
BCBSD, INC. 
BOARD OF DIRECTORS MEETING 

NOVEMBER 24, 2008 

A meeting of the Board of Directors ofBCBSD, Inc. was held on November 24,2008, at 11:30 a.m. in 
the corporate offices. The following members, who constitute the entire Board of Directors, were 
present and thereby waived notice of the meeting: 

Max S. Bell, Jf., Chairman 
Ben Corballis, M.D., Vice Chairman 

Thomas E. Archie 
Bernard J. Daney 

Robert F. Rider (via phone) 
David P. Roselle, Ph.D. 
Frances M. West, Esq. 
William H. Willis, Jf. 

Also attending were the following members of staff: Timothy J. Constantine, President & Chief 
Executive Officer; William E. Kirk, III, Vice President, General Counsel & Corporate Secretary; 
and Ellen M. Johnson, Assistant to the President & CEO. Outside legal counsel attending: 
Grover C. Brown, Esq., of Gordon, Fournaris & Mammarella (representing the BCBSD Board); 
and David S. Swayze, Esq. and Michael W. Teichman, Esq. of Park ow ski, Guerke & Swayze, P.A. 
(representing BCBSD, Inc.). Consultants attending: Robert C. Cole, Jf. (via phone) and 
Louis Pavia, Jf., President of Care Companion. 

I. National Health Care Reform Proposals 
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II. Deloitte Strategic Partner Capability Review 
Mr. Constantine presented an overview of the assessment performed by Deloitte of

 and  which was requested by the Board as 
part of its search for a potential strategic partner. In the spring of 2008, BCBSD engaged 
Deloitte to update its assessment ofBCBSD's capabilities for meeting current and future market 
needs. The study found that BCBSD lagged behind the market in many key areas. Deloitte's 
proposed strategies for remedying BCBSD's capability "gaps" included BCBSD investing in 
these capability improvements on its own or securing an affiliation with another Blue 
organization that could provide those capabilities. BCBSD engaged Deloitte in October 2008 to 
provide an assessment of  and  to determine their ability to assist BCBSD in 
addressing BCBSD's capability gaps. In advance oftoday's meeting, the Board received a copy 
of the summary report of Deloitte's strategic partner capability review. 

Mr. Constantine summarized the results of Deloitte's findings, as follows: 

• Both  and  possess operating capabilities that are vastly more robust than 
BCBSD and can provide essentially all of the capabilities required by BCBSD. 

• Many of these capabilities are in place or in the process of being implemented. 
• This assessment was based on information reported by  and  in response to 

Deloitte's queries. Deloitte's own experience in working with these companies was also 
used to validate responses to the extent possible. 

• There are differences in each company's status and approach. 
• Deloitte also provided a series of follow-up questions to clarify the status of items that may 

be of importance to BCBSD. 

As for the next steps, BCBSD's senior management team reviewed the Deloitte report and will 
follow-up with Deloitte to clarify various items, as needed. Management will also compile a 
list of items to discuss with  and  as required, to gain a better understanding of the 
critical points. This information will be valuable to BCBSD when negotiating the terms of a 
definitive agreement with respect to the timing and commitment of the potential partner for 
delivering capabilities to the Delaware constituents. 

Chairman Bell asked if management would obtain an opinion from Deloitte regarding the most 
suitable partner for BCBSD. Management replied that providing such an opinion was not part 
of the scope of Deloitte' s engagement; however, management would discuss the matter further 
with Deloitte in the course of developing management's recommendation to the Board. 

III. Strategic Partnership Considerations - Impact Assessment 
Mr. Pavia presented an overview ofthe impact assessment conducted of the finalist candidates 
for strategic partnerships under consideration by the Board. The assessment included: 

• The implications of BCBSD entering into a strategic partnership with a for-profit plan 
versus a non-profit plan with regard to scope of products, quality of care, member 
satisfaction, access, health care expenditures, premiums, employer-sponsored insurance and 
uninsured rate. 
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• A comparison of  and relative to the perceptions and experiences of their 
respective stakeholder groups. 

• A comparison of  and with regard to key organizational and strategic 
considerations. 

• A comparison of  and based on regulatory review criteria set forth in the 
Delaware Department of Insurance's review in 1999 of the transaction between CareFirst, 
Inc. and BCBSD, Inc. 

IV. Public Benefit Proceeds 
Mr. Kirk provided an overview of the potential public benefit issues under Delaware's 
conversion statute if a strategic transaction involved a for-profit arrangement. His presentation 
included the key steps involved in determining the amount of any public benefit asset and the 
process for disposition of funds determined to be public benefit assets. Mr. Kirk noted that the 
amount of such assets would be determined by the Delaware Attorney General and Court of 
Chancery. 

V. Regulatory Approval Issues / Criteria 
Messrs. McBride, Swayze and Teichman discussed the regulatory review and political process 
involving a potential partnership with or . The regulatory review process would 
require the involvement of both the Delaware Attorney General's Office and the Department of 
Insurance. A transaction with  would be subject to the conversion statute, since it is a for­
profit entity. There are some uncertainties regarding the  transaction as it relates to the 
conversion statute, which could result in challenges from a timing standpoint. 

