








 
    

A 22-year BETA Healthcare Group 
veteran, Susan Bingham relishes 
the fact that insurance and solution 
are not at odds, and that “no” is not 
her team’s default response. “We’re 
problem solvers, and that’s one thing  
I truly enjoy about my job. Unlike 
most insurance companies, the BHG 
team works with its members and 
insureds to find ways to meet their 
coverage needs.”  

U N D E R W R I T I N G  &  C L I E N T  S E R V I C E S

While her experience in insurance 
drew Susan to BHG, it was her 
knowledge that the organization does 
what’s right that has kept her loyal 
year in and year out. “In business, 
politics and medicine — in so many 
areas of life — the bright line of ethical  
decisions, of what is right and what 
is wrong, has disappeared. But not at 
BHG. The fact that ethics drives our 
business is a market advantage that  
I know we’ll never jeopardize.”



 
    

The constant change pervading the 
industry was also a draw for Susan, 
who worked in the insurance field 
for seven years prior to joining BHG. 
Since launching her career, a host of 
new policy issues have arisen, some 
prompted by leading edge medical 
procedures, others by a changing 

an advocate for members and insureds

regulatory environment. Increasingly, 
as hospitals explore the delivery of 
new patient services — and possible 
new sources of revenue — Susan and 
BHG’s Underwriting team need to 
assess how those expanded offerings 
impact underwriting and coverage. 

A core part of Susan’s job is working 
with both current and new members 
on pricing coverages, issuing 
coverage contracts, amendments, 
certificates, and more. It’s up to 
Susan and her team to analyze and 
resolve coverage issues, and ensure 
that policies accurately reflect stated 
areas of coverage. When policy-
related questions arise, Susan is the 
go-to contact for obtaining more 
information and insight. 

As a way to stay ahead of key 
issues, Susan earned a Registered 
Professional Liability Underwriter 
(RPLU) designation in 2009 after 

ADVANTAGE :  Underwr i t ing

In 2009, BETA Healthcare Group’s Underwriting 
team posted significant milestones, including:

•	 97% retention of written contributions in 
BETA; 90% of written HealthPro premiums.

•	 Secured more than $2.5 million in new 	
business in BETA and HealthPro.

•	 Improved HealthPro’s loss and ALAE ratio 	
by 15 percentage points since 2007.

•	 Provided members with a suite of tools 	
for easy, secure self-service web access 	
to key coverage documents.

completing a rigorous, multi-year 
course of study — further testament 
to her professional dedication. “I’m 
a life-long learner. Exploring new 
issues relating to medical malpractice 
helps make me a better advocate for 
our members and insureds.”

A champion of the underdog (literally, 
in this case), Susan hopes to start 
a shelter for dogs and cats one 
day. “There would have to be onsite 
healthcare — I want to make sure 
comfort, health and safety are never 
compromised.” Lucky for BHG, for 
now Susan enjoys playing with her 
two cats and watching the ducks on 
weekend walks near her home.



L E T T E R  f rom the  C E O / C H A I R

Advantage BHG! Having a competitive advantage is 
key to success in business. At BETA Healthcare Group, 
our success has been driven by several advantages 
including our organizational and governance structures, 
high-quality services, affinity nature of our programs, 
and the expertise and commitment of our staff. BHG has 
grown and prospered because of these advantages, and 
we promise to remain focused on our core businesses as 
we confront yet again another soft market, keeping rates 
as low as reasonably possible and not trying to secure 
new business at inadequate prices.

So, where do we go from here? The frequency of 
healthcare professional liability claims appears to have 
stabilized at historic lows. Our investment portfolio has 
improved greatly but reinvestment rates remain low. 
Contributions have decreased for three straight years. 
Risk management (packaged more effectively as patient 
safety) has been embraced like never before, but the 
severity of large claims continues its upward spiral. We 
are several years into another soft market characterized 
by decreasing rates, more competition, less focus on 
the bottom line and more on the top; yet, fortunately, 
we have not reached a tipping point where actuarial 
science and underwriting are replaced by marketing 
mandates for growth. But if the soft market continues for 
another year or two, will the end result be any different 
this time around?

