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January 9, 2012 e

Honorable Joseph G. Murphy 9
Commissioner of Insurance

Commonwealth of Massachusetts Qo

Division of Insurance
1000 Washington Street

Boston, MA 02110-2208 Qo
Honorable Commissioner, oo

O\
| Pursuant to your instruction@h accordance with Massachusetts General Law, Chapter 176E,

an examination has bee { the financial condition and affairs of

O‘ Dental Service of Massachusetts, Inc.
: d/b/a

Delta Dental of Massachusetts, Inc.
O‘fs home office located at 465 Medford Street, Charlestown, Massachusetts 02129, The
: Q ollowing report thereon is respectfully submitted.
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SCOPE OF EXAMINATION

Dental Service of Massachusetts, Inc., d/b/a Delta Dental of Massachusetts, Inc. (“Company” or
“DSM”) was last examined as of December 31, 2007 under the association plan of the National
Association of Insurance Commissioners (NAIC) by the Massachusetts Division of Insurance
(“Division”). The current single state examination was conducted by the Division and covers the

three year period from Jfanuary 1, 2008, through December 31, 2010, including any material
transactions and/or events occurring subsequent to the examination date and noted in the course \*

of this examination.

The examination was conducted in accordance with standards and procedures establish ;
NAIC Financial Condition (E) Committee and prescribed by the current NAIC F ial
Condition Examiners Handbook. The Handbook requires that we plan and@form the
examination to evaluate the financial condition and identify prospective risks m mpany by
obtaining information about the company, including corporate govern ntifying and
assessing inherent risks within the company, and evaluating system co procedures used
to mitigate those risks. An examination also includes assessi principles used and
significant estimates made by management, as well as evaluatin verall financial statement
presentation, management’s compliance with Statutory *ﬂ Principles and annual
statement instructions, when applicable to domestic st ions. All accounts and activities
of the company were considered in accordance with t@- cused examination process.

In addition to a review of the financial condig \the Company, the examination included a
review of the Company’s business policieé ctices, corporate records, conflict of interest

disclosure statements, fidelity bond and insurance, employees’ pension and benefit plans,
disaster recovery plan, treatmenjp o iCyholders, and other pertinent matters to provide
reasonable assurance that the was in compliance with applicable laws, rules, and
regulations. In planning a; ucting the examination, consideration was given to the
concepts of materiality an d examination efforts were directed accordingly.

annually by PricewaterhouseCoopers LLP (“Pw(C”) an independent
certified public ting firm. The firm expressed unqualified opinions on the Company’s
financial st@ for the calendar years 2008 through 2010, A review and use of the Certified
Public nts’ workpapers were made to the extent deemed appropriate and effective. The
Divi IGHot retain an independent actuarial consulting firm. This assessment was based on
pigviotWexaminations which used the work of the Company’s independent actuary who prepared
ctuarial Opinion and the work performed by PricewaterhouseCoopers, LLP, Additionally,
de Division reviewed the adequacy and effectiveness of the IT systems controls to determine the
Q level of reliance to be placed on summary information generated by the data processing systems.
For a summary of findings contained within this Report, refer to the “Notes to Financial
Statements” and “Comments and Recommendations” sections.

The Company is
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Status of Findings from the Prior Examination

This examination included a review to verify the current status of exception conditions
commented upon in the Report of Examination as of December 31, 2007. That Report contained

the following Recommendations:

statements for subsidiary holdings. These statements are necessary for statutory admitted
asset valuation purposes. The examination non-admitted $3,162,314, the value of DS

e The Company failed to follow SSAP #97, with regards to obtaining audited financial !
Investments Inc. and subsidiaries to comply with SSAP #97 because DSM Inves‘tm@1 \

not have a separate audited financial statement. The Company has chosen to non-a
valuation of DSM Investment during the current examination period.

¢ The Company did not collect $976,950 in billed group deposits as of Decenﬁ?l, 2007
resulting in an overstatement of Uncollected Premium and an understat Amount
Withheld for Account of Others; therefore the examination revers riginal group
deposit receivable and adjusted the liability accordingly, with no eff; atutory surplus.

¢ The Company failed to report any paid claim adjustment expe e Annual Statement
for the years under examination.

the proper corrective actions as recommended in the eport of Examination.

A\

Y

This examination verified that DSM has addressed E1;hé°€ndations and has implemented

non-profit dental service company which initially was
ntal Service Company. It was sponsored by the
al Society”) through introduction of enabling legislation,
ly 1962. The Dental Society voted in January 1966 to provide
tart up expenses and reserves and the Company was chartered in

Dental Service of Massachusetts, be.
i incorporated as the Massach
] Massachusetts Dental Societ
' MGL Chapter 176E, enac
$25,000 for the Com
September 1966.