Mr. Kirk advised the Board that the Insurance Commissioner-elect (Karen Weldin Stewart) will 
visit the BCBSD offices on December 1,2008, to discuss various health care-related topics. 
During that time, Messrs. Constantine and Kirk will discuss BCBSD's need to affiliate with a 
larger Blue organization. The Board suggested various topics to include in the discussion. 

VI. Next Steps 
With regard to the next steps in the process, the Board agreed to the following: 

• Messrs. Constantine and Cole would arrange separate meetings with the leadership of  
and  to conduct further due diligence. Management will continue its efforts to 
schedule meetings with key Delaware political and legislative leaders to present the 
company's case for the need to affiliate with a larger entity. 

• For the Board's consideration, the Affiliation Work Group would prepare a recommendation 
with justifications as to which of the strategic partners would best fulfill the long-term needs 
ofBCBSD, Inc. and its stakeholders. 

• Outside legal counsel would identify the procedures required to effectuate each of the 
transactions under consideration (for-profit and mutual conversion) from a legal and 
regulatory standpoint. 

• The Work Group's recommendation of a preferred potential partner would be presented to 
the Board in December 2008 or January 2009. 
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VII. Request from CareFirst, Inc. 
The Board discussed the letter addressed to Chairman Bell from Chester Burrell, CEO of 
CareFirst, Inc., dated November 19,2008. In his letter, Mr. Burrell requested a meeting 
between representatives of the board and top management of both companies to explore the 
possibility of a new relationship and the appropriate next steps. The Board discussed 
Mr. Burrell's request and agreed that Chairman Bell's reply would convey that the BCBSD 
Board took no definitive action at today' s board meeting and would continue its affiliation 
deliberations at its December meeting. 

VIII. Adjournment 
There being no further business, the meeting adjourned at 2:30 p.m. 

Respectfully submitted: 

Ellen M. Johnson 
Executive Assistant to the President & CEO 
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BCBSD, INC. 
BOARD OF DIRECTORS MEETING 

EXECUTIVE SESSION 
MARCH 25, 2009 

An executive session of the Board of Directors ofBCBSD, Inc. was held on March 25, 2009 at 2:35 p.m., 
immediately following the regular session. The following members were present: 

Ben Corballis, M.D., Acting Chairman 
Thomas E. Archie 
Bernard J. Daney 

Robert F. Rider (via phone) 
David P. Roselle, Ph.D. 
Frances M. West, Esq. 
William H. Willis, Jr. 

Members of staff attending: Timothy J. Constantine, President & CEO; William E. Kirk, III, Vice President, 
Corporate Secretary & General Counsel; and Ellen M. Johnson, Executive Assistant to the President & CEO. 
Outside legal counsel attending: Grover C. Brown, Esq., Gordon, Fournaris & Mammarella (representing the 
BCBSD Board of Directors). 

I. Long-Range Strategic Planning Update 
Mr. Constantine reported the following: 
• Pursuant to previous authorization by the Board, management has executed an expanded 

Confidentiality Agreement with which expires on April 30, 2009. Mr. Constantine 
described the major points of the agreement. A discussion ensued and management addressed 
several questions posed by the Board. 

• BCBSD engaged Ellin & Tucker (E&T) to conduct an independent valuation ofBCBSD, which will 
be presented to the Board when completed. E&T has a strong valuation practice and previous 
experience with BCBSD. 

• A draft definitive agreement was received from , which is being reviewed by BCBSD's 
Affiliation Work Group. On March 16,2009, legal and regulatory consultant teams representing 
both companies met to discuss the terms and conditions. The Work Group is formulating a response 
to reflecting BCBSD's comments, feedback and changes. 

• A meeting between Mr. Constantine and the CEO of  was held on March 10,2009, to 
discuss the transaction process and timing considerations. 

• t has resumed its due diligence activities with BCBSD and staff is working on submission 
of the requested documents. 

•  initial view regarding purchase price has not changed; however, it could be revised 
after additional due diligence. 

Mr. Kirk discussed regulatory and political considerations of a transaction between BCBSD and 
. He also identified the members of the regulatory and legal teams representing BCBSD and 
 and described the various activities underway. 

Mr. Constantine identified the next steps of the process as follows: 
• Complete the valuation engagement by Ellin & Tucker and present its findings to the Board. 
• Make decisions regarding various benefit plans ofBCBSD relative to the definitive agreement. 
• Finalize the definitive agreement with  
• Reach a mutually agreeable resolution regarding how proceeds from the sale would be handled, 

particularly the funds that are not considered public benefit assets. Ensure that the Board is fully 
versed regarding its duties from a fiduciary standpoint. 

• Address BCBSD executive compensation matters through the preparation of exhibits and arrange 
for an independent review of Mr. Constantine's employment agreement. 
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Mr. Constantine reported on a recent conversation he had with Chet Burrell, President & CEO of 
Care First, Inc. (CFI). 

After discussion, the Board unanimously agreed with management's strategy, time frame , and next 
steps. 

Mr. Brown discussed potential public benefit assets related to the conversion statute resulting from a 
potential transaction with  He also described possible scenarios that the Board could 
consider regarding any proceeds of the sale that would not be considered as public benefit assets and 
the regulatory process involved. Mr. Brown will provide guidance to the Board regarding its fiduciary 
duties and the steps that would be required to fulfill those duties in order to effectuate a transaction in 
the best interests ofBCBSD and its stakeholders. Mr. Kirk added that the Affiliation Work Group has 
also been addressing these issues. 