The good news is the naïve capital that in prior cycles 
offered unsustainable premiums for the benefit of 
short-lived marketing staffs has not surfaced. Reinsurers, 
the insurers of insurers, are holding firm with reasonable 
rates and still have vivid memories of the wounds in-
flicted by primary medical malpractice insurers less than 
ten years ago. Insurance companies and self-insureds 
have increased their retentions in light of improved data, 
more thorough analysis, expanded surplus positions and 
better focused and effective risk management initiatives. 
Releases of claim reserves deemed actuarially redundant 
have helped drive the results of the medical malpractice 
insurance sector from the worst to the best in five years. 

BHG and its members were the beneficiaries of out-
standing results in 2009. The Combined Statement of 
Operations reported $89.4 million, up $7.7 million or 
9.4% from 2008. Even though net contributions/premi-
ums declined by 6.8% to $79.9 million, primarily because 
of rate decreases, net investment income skyrocketed 
by 272% to $19.5 million. Significant positive operat-
ing results and a claim reserve release of $30.5 million 
produced net income from operations of $31.9 million. 
Based on these solid results, the BETA Council approved 
a $15 million dividend, and the fund balance grew to 
$151 million, up 24%. This amount includes $9.8 million 
of unrealized gains on investments.

Assets at December 31, 2009, totaled $453.9 million up 
10% over 2008. Using five investment managers, BHG’s 
investable assets of $378.5 million are broadly diversi-
fied in the fixed income markets with a minor equity 
component of $6.7 million invested by Health Providers 
Insurance Reciprocal, RRG. The BHG portfolio does not 
contain any leveraged investments and there were no 
additional impaired assets during 2009.

BHG’s investment portfolio closed 2009 with an annual 
return of 6.68%, a yield to maturity of 5.65%, and a dura-
tion of 3.68 years. Over 95% of the BHG $362.7 million 
fixed income investment portfolio is rated “A” or better 
with 77% rated “AA” or better. All securities with maturi-
ties of greater than five years and/or rated below “A” are 
reviewed by the BETA Council at each quarterly meeting.

A. M. Best reconfirmed BHG’s rating for the thirteenth 
year in a row at “A-” (Excellent) with a “stable” outlook 
stating, “The rating reflects BETA Healthcare Group’s 
sound risk-adjusted capitalization, favorable operating 
profitability and conservative loss reserve philosophy” 
and adding “[t]he outlook takes into account BETA’s 
tax-exempt status and very high member retention from 
its high-quality claims and risk management services, 
stable rates, and retroactive credit/member dividends.”  
A. M. Best also raised BHG’s Financial Size Class to VIII.

To m  Wa n d e r ,  C h i e f  E x e c u t i v e  O f f i c e r   ( l e f t )  

s a m  w.  D o w n i n g ,  C h a i r m a n



For the year, the BETA pool opened 895 claims, closed 
881, and had 974 open claims at year end, all record 
highs. Eighty-two percent of the 765 healthcare profes-
sional liability (HPL) claims were closed with no indemnity 
payments down from 85% in 2008. These claims cost 
BETA $6.3 million in defense expenses, an average of 
$10,048 per claim, 11% more than in 2008. Of the 140 
HPL claims closed with an indemnity payment, the 
average total cost was $254,013, consisting of $198,933 
in indemnity expense and $55,080 in defense costs, 
which is a 4% decrease over 2008 average indemnity 
payments, but a 23% increase in defense costs. Overall, 
defense expenses represented 37% of all claim costs.

While large HPL claims ($1 million and higher) continue 
to represent only 1% of the total closed claims, they rep-
resented 44% of total incurred HPL claims costs, down 
from 60% in 2008. The five large claims closed in 2009 
averaged $3.3 million in incurred costs, with indemnity 
costs representing 96% of the total, an increase from 
93% in 2008. 

improved data, more thorough analysis,  
expanded surplus positions and better focused  

and effective risk management initiatives

Total incurred costs for the 56 directors and officers’ 
liability closed claims were $6,036,556, for an average of 
$107,796 per claim. Defense costs represented 64% of 
total incurred costs. There were 60 auto claims closed at 
an average cost of $3,375.