In March 1@ Company entered into an agreement with Blue Cross and Blue Shield of
Massac}% nc. (“Blue Cross™) by which Blue Cross provided enrollment, claims processing
and ‘

inistrative services for the Company.
Company’s name was changed on September 3, 1974, to Dental Service of Massachusetts,
Q ¢. The Company’s enabling legislation was amended on July 17, 1981, and the amendment

changed the requirements for the bylaws of a dental service company by limiting the Dental
Society’s involvement in sclecting members and Directors. The amendment separated DSM
from the Dental Society. In March 1985, Blue Cross terminated the services agreement and the
Company began to perform all administrative functions on its own.
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SUBSIDIARIES

In 1998, the Company established a wholly-owned holding company, DSM Investments, Inc.
(“DSM Investments™). DSM Investments has two wholly-owned subsidiaries, DSM Insurance
Services, Inc. and DentaQuest Oral Health Center, Inc. (“DQHC”) f/k/a Dental Health Center,
Inc., which are operated on a for-profit basis for activities which do not come under specific
provisions of MGL Chapter 176E. The Company and DSM Insurance Services, Inc. share
facilities and the services of certain members of management. DQHC is a dental clinic located i
Westborough, Massachusetts, with activities focused on treating the causes and risk factors &\

dental disease

In 2000, the DentaQuest Foundation, Inc. (“Foundation™), f/k/a Oral Health Foundation,gas
established under MGL Chapter 180. The mission of the Foundation is to aw ants that
promote oral health by enhancing access to appropriate dental care, pro odels of
preventive care, and gathering and disseminating data on new dental tec . Cumulative
contributions to the Foundation by the Company were $87,298,000 ember 31, 2010.
The Foundation made donation payments of $3,712,000 and $3 in 2010 and 2009,
respectively. The results of the Foundation are not consoli to the Company as the
Company does not have an economic interest in the Foundati ajority of the Directors of
the Foundation do not participate on the Board of the

In October 2006, the DentaQuest Institute, Ine@“InsWRute”), /k/a the Catalyst Institute was
established under the same laws as the Fo The Institute operates under a similar

mission as the Foundation with the Comp ibuting to the Institute for the sole purpose of
helping the Institute fulfill its mission. C@ti\/e contributions to the Institute by the Company

were $9,802,000 and $7,100,000 i’2(°n 2009, respectively.

During 2001, DentaQuest V ne. (“DQV™) was established as a direct subsidiary of the
Company. DQV, operat or-profit basis, was created to acquire and run dental insurance
businesses outside of usetts.

‘QV acquired substantially all of the assets of Doral Dental USA, LLC

On April 2
(“Doral™}, certain assets of its subsidiaries for approximately $114,356,000. Doral,
now kn entaQuest, LLC (“DQ LLC") is a third-party administrator of government dental

bene ¢ purchase price included the cash paid, accrued amounts for a contingent payment
clo®ng adjustments, and costs directly related to the acquisition. Assets acquired included
ible assets of $8,749,000 and goodwill and intangible assets of $105,606,000. The
Q quisition was financed with long-term debt of $75,000,000 and existing cash.

Credit Facility

On February 2, 2007, DQV and DQ LLC (the “Co-Borrowers”) and DentaQuest Group, Inc. as
“Parent Guarantor” entered into a Credit Agreement with a group of lenders providing for a
$200,000,000 revolving credit facility and together with all of the subsidiaries of DentaQuest
Group, Inc., a Guarantee and Collateral Agreement (together with the Credit Agreement, the
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“Credit Facility””). Under the Guarantee and Collateral Agreement, substantially all of the assets
of the Parent Guarantor, the Co-Borrowers and their subsidiaries were pledged as collateral
against any borrowings under the Credit Facility. Upon closing of the Credit Facility, DQV
borrowed $140,000,000 and purchased the equity interest of an outside investor for
$110,000,000. '

Company became a guarantor of the obligations of the Co-Borrowers and pledged certain assets
as security for such obligations. The assets pledged by the Company excluded (a) all cash an
cash equivalents other than proceeds of the pledged assets, (b} its investment porifolio, oth

equity capital stock or debt of its subsidiaries or proceeds thereof; (c) any property (ot
information technology systems) and intellectual property; (d) any membership mterest e
Foundation or the DentaQuest Institute, and (e) any interest in the Company’s
License Agreement with the Delta Dental Plan Association and licenses th
December 31, 2010, $126,000,000 was outstanding under the Credit Agree

In July 2008, the Company became a party to a Credit Facility. Under the amendment the !

In June 2009, the Company invested an additional $15,000,000 Quest. These funds
were used to pay down debt under the Credit Facility.