Mr. Kirk was excused from the meeting at 3:05 p.m. 

II. Report of Personnel Committee 
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III. Adjournment 
There being no further business, the meeting adjourned at 3: 15 p.m. 

Respectfully submitted: 

Ellen M. Johnson 
Executive Assistant to the President & CEO 
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BCBSD, INC. 
BOARD OF DIRECTORS MEETING 

MAY 20,2009 

A meeting of the Board of Directors ofBCBSD, Inc. was held, pursuant to notice, on May 20, 2009 at 
11:30 a.m. in the corporate offices. The following Directors were present: 

Max S. Bell, Jf., Chairman 
Ben Corballis, M.D., Vice Chairman 

Thomas E. Archie 
Bernard J. Daney 
Robert F. Rider 

David P. Roselle, Ph.D. 
Frances M. West, Esq. 
William H. Willis, Jf. 

I. Presentation by the Blue Cross and Blue Shield Association (BCBSA) 
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At 1:25 p.m., the following individuals joined the meeting: Grover C. Brown, Esq. of Gordon, 
Foumaris & Mammarella (representing the BCBSD Board); David C. McBride, Esq. of Young, 
Conaway, Stargatt & Taylor; Louis J. Pavia, Jr., President of Care Companion; and representing Ellin & 
Tucker, Chartered: R. Christopher Rosenthal, Director; and Sean P. Dooley, Analyst. 

The Board then proceeded with the next order of business. 

II. Review of Valuation of BCBSD, Inc. 
In advance of to day's meeting, each of the members of the Board received a complete report of 
the results of the valuation ofBCBSD, Inc. and its subsidiaries, as of April 1, 2009, performed 
by Ellin & Tucker, Chartered (E&T). 

BCBSD engaged E&T to perform a valuation engagement that would determine the following: 

• The Fair Market Value of a 100% equity interest on a controlling, marketable basis (FMV Interest) 
in BCBSD, Inc. and its subsidiaries as of April 1, 2009; and 

• The Investment Value of a 100% equity interest (Strategic Interest) in BCBSD and its subsidiaries 
as of April 1, 2009. 

Mr. Rosenthal ofE&T presented an executive overview. He stated that E&T performed this valuation 
engagement to assist BCBSD and its advisors for corporate and business planning purposes and that it 
was conducted in accordance with the Statement of Standards for Valuation Services (SVSS) of the 
American Institute of Certified Public Accountants. He described the process used by E&T during the 
valuation and the analyses performed. As outlined in the engagement letter, E&T and BCBSD agreed 
that the scope of the valuation engagement would be restricted to the use of the discounted cash flow 
method under the income approach. This method was based on the premise that the value of a business, 
business ownership interest, or security interest was estimated by the present value of the future benefits 
of ownership. Mr. Rothenberg discussed E&T's income approach as applied to both the Fair Market 
Value (FMV) Interest and the Strategic Interest, along with the assumptions and parameters used for 
each approach. 

E&T's analyses resulted in the following as described in its valuation report: 

• The estimated Fair Market Value of a 100% equity interest in BCBSD, Inc. and its subsidiaries on a 
controlling, marketable basis, as of April 1, 2009, was within a range of$122,000,000 to 
$136,000,000. 

• The estimated Investment Value of a 100% equity interest in BCBSD, Inc. and its subsidiaries, as of 
April 1, 2009, was within a range of$193,000,000 to $220,000,000. 

These results reinforce the opinion of the Board and management that BCBSD would derive more value 
as part of a larger entity than as an independent entity. 

Ms. O'Brien explained that the goal of the engagement was not to arrive at any specific number, rather a 
range, which is a common industry practice. E&T was meticulous about employing reasonable 
assumptions to ensure accuracy. E&T did not include comparable multiples in its valuation, since this 
type of valuation was previously completed by Mr. Pavia. 

Mr. McBride stated that in most valuations performed for transactions, several methodologies are used 
to arrive at a value. He identified several methodologies that could be employed by various experts 
during the regulatory review process (including possible proceedings in the Court of Chancery). 
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At the Board's request, management will develop a market comparable estimate for the Board's review 
before a purchase amount for BCBSD was agreed upon by the Board. 

Mr. Brown's opinion, as the Board's special counsel, was that the Board had thus far fulfilled its 
fiduciary duty in obtaining a reasonable valuation ofBCBSD and its subsidiaries, and management had 
supplied all of the relevant information. 

After discussion, the Board accepted Ellin & Tucker's report. At 12: 10 p.m., Messrs. Rosenthal and 
Dooley, and Ms. O'Brien departed the meeting, with the Board's appreciation. 

III. Report of Strategic Transaction Committee 
• Report of Meeting - Dr. Corballis, Committee Chairman, reported that the Strategic Transaction 

Committee met on May 14,2009. During the meeting, Messrs. Constantine and Pavia presented a 
status report of the major activities relative to the negotiations between BCBSD and 
The Committee agreed with management's recommendation to extend the Exclusivity Agreement 
between BCBSD and  to June 30, 2009, contingent upon the approval of the full Board. 
Mr. Constantine reported on his meetings with  (Chief Executive Officer of 

 on May 6th
, and  (Chief Operating Officer ) 

on May 7th
. 