In 2009, HealthPro closed 124 claims at a cost of 
$13,775,368, 75% of which was indemnity payments. 
Ninety-two percent of all HealthPro claims closed 
without indemnity, but had average defense expenses 
of $29,774. Five large claims represented 40% of the total 
claims cost, 48% of total indemnity paid and 14% of total 
defense costs. HealthPro closed over 82% of its claims 
without an indemnity payment.

The reinsurance program protecting BHG and its 
members/insureds continues to perform well, with an 
incurred loss ratio of 21% for the period July 1, 2004 
through December 31, 2009.  Through a well-diversified 
reinsurance program consisting of highly rated interna-
tional reinsurers, both BETA and HealthPro are able to 
retain appropriate levels of risk while securing special 
coverages and offering optional higher limits to our 
members and insureds.

Risk management enhancements took center stage in 
2009 with a variety of activities. BHG continued working 
with Advanced Practice Strategies (APS), encouraging its 
members to use its online perinatal education modules. 
Paying 50% of the two-year licensing, BHG assisted its 

members by increasing the competency of over 1,200 
labor and delivery clinicians at 29 hospitals. BHG also 
commenced a program in conjunction with APS focus-
ing on decreasing risk in obstetrics through 15 monthly 
webinars and we completed over 40 Medication Safety 
Assessments in conjunction with Dan Ross, Pharm.D. 
Updated model medical staff bylaws were also prepared 
for district and nonprofit members. 

BETA’s #1 risk management program made substantial 
strides in 2009. The Obstetrical Initiative moved forward 
with five members earning a 5% discount on their July 1, 
2009 renewal contribution by attaining 100% compli-
ance in meeting three criteria:

•	 Fetal monitoring interpretation competency 	
for all perinatal professional staff and physicians,

•	 Use of current NICHD nomenclature, 

•	 Multidisciplinary fetal monitor strip review.

The Obstetrical Initiative will be offered again in 2010 
with the hopes of growing the number of those  
achieving compliance and savings!

A special thanks to Terry Bonecutter (former CEO of 
QueensCare) and Mark O’Connor (former board member 
at El Camino Hospital) who retired recently after years 
of service to BETA Healthcare Group. Terry served as 
the first nonprofit member representative on the BETA 
Council joining in 2001. Mark served as a Vice Chairman 
of BETAlliance Insurance Services, the attorney-in-fact 
for HealthPro, since 1999 and on the BETA Council since 
2007.  Their expertise, insight, humor and friendship will 
be missed greatly.

And very importantly, BHG welcomes the following new 
member facilities and medical groups which joined BETA 
or HealthPro in 2009:

1.  Central Valley Hospitalists 

2.  Culver Emergency Medical Group 

3.  Los Gatos Community Hospital 

4.  Pathways Home Health & Hospice 

5.  Restorative Healing Group 

6.  San Diego Blood Bank 

7.  USC University Hospital and Norris Cancer Hospital 

8.  ValleyCare Health System 

BETA Healthcare Group has continued to use its com-
petitive advantages for the benefit of all its members 
and insureds. Thank you for working with us to reduce 
risk, improve patient outcomes and reduce liability costs 
for California healthcare providers.



To the BETA Council 

BETA Healthcare Group 

Alamo, California

We have audited the accompanying combined balance sheets of BETA Healthcare 
Group as of December 31, 2009 and 2008, and the related combined statements of 
operations and changes in fund balance and cash flows for the years then ended. 
These financial statements are the responsibility of the Group’s management. Our 
responsibility is to express an opinion on these financial statements based on our 
audits. 