On June 23, 2011, DentaQuest, [.I.C entered into an @ and Restated Credit Agreement
and an Amended and Restated Guarantee and Colla{ gfeement, Under the terms of these
amended and restated agreements, each of enta@est USA Insurance Company, Inc,
DentaQuest of Florida, Inc., DentaQuest Mid- jc, Inc., and DentaQuest Virginia, Inc. was
newly defined as an “Excluded Insurance S . Under the provisions of the amended and
restated agreements, the “Excluded Ins% Subsidiaries” are no longer guarantors of the
obligations of DentaQuest, LLC apd onger required to pledge their assets in support of
the borrower to the lenders. &\

>

for the years 2008 through 2010 is indicated in the following schedule
from information in DSM’s Annual Statements:

Growth of Company

The growth of
which was

\ Admitted _ Capital and Premium Member
&L Assets Liabilities Surplus Income Months
010

$ 181,056,338  § 84,443,021 $ 96,613,317 $276,816,671 24,505,425
2009 263,606,550 75,326,453 188,280,097 302,446,045 25,189,942
2008 225,110,403 77,197,681 147,912,722 362,584,664 25,867,958
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MANAGEMENT

Annual Meeting

The Company is a non-profit dental service company; therefore, members of the Company

govern the affairs of the organization instead of stockholders. A majority of the members of the
Company shall at all times be persons who are not providers of health services licensed under the

laws of the Commonwealth of Massachusetts. Organizations may be elected as members, wit \
the chief executive officer of the organization designating in writing from time to ti %
particular individual who will act for it. Members serve three-year terms and approximatée
third of the membership is elected each year at the annual meeting. In 2008, there were 6)
members elected to serve three year terms until their successors are elected until the
adjournment of the annual meeting in 2011. In 2009, six (6) members were ele ree-year
terms, and in 2010, four (4) members were elected to serve three-year termse

meeting of the members of the Company for the election by ball rectors shall be held each
year at the principal office of the Company or at such other aSQray be stated in the call of
the meeting on such date in March or April as may be y the Chairman of the Board.
A majority of the members in office at the time shal tittite a quorum for the transaction of
business, but a smaller number may adjourn fronglimeN® time. Each member of the Company
shall be entitled to onec vote. The minutes o lX‘mual meeting indicate that a quorum was

In accordance with the amended and restated bylaws, effective é@ 2, 2010, the annual

obtained at each annual meeting held durin ination period.

Board of Directors Py

The bylaws provide that the operty, and business of the Company shall be managed by
a Board of nine Directors greater number as may be determined by the members of the
Company at any anmu ecial meeting, Each member shall serve as a director and each
director must be a f the corporation.

A majority Orectors shall at all times be persons who are not providers of health services
licensed ¢ laws of the Commonwealth of Massachusetts and who are or agree to be
subs* the Company’s non-profit dental service plan. At least one-third but less than one-
half of' e Directors shall be dentists registered to practice dentistry in the Commonwealth of
sachusetts.

A majority of the Directors in office shall constitute a quorum for the transaction of business, but
a smaller number may adjourn from time to time. Except as otherwise provided by law, in the
agreement of association or articles of organization of the Company, or in the bylaws, the vote of
the majority of the Directors present and entitled to vote at a meeting shall be sufficient to decide
any question brought before the meeting.

At December 31, 2010, DSM’s Board of Directors consisted of the following sixteen members:



DENTAL SERVICE OF MASSACHUSETTS, INC.

Name of Director Business Affiliation

H. Jay Sarles, Chairman  Bank of America, Retired

Terry Conner Liberty Mutual Holding Co, Retired

Fay Donohue President and Chief Executive Officer, DSM

Thomas J. Galligan, [IlI ~ Chairman, President and CEO of Papa Gino’s \*
Holding Corp. o

Raul Garcia, DMD President and Chairman of the Department of o
Health Policy & Health Services Research at

the Boston University Goldman School of

Dental Medicine

John Gusha, DMD Generalist in Holden ?

Edward A. Hjerpe, III President and CEO Federal Horo Bank
Boston

Marion Kane Barr Foundation, Retir.

Karen Kaplan President, Hill, Onnors,
Cosmopulos

Donald Kenney Equlserve etired

Donald LeClair, DMD Gener everly

Linda Niessen, DMD ?Sldent Chief Clinical Officer,

SPLY International

Walter Owens, DM&\ASSlstant Professor & University
Advancement Development Officer, Meharry

0 Medical School of Dentistry

Anne P er John Hancock Life Insurance Company,
Retired
@Reeve No Affiliation
ie Zide, DMD Dental Director, Brightwood Health Center,

Springfield, Ma.