• Update of Major Activities - Mr. Constantine provided an update on the major activities of the 
proposed strategic transaction between BCBSD and , which was presented to the Strategic 
Transaction Committee on May 14,2009. His presentation included an overview of the negotiating 
process, description of key terms of the proposed Definitive Agreement and post-closing 
protections, and key revised terms as requested by BCBSD. Messrs. Constantine and McBride 
discussed the remaining major issues of the proposed Definitive Agreement that are still under 
negotiation. Mr. Constantine listed the proposed next steps of the process, which are to extend the 
Exclusivity Agreement before its termination date of May 31, 2009; finalize the Merger Agreement 
and supporting schedules; present management's recommendation to the Board; obtain the approval 
of the Members and Board of Directors of the Merger Agreement; execute the Merger Agreement; 
initiate government and public communications; file the Form A; and initiate the conversion. 

• Extension of Exclusivity Agreement 
Mr. Constantine reminded the Board that on April 29, 2009, the Board authorized management to 
negotiate an extension of the Exclusivity Agreement between BCBSD, Inc. and 
through May 31, 2009, which was completed. Since further negotiations were required with regard 
to the Merger Agreement, the Strategic Transaction Committee agreed with management's 
recommendation to negotiate for an extension of the term through June 30, 2009. 

After discussion, and upon motion made and seconded, the Board of Directors ofBCBSD, Inc. 
unanimously authorized management to negotiate with  for an extension of the 
Exclusivity Agreement through June 30, 2009, as recommended by the Strategic Transaction 
Committee. 

• Transaction Proceeds 
There was a discussion regarding the possible uses of any transaction proceeds in excess of the 
public benefit asset amount. BCBSD will need to be in a position to proactively identify potential 
programs for these funds and gamer strategic support from key stakeholders in Delaware. 
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• Recommendations for Future Special Meetings of the Board 
As discussed at the Strategic Transaction Committee meeting on May 14, management outlined 
special meetings of the Board that would be required to accomplish specific actions relative to the 
proposed transaction over the next two months, as follows: 

An offsite meeting of the Board to be scheduled in June 2009 so that the Directors can review 
the draft Merger Agreement and offer suggestions and voice concerns. A portion of the meeting 
could be devoted to the discussion of the regulatory process issues and identification of possible 
ideas for any non-public benefit assets that could result from the transaction. 

A meeting of each of the Members and the Board to be scheduled in July 2009 in order to 
approve the Merger Agreement and take all other appropriate actions relative to the transaction. 

After discussion, the Board agreed with management's proposals. 

Messrs. Daney and Cole departed the meeting at 2:50 p.m. 

IV. Adjournment 
There being no further business, the meeting adjourned at 2:55 p.m. Chairman Bell excused everyone, 
except the members of the Board, Messrs. Brown and Constantine, and Ms. Johnson, who remained for 
executive session. 

Respectfully submitted: 

Ellen M. Johnson 
Executive Assistant to the President & CEO 
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BCBSD, INC. 
BOARD OF DIRECTORS MEETING 

JUNE 25, 2009 

A special meeting of the Board of Directors ofBCBSD, Inc. was held pursuant to notice on June 25, 2009, 
10:00 a.m. at the Chase Center on the Riverfront in the Harlan & Hollingsworth Room, Wilmington, 
Delaware. The following members were present: 

Max S. Bell, Jr., Chairman 
Ben Corballis, M.D., Vice Chairman 

Thomas E. Archie 
Bernard J. Daney 
Robert F. Rider 

David P. Roselle, Ph.D. 
Frances M. West, Esq. 

Also attending were the following members of staff: Timothy J. Constantine, President & Chief Executive 
Officer; William E. Kirk, III, Vice President, Corporate Secretary & General Counsel; Ellen M. Johnson, 
Executive Assistant to the President & CEO. Outside legal counsel: Grover C. Brown, Esq., of Gordon, 
Fournaris & Mammarella (Special Counsel to the BCBSD Board of Directors); David C. McBride, Esq., 
of Young, Conaway, Stargatt & Taylor; and David S. Swayze, Esq., and Michael W. Teichman, Esq., of 
Parkowski, Guerke & Swayze, P.A. Consultants: Robert C. Cole, Jr., and Louis Pavia, Jr., President of 
Care Companion. 

Chairman Bell opened the meeting and requested that Mr. Constantine provide an update on the negotiation 
process between Blue Cross Blue Shield of Delaware and 

I. Status of Negotiations 
• Preliminary Offer - Mr. Constantine reported that BCBSD's Affiliation Work Group met prior to 

today's meeting to discuss the latest offer from for the purchase ofBCBSD, Inc. 
("BCBSD" or the "Company"). On June 22, 2009, Mr. Pavia of Care Companion spoke to a 
representative of  Mergers and Acquisitions Division, who conveyed to him that 

 leadership approved an offer amount for BCBSD in the range of$70 - $75 million. This 
range was significantly lower than the previous offer and represented one-half ofBCBSD's current 
book value. The recent offer was also significantly lower than the Ellin & Tucker estimate of 
BCBSD's valuation range. 