We conducted our audits in accordance with generally accepted auditing standards in 
the United States of America and the State Controller’s Minimum Audit Requirements 
for California Special Districts. Those standards require that we plan and perform 
the audits to obtain reasonable assurance about whether the financial statements are 
free of material misstatement. An audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial statements. An audit also 
includes assessing the accounting principles used and significant estimates made  
by management, as well as evaluating the overall financial statement presentation. 
We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all 
material respects, the financial position of BETA Healthcare Group as of December 
31, 2009 and 2008, and the results of its operations and its cash flows for the years 
then ended in conformity with accounting principles generally accepted in the United 
States of America, as well as accounting systems prescribed by the State Controller’s 
Office and state regulations governing special districts.

BETA Healthcare Group has not presented Management’s Discussion and Analysis 
that accounting principles generally accepted in the United States of America has 
determined is necessary to supplement, although not required to be part of the basic 
financial statements.

Glendale,  California  
March 23,  2010
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BETA HEALTHCARE GROUP   

Combined Balance Sheets 	

As of December 31, 2009 and 2008

				 

Assets	 2009	 2008
Cash and investments:
	 Cash and cash equivalents 	 $   15,379,342	 $   22,495,597
	 Investments in marketable securities	 363,153,149	 315,927,255 
	 	 Total cash and investments 	 378,532,491	 338,422,852

Member contributions receivable 	 28,096,090	 30,341,165
Reinsurance recoverable on paid losses 	 291,782	 514,329
Prepaid reinsurance premiums 	 4,751,815	 4,963,372
Accrued investment income 	 3,317,696	 2,908,298
Reinsurance recoverable on unpaid losses 	 35,313,127	 33,214,174
Property and equipment, net of accumulated depreciation 	 2,416,768	 1,591,750
Deferred tax asset, net 	 686,579	 354,619
Other assets	 484,150	 470,276 
	 	 Total assets 	 $ 453,890,498	 $ 412,780,835

Liabilities and Fund Balance
Liabilities:
	 Reserves for loss and loss adjustment expenses 	 $ 251,050,158	 $238,983,867
	 Reserve for loss control programs 	 509,801	 477,968
	 Dividends to members 	 7,338,358	 6,346,984	
	 Unearned member contributions 	 37,554,619	 38,734,869
	 Reinsurance premiums payable 	 3,787,041	 2,038,063
	 Unearned reinsurance commissions 	 1,146,191	 1,210,191
	 Accounts payable and accrued liabilities 	 1,462,888	 2,886,198
	 Federal income taxes payable	 17,737	 241,777 
	 	 Total liabilities 	 302,866,793	 290,919,917

Fund balance:
	 Designated for member dividends 	 20,000,000	 10,000,000
	 Undesignated fund balance 	 131,023,705	 111,860,918
	 	 Total fund balance 	 151,023,705	 121,860,918
	 	 		 Total liabilities and fund balance 	 $453,890,498	 $ 412,780,835

See accompanying notes to combined financial statements.
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BETA HEALTHCARE GROUP   

Combined Statements of Operations and Changes in Fund Balance 	

For the Years Ended December 31, 2009 and 2008

				 

	 2009	 2008
Revenues:
	 Member contributions earned 	 $   79,890,600 $    85,690,229
	 Member contributions ceded 	 (10,252,540) 	 (9,469,406)
	 	 Net member contributions earned 	 69,638,060  	 76,220,823
	 Net investment income 	 19,453,692 	 5,233,718
	 Other income 	 343,053 269,157
	 	 	 	 Total revenues 	 89,434,805 81,723,698

Expenses:
	 Losses and loss adjustment expenses, net 	 47,523,199 33,662,491
	 Operating expenses 	 10,802,144 	 10,665,266
	 	 	 Total expenses 	 58,325,343 44,327,757
				    Net income from operations 	 31,109,462 37,395,941

Other changes in fund balance:
	 Member surplus funds contributed 	 1,500 2,000
	 Change in net unrealized gains on investments 	 4,051,825 	 75,419
	 Member dividends 	 (6,000,000)	 (5,000,000)
	 	 	 Change in fund balance 	 29,162,787 	 32,473,360

Fund balance, at beginning of year 	 121,860,918 89,387,558
Fund balance, at end of year 	 $151,023,705 $121,860,918

See accompanying notes to combined financial statements.