éwmittees of the Board of Directors

Audit Committee

The Audit Committee shall consist of at least three Directors, appointed by the Board of Directors
and the Board of Directors will appoint one member of the Committee as Chairperson. The Audit
Committee is responsible for the appointment, compensation (including fees and terms), retention
and oversight of the work of the Company’s independent auditor (including resolution of
disagreements between management and the independent auditor regarding financial reporting) for
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the purpose of preparing or issuing an audit report. The Company’s independent auditor shall
report directly to the audit committee. The committee is also responsible for the Company’s
internal audit function which includes, reviewing the activities of the department, including the
proposed annual audit plan, periodic and interim progress reports, significant issues raised during
the audit and management’s response. The Committee shall review and monitor the Company's
compliance with legal and regulatory requirements. At the date of examination, the following
Directors were members of the Audit Committee:

Linda Niessen, DMD - Chairperson

Edward Hjerpe, III Donald Kenny : o

Marion Kane Pamela Reeve
Executive Committee 9
The Executive Committee shall consist of at least three Directors, appoint Board. The
Chairman of the Board and the Vice Chairman of the Board shall be me the Committee.

and urgent matters
ssistance the Committee
any member of senior
Committee include engaging
utSlde legal counsel, accountants, and
of the Executive Commitiee were as

The Committee provides assistance to the Board by reviewing si
related to the Company, its subsidiaries and affiliates. To provi
maintains free and opened communication with the B

management of the Company. Additional responsi‘%
mb

and obtaining advice and assistance from independe
other advisors. At the date of examination, the‘

follows: o

H. Jay Sarles — Chairmgn o ward Hjerpe, III, Vice Chairman
Donald Kenney

Thomas Galligan, II \
Raul Garcia, DM Linda Niessen, DMD
Karen Kaplan Anne Page Palmer
Finance and Invest@miﬁee
estment Committee shall consist of at least three Directors, appointed by the

The Financ%7
Board of rs, one of whom shall be designated by the Board as Chairman. The Committee
overall investment policy to the Board for its approval and approves guidelines for

1eco ﬁ
i \&l investment managers in accordance with the approved investment policy. Also the

gmittee reviews and provides guidance with regards to the capital structure of the Company
6\ any adjustment to it, the Company’s debt coverage and leverage ratios and any bank
compliance issues, cash flow management and the Company’s capital expenditure plan and
budget. At the date of examination, the members of the Investment Committee consisted of the
following Directors:

Donald Kenney — Chairman
Edward Hjerpe, Il Marion Kane
John Gusha, DMD Walter Owens, DMD
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Nominating and Governance Committee

The Nominating and Governance Committee shall consist of at least three Directors appointed by

the Board of Directors. One director shall be designated by the Board as Chairperson. The
primary purposes of this committee are, assume a leadership role in shaping the corporate
governance of the Company, promote the effective functioning and coordination of the Boards

and Committees of the Company and assist the Board in the implementation, oversight an \
disclosure of sound corporate governance guidelines and practices for the Company. Att

of examination, the Committee consisted of the following Directors: 6

Karen Kaplan — Chairperson  Leslie Zide, DMD e
Raul Garcia, DMD Anne Page Palmer a
Committee on Professional Quality e

Directors and a Chairperson all appointed by the Board ire8gprs.  The majority of the
Committee members must be dentists. The role of t ittee is to review the structures,
policies, processes and outcome measures relating to retention and management of the
provider networks of the Company and its suggidia At the date of examination, the
Commitiee consisted of the following member ‘-‘\

Ra G ;MD Chairman

The Committee of Professional Quality shall consist of at lea% embers of the Board of

John Gusha Walter Owens, DMD
Donald Le Leslie Zide, DMD
Linda Nj

Compensation Co

The Comp ommlttee shall consist of at least three Directors appointed by the Board of

oud i ponsibilities. The Compensation Committee shall review and make recommendations
&e Board for its approval of the terms of any employment agreement between the Company
CEO, review and approve corporate goals and financial objectives relevant to executive
Q compensation, The Committee reviews and makes recommendations to the Board of Directors
with respect to the approval, amendment and termination of the Company’s broad base bonus
and incentive compensation plans, and administer such plans, consistent with the Committee’s
oversight responsibilities, including approval of the Company’s annual merit and bonus pools.