At the request ofMr. Constantine, Mr. Pavia provided further details regarding most 
recent offer and described the financial model used by to arrive at the offer, which was 
based on BCBSD's 2009 financial projections and projected performance as an subsidiary 
through 2013. The reasons cited for the lower offer amount include the significant reduction in 
BCBSD's risk-based capital since September 2008, the increase in long-term employee benefit 
obligations, and the deterioration in financial results. 

• Comparison of Offer to Valuations - Mr. Pavia reviewed the findings and conclusions of the 
valuation analyses ofBCBSD that have been completed. He first summarized the various 
approaches used in valuing a business for sale, which included the Income Approach (which is 
typically based on the present value of projected future earnings) and the Market Approach (which 
focuses on the market value of benchmark public companies and recent comparable acquisitions). 
He noted that each methodology involves various assumptions and could yield significantly 
different results. Ultimately, the fair market value represents the dollar amount that a willing buyer 
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and willing seller are able to agree upon. Similar to the Ellin & Tucker ("E&T") Discounted Cash 
Flow (DCF) analysis presented to the BCBSD Board on May 20,2009, Care Companion prepared 
projections based on a less sophisticated model, resulting in an estimated value of$152.5 million 
(assuming a relatively weak economic and insurance business recovery) and $185.2 million 
(assuming a return to historic business levels). These results were comparable to the E&T strategic 
buyer range of $193 - $220 million. Mr. Pavia noted that there has been a major change in the 
economy and the business over the past year as evidenced by the decrease in the DCF values 
prepared by CareComparion in 2008 of$207 - $259 million and the significant declines in the 
market value of publicly traded health insurance companies. 

With regard to the Market Approach, Mr. Pavia delineated the fair market value based on the 
valuation ratios of  which included the Enterprise Value (defined as market 
capitalization, less debt, plus cash) to Revenue, Earnings Before Interest, Taxes, Depreciation and 
Amortization (EBITDA) and Adjusted Members (defined as Risk Members plus 20% of ASO, 
Federal Employee Program and Blue Card members). Applying the  ratios found in the 
current SmithBarney Research Reports for the first quarter 2009 to BCBSD's actual performance 
for the first quarter 2009 yielded values of $236 million based on Revenue, $77 million based on 
EBITDA, and $249 million based on adjusted members for an average comparable multiple 
valuation of $187 million. These results were similar when using 2008 results and 2009 projected 
results. 

Mr. Pavia also discussed the amount paid by  to purchase  which was the 
most recent Blue acquisition transaction completed by  The same three market multiples 
were examined. Using the price actually paid by  the change in market multiples of 

 since the time of the acquisition, and applying those multiples to BCBSD's actual 
performance for the first quarter 2009, a comparable value was computed. The comparable price for 
BCBSD ranged from $167 million (based on the revenue multiple) to $87 million (based on the 
EBITDA multiple), averaging $128 million for the three multiples. Other non-Blue Cross Blue 
Shield insurance acquisitions were examined, but not deemed comparable since these companies 
were not eligible to purchase BCBSD. 

Therefore, based upon the various analyses performed, Mr. Pavia concluded that the fair market 
value estimate for BCBSD ranged from $128 million to $220 million, and converged at 
approximately $190 million. Furthermore, Mr. Pavia was of the opinion that financial 
model did not factor in the level of synergies to the same extent as compared to BCBSD and E&T. 

• Overview of Draft Merger Agreement Issues - In light of  recent offer, Mr. McBride 
did not present a detailed overview of the structure of the proposed Merger Agreement (the 
"Agreement") between  and BCBSD as originally planned. Instead, he outlined his 
perspective of the negotiation process, which he described as challenging. He noted that when 
evaluating a merger agreement, there are a number of fundamental questions to be addressed, which 
he identified. In one manner or another, all of the most important provisions of a merger agreement 
impact the answer to one or more ofthose fundamental questions. Also, when evaluating a merger 
agreement, the reliability of the merger partner and that partner's motivation to close the transaction 
are material considerations for the Board and management to consider in addition to the actual legal 
terms of the agreement. 

Mr. McBride provided an analysis of the major unresolved terms of the proposed Agreement. 
BCBSD and have engaged in numerous discussions and exchanged several drafts through 
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their respective attorneys, staffs, and consultants. There were differences in the views ofBCBSD 
and  with regard to what was considered as significant importance to each organization in 
the context of this transaction. While obtaining a fair price from a sale ofBCBSD is a very 
important consideration to its Board of Directors, there is also a significant amount of importance 
placed on the business, operational and financial condition of the potential partner. Mr. Cole offered 
his perspective and expressed agreement with Mr. McBride's assessment of the negotiation process. 

In summary, Mr. McBride stated that he was neither satisfied with the current structural terms of the 
proposed Agreement nor with the amount of the latest offer from 

• Potential Regulatory Issues - Mr. Swayze outlined a number of regulatory challenges that BCBSD 
would encounter if the Board approved  current offer. He specifically addressed the 
Delaware Attorney General's review of public benefit assets and the Insurance Commissioner's 
review of the change of control standards. He emphasized the importance of the Board and 
management possessing a complete understanding of all of the assumptions used by any potential 
partner to arrive at a proposed purchase price in order to be in a position to provide a comprehensive 
explanation of the analyses examined during a regulatory review process. Mr. Swayze also 
discussed the State's conversion statute. Mr. Teichman added that even ifBCBSD received and 
approved an offer from a potential partner in the acceptable fair market value range for BCBSD, 
there would likely be a lengthy and comprehensive regulatory process conducted under close 
scrutiny. 