 
2009 BETA Healthcare Group Financial Report

14



BETA HEALTHCARE GROUP   

Combined Statements of Cash Flows 	

For the Years Ended December 31, 2009 and 2008

				 

Cash flows from operating activities:	 2009	 2008
	 Underwriting activities:
	 	 Contributions collected 	 $    75,946,799 	 $    81,444,512 	
	 	 Reinsurance premiums paid 	   (7,928,505)	 (8,562,275)
	 	 Loss and loss adjustment expenses paid 	 (37,333,314)	 (48,143,989)
	 	 Operating expenses paid 	 (12,269,583)	 (11,746,653)
	 	 	 Net cash provided by underwriting activities 	 18,415,397 	 12,991,595
	 	 Investment income, net 	 14,240,278 	 14,949,401
	 	 Other income, net 	 343,053 	 269,157
	 	 Income taxes (paid) recovered 	 (556,000)	 18,754
	 	 	 Net cash provided by operating activities 	 32,442,728 	 28,228,907

Cash flows from investing activities:
	 Payments for purchase of investments 	 (346,722,267)	 (275,940,637)	
	 Proceeds from sales and maturities of investments 	 308,352,214 	 253,964,075
	 Payments for purchase of property 	 (1,216,480)	 (266,482)
	 Proceeds from sales of property 	 26,050 	 700
	 	 Net cash used in investing activities 	 (39,560,483)	 (22,242,344)

Cash flows from financing activities and other sources:
	 Contributed capital 	 1,500 	 2,000
	 	 Net cash provided by financing activities 	 1,500 	 2,000
 
Net (decrease) increase in cash and cash equivalents 	 (7,116,255)	 5,988,563  

Cash and cash equivalents, beginning of year	 22,495,597 	 16,507,034  
Cash and cash equivalents, end of year	  $    15,379,342 	 $    22,495,597

See accompanying notes to combined financial statements.
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1. Organization and Nature of Operations

Organization

BETA Healthcare Group (BHG) consists of BETA Healthcare Group Risk Management Authority (BETA) and Health Providers 
Insurance Reciprocal, a Risk Retention Group (HealthPro RRG). 

BETA is a joint powers authority formed pursuant to the Government Code of the State of California. Founded in 1979 as 
an alternative to commercial malpractice insurance, BETA is a group self-insurance program providing liability coverage to 
city, county, district and nonprofit hospitals and healthcare facilities in California. As a joint powers authority, BETA is not 
subject to the State of California insurance laws. As a result, BETA does not pay state premium taxes and its operations are 
not reviewed by the State of California Insurance Commissioner.

BETA is managed by the BETA Council which is a board of thirteen representatives, twelve of whom are elected by pro-
gram members. 

HealthPro RRG was incorporated and licensed in the State of Hawaii in 1994. Under the terms of its Certificate of Author-
ity, HealthPro RRG provides professional liability coverage for medical groups in California and excess liability coverage 
to BETA. BETAlliance Insurance Services (BAIS), a California nonprofit mutual benefit corporation, of which BETA was the 
founding member, serves as HealthPro RRG’s sponsor and attorney-in-fact. BETA provides marketing and administrative 
services to BAIS through a service agreement which is approved by the BETA Council and BAIS Board of Directors. 

BAIS is managed by a Board of Directors representing eight member organizations of HealthPro RRG. HealthPro RRG over-
sees BAIS, its attorney-in-fact, through a three-member Subscribers’ Advisory Committee.

As a reciprocal risk retention captive insurance company, HealthPro RRG is subject to the State of Hawaii insurance laws. 
Accordingly, the State of Hawaii Insurance Commissioner reviews its operations. 

Nature of Operations

Through its group self-insurance program, BETA provides professional, general, directors and officers, and employment 
practices liability coverage and automobile liability and physical damage coverage. With a variety of deductible options, 
BETA offers up to $40 million of liability limits for professional, general and automobile coverage. Limits for directors and 
officers, and employment practices liability coverage are offered up to $10 million.