At the date of examination, the members of this Committee were the following Directors:
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Anne Page Palmer - Chairperson

Tetry Conner Donald Kenney
Thomas Galligan, [ Pamela Reeve
Karen Kaplan

Officers \*

The bylaws of the Company provide that the officers of the Company shall consist of a pregi
a ftreasurer, a clerk, one or more vice presidents, one or more assistant treasurers,

subordinate officers as the Board of Directors shall from time to time elect with such po nd _
duties and for such terms of office as the Directors may designate. The ChaWe Board

shall be chosen from among the Directors of the Company, but other officers e chosen
from among the Directors of the Company. 9

ach year. All of the
until their successors are
the Directors, subject to

Officers are elected by the Board of Directors at their annual meefj
officers shall hold their respective offices for one year and the
elected and qualified, unless a different term shall be desi
removal at any time by vote of a majority of the Board

The elected and appointed officers with their ra@ti titles at December 31, 2010, were the

following: 0
Name of Offi rqzl. ;e
T

esident and Chief Execufive Officer

Fay Donoh
Myra Gr% Secretary

Treasurer

Conflict of Inte

The Co as adopted, by resolution of the Board of Directors, a formal Conflict of Interest

Poli ompany has an established procedure for the disclosure to the Board of Directors

olgany Wdtential financial transaction, investment, material interest, activity, or affiliation on the
of any director, officer, or key employee, which might be contrary to the policy statement.

Annually, all Directors, officers, and employees whose duties require them to transact any
business, the nature of which might be contrary to the conflict of interest policy, are required to
complete a Conflict of Interest Disclosure Statement. The completed questionnaires were
reviewed with no discrepancies noted regarding conflicts of interest as reflected in the
Company’s 2010 Annual Statement response to General Interrogatories Question 17.

10
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Corporate Records

Bylaws and Articles of Organization

The bylaws and articles of organization and amendments thereto were examined as part of this
examination. Since the last examination the bylaws were amended and restated twice. On April

30, 2008 Article 3, Section 1 added the provision that each member shall serve as a director and

each director must be a member of the corporation. On April 20, 2010 the bylaws were amende

to eliminate the position of Chairman of the Board as an Officer of the Corporation g --
eliminate the requirement that the Corporation provide a copy of all amendments to the t
participating dentists within 30 days of their adoption. These changes and all prior chang®@ilffave
been properly disclosed to regulatory authorities. Based upon the reading of t aws, the
Company is operating substantially in compliance of the bylaws and in ac@ with the
purpose, functions and policies as set forth in the Articles of Organization 9

Board of Directors Minutes
Review of the minutes of the Board of Directors and commy *g]ace for the period under

examination indicated that all meetings were held in a ith the Company’s bylaws and
laws of the Commonwealth of Massachusetts. AQ the Board and committees were

ratified at each meeting either by vote or by cons\

Disaster Recovery and Business Continuityvo

The Company provides for the gon of management and operations in the event of a
catastrophe or national emerger‘ ordance with Massachusetts General Laws Chapter 175

Sections 180M-180Q). 0 ,

‘ AFFILIATED COMPANIES

The Comp
profit s
MG

fi

& ultimate contrelling entity in a hierarchy of numerous for-profit and not-for-
tes and affiliates; however, in that it was formed and continues to operate under
ttr 176E, it claims exemption per Section 14 of such statute from the requirement to
thé®holding company system annual registration statements (Forms A, B, C, and D) as
rwise required by Section 206C of MGL Chapter 175 and Regulation 211 CMR 7.00.

<

11



The corporate organization of which DSM was a member at December 31, 2010, is represented as follows:

DENTAL SERVICE OF MASSACHUSETTS, INC.

ORGANIZATION CHART

Dental Service of

Massachuseits, Inc.
NAIC Co. Code 32060

DSM Investments,
Inc.

DentaQuest Group, Inc.

DSM Insurance
Services, Inc,

DentaQuest Oral
Health Center, Inc.

De

ntaQuest Management, Inc.

]

o |

DQ Massachusetts
Business Trust

D‘
Co. Code 95713

Virginia, DentaQuest Mid-
c Atlantic, Ine.

|

DentaQuest of Florida,
Inc.

Tennessee, LL

DentaQuest Dental Plan

Wi T PentaQuest of
of Wisconsin, Inc.
NAIC Co. Code 95352 Maryland, LLC
I |
ntaQuest of Illinois, DentaQuest of Georgia, [ | DentaQuest IPA of New
LLC LLC York, LLC
| | |
Florida Dental DentaQuest of Arizona, DentaQuest of

Management Group

uest 0f New
_o 'k, LL.C

LLC

Kentucky, LLC

DentaQuest Solutions,
LLC

DentaQuest
Administrative Services,
LLC

DentaQuest of New
Jersey, LLC

DentaQuest of
Minnesota, LLC

12

DentaQuest of New
Mexico, LLC

NAIC Co. Code 52040
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DentaQuest Foundation, Inc., f’k/a Oral Health Foundation, Inc., and DentaQuest Institute, Inc.
f/k/a the Catalyst Institute, Inc., are not shown in the organizational chart because these two
entities are not consolidated with the Company even though the Company is the sole member of
each corporation; they are charity organizations which rely on the Company’s multi-million
dollar annual contributions for their continued operations,