In summary, Mr. Swayze's opinion was that if the Board approved  latest offer, BCBSD 
would face difficulty in obtaining approvals of the proposed transaction from the various regulatory 
bodies. 

Following the presentations, a thorough discussion ensued, which included several questions posed by 
the Board and advisors. The following factors were noted: 
•  latest proposed purchase price for BCBSD in the range of$70 - $75 million would be 

approximately one-half of the Company's current book value and nearly one-third of the lower 
range of the Strategic Interest Value of the Company as estimated by Ellin & Tucker in its valuation 
ofBCBSD, Inc. dated April 1,2009. It would also represent less than one-third of the $240 million 
value suggested by n its Letter of Intent of September 2008. 

• nsistence upon retaining certain provisions within the latest draft of the Merger 
Agreement being negotiated by counsel is a cause for concern, since those terms are unacceptable to 
the BCBSD Board based upon the advice of its representatives and advisors. 

• There is no reason to believe that the sale of the Company to at a price within the $70 -
$75 million range on the terms and conditions being advocated by in the draft Merger 
Agreement would be approved by the Delaware regulators. Furthermore, the Board could not, in the 
exercise of its fiduciary duties, submit such a proposal to the regulators for approval. 

• There is insufficient assurance on the part of the BCBSD Board regarding the manner in which 
 latest offer in the value range of$70 - $75 million (conveyed to Mr. Pavia during a 

telephone conversation with a representative on June 22, 2009) actually constituted a 
formal offer by  to purchase the Company within that specific range. 

Whereupon, as a result of the foregoing discussion and a consensus reached with regard to the factors 
outlined above, and upon the recommendation of management, the following motion was made, 
seconded and carried unanimously: 
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RESO L VED that the Board of Directors, in accordance with its fiduciary duties under Delaware law, 
does not intend to accept an offer for the purchase of BCBSD, Inc. (the "Company") for less than the 
fair market value of the Company; and 

IT IS FURTHER RESOLVED that management is authorized and directed to seek clarification from 
 as to whether or not its communication of the $70 - $75 million 

valuation range to Louis Pavia, Jr., constitutes a bona fide offer to purchase the Company for a price 
within that range. If management detenuines that the proposed range of$70 - $75 million does 
constitute an offer from  Timothy J. Constantine, as Chief Executive Officer of the 
Company, is directed to contact the Chief Executive Officer of  to ascertain if  still 
intends to pursue a transaction with BCBSD, Inc. and to convey to the CEO that the Board of Directors 
ofBCBSD, Inc. will not accept offer since it falls significantly below the fair market value 
of the Company; and, 

IT IS FURTHER RESOLVED that the Company will not engage in continued exclusive negotiations 
with  if does not intend to make an offer for BCBSD, Inc. at a reasonable price 
that could be deemed acceptable by the BCBSD Board; and 

IT IS FURTHER RESOLVED that, under the circumstances, the Board of Directors of BCBSD, Inc. 
does not, and will not, approve an extension of the tenus of the Exclusivity Agreement between 
BCBSD, Inc. and and that  management is to be so advised. 

II. Health Care Reform Update 

III. Potential Partner Alternatives 
As a result of concerns over the latest offer, tenus of the proposed Merger Agreement, and 
the possible outcome of the resulting regulatory process, Mr. Constantine asked Mr. Pavia to present 
updated infonuation regarding each of the potential strategic partners, other than , that were 
considered during the initial evaluation process. Given the anticipated challenges that BCBSD will 
encounter over the next several years, Mr. Constantine's opinion is that the Company will need to 
accomplish some fonu of strategic partnership with another Blue Plan to ensure its long-tenu viability. 
Mr. Pavia's overview included an evaluation of each potential partner's 2008 operating and financial 
results (updated from 2007); leadership changes; and the advantages, benefits, disadvantages, and risks 
to BCBSD of each partnership. Mr. Constantine also offered his perspective on each potential partner. 
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After discussion and obtaining clarification on various points, the Board took the following actions: 
• Upon the recommendation of management, the Board authorized management, when deemed 

appropriate, to initiate discussions with , and 
Highmark, Inc. to determine each Plan's desire to pursue a potential strategic partnership with 
BCBSD. The Board agreed that management would not pursue negotiations at this time with 

and 

• Management would engage in the appropriate due diligence process with each of the proposed 
strategic partners that express an interest in pursuing a strategic partnership with BCBSD and report 
the results to the Board of Directors in the next 60 - 90 days. 

IV. Next Steps. 
Mr. Constantine outlined the next steps of the strategic transaction process, as authorized by the Board, 
as follows: 
• Management would contact officials and verify/clarify the terms of the latest offer as 

communicated to Mr. Pavia; 

• If  does not submit an acceptable formal offer to purchase BCBSD, which reflects the fair 
market value of the Company, management will convey to officials, on behalf of the 
Board of Directors, that BCBSD would not continue exclusive negotiations with  and 

• Management would begin to initiate discussions with the potential strategic partners authorized 
today by the Board and provide a progress report to the Board in the next 60 - 90 days. 