BETA has reinsurance agreements with HealthPro RRG and a number of highly rated domestic and international reinsurers. 
Through these agreements, BETA cedes 100% of professional, general, directors and officers, and employment practices 
liability coverage in excess of $3 million per occurrence; and 100% of automobile liability and physical damage coverage in 
excess of $500,000 per claim. 

HealthPro RRG provides physician and surgeon’s liability coverage with limits up to $2 million each occurrence and $4 mil-
lion in the aggregate. Amounts in excess of $1 million per occurrence and $3 million in the aggregate are reinsured. 

As part of the reinsurance agreements HealthPro RRG reinsures BETA for 5% of the $7 million per occurrence in excess of 
$3 million per occurrence layer for professional, general, directors and officers, employment practices and automobile 
liability coverage. 
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BETA HEALTHCARE GROUP   

Notes to Combined Financial Statements	

December 31, 2009 and 2008



2. Summary of Significant Accounting Policies 

Basis of Presentation

The accompanying combined financial statements were prepared in accordance with accounting principles generally ac-
cepted in the United States (GAAP) under the standards promulgated by the Governmental Accounting Standards Board 
(GASB) and reflect a flow of economic resource management focus, using the accrual basis of accounting. Revenues are 
recognized when earned and expenses are recognized when the related liability is incurred, regardless of the timing of 
related cash flows. 

These financial statements are presented in accordance with Financial Accounting Standards Board (FASB) Statement No. 
60, Accounting and Reporting by Insurance Enterprises, and related pronouncements. These financial statements are not 
intended to present financial position, results of operations or cash flows in conformity with GASB Statement No. 10,  
Accounting and Financial Reporting for Risk Financing and Related Insurance Issues, as amended. Some of the more significant 
differences between FASB Statement No. 60 and GASB Statement No. 10 are as follows: 

• 	 Ceded reserves recoverable from reinsurers for losses and loss adjustment expenses are reported as assets  
rather than as reductions to the related liabilities for direct losses and loss adjustment expenses. 

• 	 Supplementary information regarding premium and loss data is not provided.

BHG has elected to apply the provisions of all relevant pronouncements of the FASB, including those issued after  
November 30, 1989, that do not conflict with or contradict GASB pronouncements.

Operating Revenues and Expenses

Management considers all functions typical of a property and liability insurance entity including marketing, underwriting, 
billing and collecting premiums (member contributions), investing and managing assets, investigating and settling claims 
made under policies, and paying expenses associated with these functions to be operating revenues and expenses. 

Under GASB 31, Accounting and Financial Reporting for Certain Investments and for External Investment Pools, realized and 
unrealized gains and losses on investments are required to be presented together as the net change in fair value of invest-
ments. Typical of an insurance entity, management considers realized gains and losses on investments as an important 
element in setting premium as well as determining the availability of resources to settle policy related obligations. 
Accordingly, realized gains and losses are included in operating revenues in the accompanying combined statements of 
operations as a component of investment income. Unrealized gains and losses are considered non-operating revenues 
and presented as part of the other changes in fund balance. 

Cash and Cash Equivalents

Cash and cash equivalents consist of money market accounts, cash on hand, cash on deposit with banks, and demand 
deposits, all having original maturities of three months or less.

Investment Securities

Investments in marketable debt and equity securities are reported at estimated fair value in the combined balance sheets. 
Investment income or loss (including realized gains and losses on investments, and interest and dividends) is included 
in net investment income in the combined statements of operations. Unrealized gains and losses on investments are 
included in other changes in fund balance.

BHG has separately established investment policies for BETA and HealthPro RRG. Under these investment policies, all 
investments must be rated by nationally recognized securities rating services and carry a rating of not less than Standard 
and Poor’s BBB or its equivalent at time of acquisition. 
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 Property and Equipment

Property and equipment are stated at cost, less accumulated depreciation. Depreciation is recorded using the straight-line 
method over the estimated useful life of the asset. Buildings are depreciated over 40 years; building improvements are 
depreciated over 10 years; automobiles, furniture and equipment are depreciated over 5 years; and management informa-
tion systems are depreciated over 3 years. When assets are sold or abandoned, the cost and related accumulated deprecia-
tion are removed from the accounts and the resulting gain or loss is recognized.