Transactions and Agreements with Subsidiaries and Affiliates
Services Agreement \ ;

In 2002, the Company and DQV entered into a Services Agreement whereby the

receives management, general administrative, underwriting, claims, financial accounti d
other services from DQV in exchange for a monthly fee. On July 14, 2008 the
amended to reflect the new corporate entity, DentaQuest Ventures, LLC whi
part of the tax reorganization in 2006. In addition, the amendment chang
terms whereby DSM shall reimburse DQV for the actual cost of
information technologies, accounting, legal, cash management, h sources, professional
relations, credentialing of dentists, and regulatory filings and ance. DQV charges the
Company a fee equal to DQV’s cost plus a 7% margin for i executive and managerial
support overseeing the business services and the servicql¢'o managing facilities and office

the services of

space. DQV also charges the Company a fee equal to cOst plus a 15% margin for providing
the services of claims processing, enrollment, @gtuar®® and underwriting, billing, sales and
marketing and customer service.

e

Effective October 1, 2010, with the cons?t Company, DQV assigned all of its rights and
obligations under the Service Agregm s subsidiary DentaQuest, LLC (“DQ LLC”) and DQ
LLC agreed to assume and p of DQV’s duties and obligations under the Service

Agreement. The Service Ag was amended and restated and there were no changes to the

financial terms. %

Surplus Notes ‘&

In 2010 t@pany entered into three Surplus Note Agreements with the following
ntaQuest of Florida, Inc. (formerly Atlantic Dental, Inc.) for $4,200,000,

subsidiagi
Den@ irginia, Inc. for $550,000, and DentaQuest USA Insurance Company of Texas, Inc.
4

fop $4,M80,000. These agreements are in place in order for the Company to fund the statutory
&sit requirement for each of these subsidiaries.

FIDELITY BOND AND OTHER INSURANCE

The Company maintains fidelity coverage with an authorized insurer, consistent with Section 60
of MGL Chapter 175. The aggregate limit of the liability exceeds the minimum fidelity bond
amount recommended by the NAIC, The Company further protected its interests and property
with insurance covering other insurable interests, such as a crime policy that covers employee

13
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dishonesty and outside thefts. The Company also has in place numerous other insurance
coverages including “all risk” property coverage, managed care liability coverage, workers
compensation, and an umbrella policy.

PENSION AND INSURANCE PLANS

In accordance with the Services Agreement, the Company has no employees, therefore DSM
does not have employee pension and insurance plans. All pension and insurance plans are\
maintained by the Company’s affiliate DQ, LLC. Under the terms of the Services Agre

the Company paid its proportionate share of the pension and 401(k) benefit expense, é
sponsored by DQ, LLLC. During 2010, the Company’s share of the expense for these p

$1,127,160 for the discretionary retirement plan and $942,510 for the 401(k) pl addition,

the Company paid for its share of health, dental, short-term disability or tinuance
benefits, long-term disability, and life insurance options to all full a ed part-time
employees providing services to the Company. é

STATUTORY DEPOSIT S
DSM is licensed to transact business and I‘CStI'IC itings to businesses only in the

Commonwealth of Massachusetts. It does not ha\stat ry deposits with the Commonwealih.

INSURANCE PRODU D RELATED PRACTICES

| O
Territory and Plan of Operation &\

The Company’s Certifica uthority in Massachusetts was current and in force. The
Company writes cover. ided through a small network of independent agents. Although

Massachusetts, jigi cct provides coverage in numerous states through affiliated subsidiaries
operating t distinguishing identities under the group name of DentaQuest in other
jurisdicti

i& of Policyholders
E o im Settlement Practices

Procedures performed in conjunction with the claims testwork indicated that DSM investigated
and settled claims on a timely and equitable basis.

14
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REINSURANCE

The Company did not participate in any reinsurance programs in the period under examination.
DSM therefore retains the underwriting risk of ifs policies and is solely responsible to
policyholders and claimants for incurred losses, claims, claim adjustment expenses, and

underwriting expenses. !
SUBSEQUENT EVENTS o\
) merged with and ino

Effective January, 1, 2011 DentaQuest Ventures, LLC (“DQV, LLC”
DentaQuest, LL.C (“DQ, LLC”) in a statutory merger. DQ, LLC is the surviving le ity.
Pursuant to the merger, all of the assets and liabilities of DQV, LLC have been by DQ,

LIC. 9
ACCQOUNTS AND RECORDSsQ

ugh questionnaires, interviews

and through a review of the work performed by th pany’s independent Certified Public

The internal control structure was discussed with mana
Accountants, No material deficiencies were note i

The NAIC provides a questionnaire covep evaluation of controls in the IT systems
environment. The questionnaire was com y the Company and reviewed by the Division to
evaluate the adequacy of the IT & .¥In addition to the questionnaire, interviews with

Company staff were conduct ‘n er supplemental information and corroborate the
Company’s responses to the phnaire. A review was also made of the documentation
supporting Management anization Controls, Application Systems Development and
Maintenance Controls ing and Processing Controls, Logical and Physical Security
Controls, Continge ing Controls, Personal Computer, Local Area Network (LAN), Wide
Area Network ( nd Internet Controls. No material deficiencies were noted.