The Board also agreed that, based upon the new developments, the special meeting of the Board of 
Directors ofBCBSD scheduled for July 8, 2009, would be considered tentative pending clarification of 

 latest offer. 

V. Adjournment 
There being no further business, the meeting adjourned at 12:05 p.m. 

Respectfully submitted: 

Ellen M. Johnson 
Executive Assistant to the President & CEO 
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BCBSD, INC. 
BOARD OF DIRECTORS MEETING 

EXECUTIVE SESSION 
AUGUST 26, 2009 

An executive session of the Board of Directors ofBCBSD, Inc. was held on August 26,2009 at 1:27 p.m., 
immediately following the regular session. The following members of the Board were present: 

Max S. Bell, Jr., Chairman 
Ben Corballis, M.D., Vice Chairman 

Thomas E. Archie 
Bernard J. Daney 
Robert F. Rider 

David P. Roselle, Ph.D. 
Frances M. West, Esq. 
William H. Willis, Jr. 

Members of staff attending: Timothy J. Constantine, President & Chief Executive Officer; and 
Ellen M. Johnson, Executive Assistant to the President & CEO. Also attending was Grover C. Brown, Esq., 
of Gordon, Fournaris & Mammarella (Special Counsel to the BCBSD Board). 

I. Long-Range Strategic Planning Update 
Mr. Constantine summarized activities with regard to the company's long-range strategic planning 
process since the last meeting of the BCBSD Board of Directors on July 22,2009. He reported that 
during a conversation with  Chief Executive Officer of  
indicated that  was still very interested in a partnership with BCBSD.  also 
indicated that  believes that the value of health insurance plans has fundamentally changed 
due to the economy and the potential for major health care reform. 

Mr. Constantine reported that he and discussed the following options for the Board's 
consideration: 
• BCBSD and tjointly engage an independent investment banker to perform a valuation of 

BCBSD. 
•  enter into a management services agreement with BCBSD. The agreement would be 

based upon the premise that the two parties would eventually enter into a full merger agreement. 

Mr. Constantine also reported he has been in contact with officials from 
Highmark, Inc. and  Both and Highmark expressed 
strong interest in a potential partnership and a Request for Proposal (RFP) has been sent to each 
company. BCBSD is waiting to hear from . During the initial conversation, the CEO of  
indicated that the company is focused on preserving capital to address the potential implications of 
health care reform and would contact BCBSD at a later time. After the RFPs are received and evaluated 
by BCBSD and its advisors, a meeting will be scheduled with the leadership of each Plan. 
Mr. Constantine provided an update regarding each potential partner from an operational and 
regulatory standpoint. 

With regard to the current interim service agreement between BCBSD and  Mr. Constantine noted 
that BCBSD still relies upon for certain services, primarily information technology, pharmacy and 
medical management (BCBSD will resume full administration of the Human Resources function 
effective January 1,2010). Thus far,  pricing for those services has been reasonable. Management 
recently evaluated each service provided by comparing  service cost with BCBSD's 
potential cost to bring the service in-house or contract with an outside vendor. BCBSD and  
officials will meet to renegotiate the scope of the services required by BCBSD and associated costs. 
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There was a discussion regarding the impact of potential health care reform outcomes on BCBSD's 
long-range strategic planning. 

Following a discussion, the Board unanimously agreed to the following: 

• The Board of Directors would meet some time after the Letters of Intent, which are due October 
15,2009, are received from the potential partners. 

• The Board would continue to maintain confidentiality relative to the potential partners and 
associated activities. 

• The Board authorized management to explore the possibility of moving forward with  
recommendation that  and BCBSD jointly engage an independent investment banking 
firm to perform a valuation ofBCBSD, Inc., if management and its advisors are of the opinion that 
such an engagement is warranted after BCBSD reviews the Letters of Intent from the other 
potential partners. 

• If an independent firm does perform a valuation of BCBSD, Inc. through a joint arrangement with 
and BCBSD, BCBSD should consider approaching the Delaware Department of 

Insurance (DOl) and Attorney General to discuss the possibility of utilizing and relying upon the 
valuation during the regulatory review phase. Mr. Brown agreed with this approach. 
Mr. Constantine will discuss the Board's recommendation with Mr. Kirk, BCBSD's General 
Counsel. 

II. Executive Compensation 

II. Adjournment 
There being no further business, the meeting adjourned at 1:55 p.m. 

Respectfully submitted: 

Ellen M. Johnson 
Executive Assistant to the President & CEO 
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BCBSD, INC. 
BOARD OF DIRECTORS MEETING 

EXECUTIVE SESSION 
OCTOBER 7, 2009 

An executive session of the Board of Directors ofBCBSD, Inc. was held immediately following the regular 
session on October 7,2009, at 1: 10 p.m. The following members were present: 

Max S. Bell, Jr., Chairman 
Ben Corballis, M.D., Vice Chairman 

Thomas E. Archie 
Bernard J. Daney 
Robert F. Rider 

David P. Roselle, Ph.D. 
Frances M. West, Esq. 

William H. Willis, Jr. (via phone) 

Also attending were the following members of staff: Timothy J. Constantine, President & Chief Executive 
Officer; William E. Kirk, III, Vice President, Corporate Secretary & General Counsel; and Ellen M. Johnson, 
Executive Assistant to the President & CEO. Outside legal counsel: Grover C. Brown, Esq., of Gordon, 
Fournaris & Mammarella (Special Counsel to the BCBSD Board of Directors). 

