1995. BCC's records indicate the draft minutes were
forwarded to the DOC as part of the documents provided to the DOC on May 17,
1988.

Mkasm. Besson and Knight were added to the BCC Independent Committee on
Mjmh 28, 1008, at a time when the BCC Board helieved that the Transactions had

of the March 26. 1988 BCC Board meeting and an explanation of the reagons and

been completely documented and were only awalting signature, As it turned our,
it [took an additional five days to complete the documentation. The principal
regson for the addition was to combine in one committee the persons

4154310806421

Pﬁmgaph numb#red (1) at page 8 to July 21 Letter requests copies of the minutes

repregenting the
e person in ¢

person in charge

cgmplete the

monetization process {the four original Committee members),
rPe of corporate governance matters (Mr, Knight) and the

of public benefit programs (Mr. Besgon]. It was falt that fo
sactions it would be better to have all three work together and

t joint comumittee participation would improve commuunications.

The addition of two riew members on March 26 did not have any impact on the
course of the BCC Independent Committee's deliberations. Mr. Knight had becn
an ex qfficic member of the BCC Independent Cornmittee from ite {ncepton and
}u;?d participated in most of the BCC Indepenident Committee's deliberations in

at capacity. While Mr. Besson had not been involved in the BCC Independent
Committee deliberations, he had been thoroughly briefed ee a2 member of the BCC
Bbard. aAll BCC Independent Comenittee deciglons approving the Transactions or
rejecting alternative transactions were unanimous both before and after the
additien’ of two new members to the BCC Independent Comunittee.

from the March 26. 1985 minutes provided to the DOC, the BCC

ons froin executton of definitive agreements to closing. Please note that

1

will be noted
Igdepm ent Committee was directed by the BCC Board to monitor the
; L~

?T@]H z%ez.‘..:.-. [ aail
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th(a] BCC Board further resglved that upon the exectution of definitive agreements.
Leonard D. Schaeffer would no longer be recused [rom any aspect of the closing of
the Transactions. He was directed by the BCC Board to piay an apprppriate role as
crrﬁef Exegutive Officer in the procesa of closing the Transacilons,

With respéct to paragraph numbered (2) at page 6 of the July 21 Letter, which
requests that each membey of the BCC Independent Cammittee cprmde & written
declaration covering any information the member shared with BCC ernent.
wei question the appropriateness of the DOC's request. There is nothing tlegal or
improper in a member of the BCC Independent Communittee or any other
cotunittee of the Board discussing its activities with BCC r‘nana&sment. The BCC
Independent Committee was obliged to be independent of WellPoint manageraent,
not of BCC management. in negotiating a transaction with WellPeint. To suggeat
that the sale of BCC's asaets 1o WellPaint for up to 8235 million is the result of

flawed or ﬂnapprojnate behavior of the BCC Independent Comumittes defiea logie.

As you well know, the appropriateneszs of the Transactions has been passed upon
bg ix leading investment banking firms, Including the investment banking firm
¢ cfsen byland engaged on behalf of the DOC.

Every aspect of the Tranaactions was conducted properly. The BCC Independent
Ca ttee membera have no need to defend themselves againet suggested or
implied accusations. The resulte they have obtained are unprecedented. If there
are apecilic accusations the DOC wishes to bring, please state them. Nonetheleas,
to avold any further suggeations by the DOC that the BCC Independent Commiittes
acted unproperly, we have enclosed the requested declarations of the members of
the‘ BCC independent Comnittee. ,

Par phit numbered (3) at page 6 of the July 21 Latter provides, in part. that the
DOC ™ . .believes that the WellPoint Board has an obligation to conclude whather
tha proposed transaction ia fair to WellPoint's largest shareholder, BCC. , ." We
strongly disagree ?\nth this assertion.