The Com ¢s an automated general ledger system. Trial balances were traced from the
genen\ and supporting documents to the 2010 Annual Statement. No discrepancies noted.

stooks and records of the Company are audited annually by PricewaterhouseCoopers, LLP,
pendent Certified Public Accountants, in accordance with 211 CMR 23.00.

15



DENTAL SERVICE OF MASSACHUSETTS, INC.,

FINANCIAL STATEMENTS

The following financial statements are presented on the basis of accounting practices prescribed
or permitted by the Division of Insurance of the Commonwealth of Massachuseits and the

= National Association of Insurance Commissioners as of December 31, 2010:

Statement of Assets, Liabilities, Capital and Surplus as of December 31, 2010 \*

Statement of Revenue and Expenses for the Year Ended December 31, 2010 o
Statement of Surplus for the year ended December 31, 2010 O

Reconciliation of Capital and Surplus for the three year period ended De@a! 1,2010

i6



Dental Service of Massachusetts, Inc.
Statement of Assets, Liabilities, Capital and Surplus
As of December 31, 2010

i ' Per Examination Per
Assets ' Company Changes Examination
Bonds $ 161,612,511  § 0 $ 161,612,511 \*
Preferred stocks 347,672 347,672
Common stocks 53,964,636 53,9
Cash, cash equivalents and short-term investments 34,684,246 34,6@
Receivables for securities 556,108 556,108
Aggregate write-ins for invested assets:

Investment in DentaQuest, Inc. (118,885,392) 0 18,885,392)
Surplus Note 4,000,000 4,000,000
Subtotals, cash and invested assets 136,279,781 136,279,781

Premiums and considerations:
Uncollected premiums and agents' balances

Investment income due and accrued 1,713,875 ‘Q 1,713,875

in course of collection 32, 334 32,856,334
Electronic data processing equipment and software \ 814,213 2,814,213
Receivables from parent, subsidiaries, and affiliates 1,637,154 1,637,154
Aggregate write-ins for other than invested assets: o

Other receivables and assets o 1,254,981 1,254,981
Management fee due from DentaQJuest & 4,500,000 4,500,000
$ 181,056,338 % 0 $ 181,056,338

Total Assets : 0

17



As of December 31, 2010

Dental Service of Massachusetts, Inc.
Statement of Assets, Liabilities, Capital and Surplus

Per Examination Per
Liabilities Company Changes Examination
N Claims unpaid $ 14,566,368 $ 0 $ 14,566,368
| Unpaid claims adjustment expenses 1,054,544
Aggregate health policy reserves 7,171,350
Premiums received in advance 6,487,160
General expenses due or accried 1,650,457
Amounts withheld or retained for the account of others 42,518,882 9,5 18,882
| Payable for securities 3,449,166 0 3,449,166
Aggregate write-ins for other liabilities: 9
Management fee due to DentaQuest 5,684,755 o 5,684,755
Other unapplied receipts 83,642 83,642
Care group reserves 571,398‘ 571,398
Payable to DentaQuest, LLC 1 56 1,205,299
Total Liabilities \8 3,021 84,443,021
_ Common capital stock 0
- Gross paid-in and contributed surplus o
i Unassigned funds (surplus) Py o 96,613,317 96,613,317
| Total capital and surplus & 96,613,317 0 96,613,317
$ 0 $181,056,338

Total Liabilities, Capital, and Sursl@ $ 181,056,338

QO
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Dental Service of Massachusetts, Inc,

Statement of Revenue and Expenses

As of December 31, 2010

Per Examination Per
Company Changes Examination

Net premium income $ 276,816,671 § 0 § 276,816,671
Hospital and medical: other professional services 211,237,433

Claim adjustment expenses 6,098,000

General administrative expenses 27,784,767

Total underwriting deductions 245,120,200

Net underwriting gain 31,696,471 6

Net investment income earned 6,964,378 o 6,964,378
Net realized capital gains 5,034,010 5,034,010
Net investment gain 11,998,388 11,998,388

- Aggregate write-in for other income or (expenses): go
10,

Charitable contributions 68@R00)

(10,685,000)

Total other income or (expenses) : 685,000)

(10,685,000)