I. Long-Range Strategic Planning Update 
Mr. Constantine reported that and Highmark Inc. each continue to exhibit a strong 
interest in pursuing a strategic partnership with BCBSD. Due diligence activities are currently 
underway with both companies. Highmark's response to BCBSD's request for a proposal is due on 
October 15, and  response is due on October 16,2009. Representatives from each of 

and Highmark will present their proposal and capabilities to BCBSD management and 
advisors in late October or early November 2009. The opinion of management and advisors is that 
both companies would be in a position to offer a wide range of capabilities and support to BCBSD. 
Mr. Constantine provided an update regarding each company from an operations and regulatory 
standpoint. 

Mr. Constantine noted that continues to be interested in a potential partnership with 
BCBSD and understands the concerns of the Board and management regarding the proposed purchase 
price. will continue to defer further partnership negotiations pending the outcome of health 
care reform. 

A special meeting of the BCBSD Board of Directors will be held in late November or early December 
to give the Board an opportunity to review the proposals of  and Highmark and consider 
recommendations by management. 

II. Chief Financial Officer's Position 
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III. Adjournment 
There being no further business, the meeting adjourned at 1:25 p.m. 

Respectfully submitted: 

Ellen M. Johnson 
Executive Assistant to the President & CEO 
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Kenneth R. Melani, M.D. 
President and 
Chief Executive Officer 

October 15. 2009 

Timothy 1. Constantine 
. President and CEO 
Blue Cross Blue Shield of Delaware 
800 Delaware Avenue. Suite 900 
Wilmington, DE 19801~1368 

Dear Tim: 

Thank you for extending the qpport!lnity for Highmark Inc. (Highmark) to provide a proposal for establishing a 
strategic relationship with Blue Cross Blue Shield of Delaware (BCBSD). We believe that Highmark is uniquely 
positiolled to help you define, design and implement ~ solution that will drive value to your customers, providers, 
employees and community, . 

Shni1~r to our successful relationship with Mountain State Blue Cross Blue Shield~ we believe a,n affiliation 
structllre best addresses the objectives outlined in your August 25, 2009 letter and the accomp~ying Partnership 
Memorandum, An affiliation with Highmark provides BCBSD the capabilities needed to meet today!s busineSS 
requirements while positioning BeBSD for long-term success in today's·rapidly evolving mar~etplace. The result 
will be a more competit~ve and financially secure BCBSD that can continue to fulfill its mission and vision for 
years to come. 

The en910sed presenmtion describes gur recommended solution in detail, including how an affiliation with 
Highmark will result in several important benefits for BCBSD: 

• Access to sta,te of the art technology and systems 
·Comprehensiw and innovative products and services 
• Access to industry leading capabilities and resources 
• . Maximum value to stakeholders 
• EffiCient transition and integration 

Our intent with this proposal is to leverage the full extent and depth of Highmark's offerings and capabilities to 
deliver .the appropriate solution for BCBSD. We will be drawing upon our experience in similar relationships with 
other Blue Plans, as well as our common culture as a strong not-for-profit plan with an active commitment to our 
communities, to create: a mutually beneficial relationship between our organizations. 

We are exCited about the opportunity to present this response and understand the sigIlificance of this initiative. 
We also hope you will recogIlize our strong interest in working with BCBSD and our intention to be responsive, 
creative and committed. . 

Should you haVe any questions or comments, please feel free to contact Kenneth R,. Melani at (41;') 544-7245 or 
via e-mail atKenneth.MeIani@Highmark.com. 

cc: William E. Kirk, m~ Blue Cross Blue Shield of Delaware 
Louis Pavia, Jr. Care Companion 

Fifth Avenue Place· 120 Fifth Avenue. Suite 3111 • Pittsburgh PA 15222-3099 • Telephone: (412) 544-7245 • Fax: (412) 544-8240 
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BlueCross BlueShield 
ofDelaware 

October 23, 2009 
9:30 a.m. 

Atiendees 

Representing Highm~lrk Ine. 
Kenneth R. Melani, M.O. 

President and Chief Executive Officer 

Nannette P. DeTurk 
Executive Vice President, Administrative Financial Officer, 

Deborab L. Rice 
Execlltive Vice Health Serviees 

Darran P. Macioce 
Senior Vice Plan 

Brett e Moraskí 
Senior Vice President, '",.n,n,·"tp ,',nm,'c}>¡ and Development 

K. Smith 
Chairman ofthe Board, MOllntain State BItle Cross Blue Sbield 

Treasurer 

Retired, President and Mountain State BIue Cross Blue Shield 

Timothy J. Constantine 
President and Cbief Executive 

Christine L. Alrich 
Vice 

P. Scott Fad 
Vice Client Services and Business 

William E. III 
Vice President, General Coullsel and 

11'. 

Retired. President and Chief Executive Officer, BCBSD, Ine. 

Grover C. 
Gordon, Foumaris & Mammarella 

Special to the Board of BCBSD, lne. 

Louis Pavia, ir. 
''''''U''''', Care Companioll 

Blue Cross Bluc Shield 01' Delawarc is an i¡¡dependent licenscc of lhe Blue Cros, aJld Blue Shield Association. 
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