J
BCC agreed in the Transactions to be represented by ita own legal counsel and ita

own invesiment b ng firm, which provided BCC with a fairness opinien
rﬁ ‘the tione. BCC was g moving force in the Transactions. It
| bat
I's

sp! d.ﬁgﬁly undertook to look after its own interests. Accordingly, the esrnents
oy
its

the| Transactions provide that WellPoint will use ita best efforts to
\ ancial advisars to provide a faimess opinion with regard to the
stockholders of WellPoint other then BCC. Knowing that the Transactions would
invoive elements requiring arm's-length negotiations with WellFoint, BCC relfed
on|its own independent financial advisors to assist in the Transactions and provide
it with a dependable fauness opirion. BCC speeifically stipulated that WellPolnt

would not determine the falmess of the Transactions to BCC {see page 28 of the
Ag-'faemem and Plan of Reorganization).

Further, as noted rbwe. an integral portion of the Transactions invoivea the

acquisition by WellPoint of certain commerecial assets of BCC which the DOC
refarred to in the July 21 Letter (the "Asset Acguisition”), The terms of the Asset
Acquisition were arrived at through arm's-length negotiations between WellPoint

1
|

!
. . !
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ai‘ d Bcdl. making it tmpracticable for Welchi;it- to determine that the
ransactions, as g whole, are fair to BCC.

B

‘ -
In regard to the hrst fuu'%aragraph of page 7 of the July 21 Letter, we will be
i gpy t provigﬁbbmgrap ical information for directors of the Section 601(c){4)
entity. As we explained, there will be no overlapping direciors. No Foundation
d recto:;{'wﬂl serve on the Neweo Board, and no Section 501(c){4) director will
8§

Brve o the Sedtion 501{c)(3) board and vice versa.

e are puzzled By paragraph numbered (1) at page 7 of the July 21 Letter. BCC
iled the Public Benefit Plan with the DOC on September 15, 18994 and has
-soeived Ti0 comuments on its terms. in particularits important pro a, from
he DOC, except! for the minimal comuments 1n the July 21 Letter. BCC has more
han fulfliled an Eassible obligation it may have had with respeet to {ts public
anefit i‘esponai% Hies, Rather than BCC commenting, BCC belleves that specific

e DOC are more than overdue. BCC also requests a copy of an

prrrnerts from )
eport the DOC inay have recelved from Dr. Nancg Kane {the consultant & L]
v the DOC and paid for by BCC to analyze the Public Benefit Plan). Pregsumabily
his report will glso be made avatlable to the public.

Lo o itk B 1o =8 64

With :'e;kpect to paragraph numbered (2) at page 7 of the July 21 Letter, the
ng of any hearings in addition to the hearings that have already been held
would Eppear to have the effect of continuing to delay this Procesa &¢ much as
fosaiblé, As you are aware, the definitive Proxy Statemen will Ukely become
ublicly available on or about mid-September. To conduct public hearings

ometime after such. date ts a clesr contradiction of the DOC's statements that it
does nat mtendjto be a source of delay and that the resolution of outatanding
issues will not delay consummation ol the Transactions, Moreover, as you &re
{\:nre. CC requeated, in accordance with Section 1352(b) of the Knox-Keene

t and earlier correspondence to the DOC, that the DOC {ssue an order regarding
the nsaction by no later than August 22. 1885,

ng to parajgraph numbered (3) at page 7 of the July 21 Letter, BCC has
reveuled to the best of its knowledge Lae extent of any golden parachute or other
‘bayments that may be made as a resull of the Transactions in its May 19, 18838
??esponse to the DOC's request for documents. With respect to WellPoint, it will
Tespong to the DOC directly.

|
|
|
|
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We apprgcmte ﬁavm rl'Le epportunity to respond to the July 21 Letter.
you to cmmpleté the cr regulatory process by August 22, 1888,

Very tniiy youré

ﬁ’um, Q%«O

Brian J. nnnelp

1~H Da, d Braun. Esq.
{};&meﬁ. S&fulxgt es and Exchange Comusnission
T e
ranch Chilef, SLcurzties and Exchange cOxmmasicn

Thomas A, Jones, Esq,
tm.m.sel Secur&t;ea and Exchange Commigsion

BJDilen 1 .

Enelosures ;
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We atrongly urge