Net income or (loss) after capital gains tax and o

before all other federal and foreign incomgta 33,009,859

33,009,859

Federal and foreign income taxes incm%& 0

$

0 § 33,009,859

Net Income (Loss) & | $ 33,009,859

QO
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Surplus, December 31, 2009

Net income (loss)

Change in net unrealized capital gains or (losses)
Change in non-admitted assets

Aggregate write-ins for gains or (losses) in surplus

Net change in surplus for the year

Surplus, December 31, 2010

-3 o

Dental Service of Massachusetts, Inc.
Statement of Surplus
For the Year Ended December 31, 2010

As Reported by Examination Per

the Company Changes Examination Note
$ 188,280,097 $ 0 S 188,280,097 o\s

33,009,859 33,00

(56,041,647) 11,106,205 2
(68,634,010) (11,106,205) 2
(982)
(91,666,780) a (91,666,780)
$ 96,613,317 0 § 96,613,317

\¢

>
o
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Dental Service of Massachusetts, Inc,
Reconciliation of Capital and Surplus
For the Three Year Period Ended December 31, 2010

2010 2009 2008
Capital and surplus as of December 31, prior year $ 188,280,097 §$ 147,912,722 % 153,890,06\*
Net income or (loss) 33,009,859 25,782,035
Change in net unrealized capital gains or (losses) * {44,935,442) 25,958,000 1401)
Change in non-admitted assets * (79,740,215) (11,373,310) (12,764,239)
Miscelianeous adjustment (982) 65
Non-Admitted Investment in DSM Investments (3,162,312)
Net change capital and surplus for the year (91,666,780) 375 (5,977,345)
Capital and surplus as of December 31, current year $ 96,613,31 88,280,097 $ 147,912,722

A
\ ¢
(o)

L/
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DENTAL SERVICE OF MASSACHUSETTS, INC.

NOTES TO FINANCIAL STATEMENT

Note 1:

Claims Unpaid $ 14,566,368
Unpaid Claims Adjustment Expenses $ 1,054,544 \*

The Company retained the services of Milliman, Inc., Consultants and Actuaries, to devel
Company’s year-end reserves and to provide the Actuarial Opinion on the reasonablenes
reserves carried by the Company as of December 31, 2010,

PricewaterhouseCoopers performed an independent actuarial review of the Co@% reserves
and the table below summarizes their reserve range estimates as of Decemb 0:

DSM — Claims Unpaid & Unpaid PwC - PwC -
Claims Adjustment Expenses Low Rang High Range
$15,620,912 $1 $15,850,836

As part of the examination, the Examiners revie\‘th eports and the Statement of Actuarial
Opinion issued by Milliman, Inc., and perform ey deemed appropriate, their own testwork
and evaluation of DSM’s reserve liabilg % of December 31, 2010, with payment
developments through September 30, Based on such reviews and testwork and with
reliance on the professional jud he Appointed Actuary in his Statement of Actuarial
Opinion as to the appropriatelk SM’s reserving methods and compliance with the
requirements of Massachuset , the Examiners concluded that the Claims Unpaid and the
Unpaid Claims Adjustme ses reported by DSM in its Annual Statement as of December
31, 2010, appear to onable and adequate to enable DSM to fulfill its contractual
obligations,

Note 2: xo
Gooc& uation

d g the Annual Audit performed by PwC it was noted that the Company used an incorrect

mber of months to calculate the goodwill amortization for two subsidiaries. This finding
resulted in a change between the change in Net Unrealized Capital Gains or (Losses) and the
Change in Non-Admitted Assets. This finding did not result in amending the Annual Statement
with the NAIC because there was no impact to surplus and the net change between the two lines
is zero. The examination team recommended that the Company make the change beginning with
the September 30, 2011 Quarterly Statement and the Company has complied with this
recommendation.
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DENTAL SERVICE OF MASSACHUSETTS, INC.

COMMENTS AND RECOMMENDATIONS

The Company is not in compliance with Massachusetts General Law, Chapter 176A, Section 16,
which requires approval of all investment purchases and sales either by the Board of Directors or
by the Finance and Investment Committee. It is recommended the Company enact the necessary

steps to comply with the statute. !

ACKNOWLEDGEMENT
Acknowledgment is made of the cooperation and courtesies extended Qofﬁcers and
employees of the Company to all the examiners during the course of the tion.
The assistance rendered by the following Massachusetts Divisi nsurance examiners who
participated in this examination is hereby acknowledged:

Carla Mallqu ger I

00

N
0\

ﬁl -

Kenneth Plumb, CE Arthur C. Hughés

Supervising Ex agai Examiner-In-Charge

Commonw: assachusetts Commonwealth of Massachusetts
Division rance Division of Insurance

<o

23