 Losses and Loss Adjustment Expenses

The reserve for losses and loss adjustment expenses is an estimate of the future liability BHG has for reported and unre-
ported losses and loss adjustment expenses.

The reserve for losses and loss adjustment expenses has two components – an estimated reserve for reported losses and 
related expenses and an estimated reserve for incurred but not reported (IBNR) losses and expected expenses. The reserve 
for reported losses and loss adjustment expenses is determined on an individual claim basis by BETA’s claims represen-
tatives. The reserve for IBNR losses and loss adjustment expenses has been actuarially determined by an independent 
consulting actuary using the expected loss ratio method. Projected losses are not discounted and the reserve includes 
amounts expected to be paid for legal fees and other expenses associated with negotiating and settling claims. 

Contributions

Contributions are made by BHG’s members at a level necessary to provide for the payment of losses and loss adjust-
ment expenses expected to be incurred by the members, and the administrative expenses of operating BHG. Contribu-
tion requirements are allocated to the members based on various exposure criteria, such as number of beds, surgeries 
performed and emergency room visits, individual loss experience, member location, limits purchased and deductible 
selected. 

Reinsurance

Reinsurance premiums, losses and loss adjustment expenses are accounted for on a basis consistent with that used in ac-
counting for the original policies issued. Treaty reinsurance agreements include provisions for ceding commissions which 
are accrued over the policy period and netted against operating expenses. For the years ended December 31, 2009 and 
2008, BHG recorded ceding commissions of $1,719,289 and $1,662,315, respectively.

Certain reinsurance agreements between BHG and Employers Reinsurance Corporation (ERC) include contingent profit 
sharing provisions. The amount is based on historical profits realized by ERC throughout the specific coverage period. 

Income Taxes 

As a joint powers authority, BETA’s income is exempt from federal and state income taxes under Section 115 of the Internal 
Revenue Code.

HealthPro RRG uses the asset and liability method for calculating income taxes, including recognition of deferred tax assets 
and liabilities for the anticipated future tax consequences attributable to differences between financial statement amounts 
and their respective tax bases.

Fund Balance

Management, with the approval of its board, designates a portion of its unreserved fund balance as available for  
member dividends until such time as member dividends can be reasonably estimated. Member dividends are  
expressed and recorded as a liability using an estimate of the amount to be paid in the next fiscal period.
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Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States 
requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and 
disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues 
and expenses during the reporting period. Actual results could differ from those estimates.

Principles of Combination

The combined financial statements include the accounts of BETA and its blended component unit HealthPro RRG which 
together are under common management and control. All intercompany balances and transactions have been eliminated 
in the combined financial statements. HealthPro RRG issues separate financial statements prepared in conformity with 
accounting practices prescribed and permitted by the State of Hawaii Insurance Division (Statutory Basis), copies of which 
may be obtained from BHG. 

Reclassifications

Certain amounts from the prior year have been reclassified to conform to the current year presentation. Such reclassifica-
tions had no effect on the fund balance or the change in fund balance previously reported.

3. Investment Securities

Unrealized gains and losses on investments in marketable securities are reported directly as a separate component of the 
total fund balance and do not affect operations. The gross unrealized gains and losses on, and the cost and fair value of, 
those investments as of December 31, 2009 and 2008 are summarized as follows:

	
2009	 Cost 	 Gross Unrealized Gains	 Gross Unrealized Losses	 Estimated Fair Value

U.S. Treasury	 $    54,755,469	 $       935,068	 $ (1,250,136)	 $   54,440,401
U.S. Government agencies	 152,079,012	 5,330,475	 (1,233,623)	 156,175,864
Corporate bonds	 95,632,167	 4,725,441	 (191,203)	 100,166,405
Asset-backed securities	 44,714,771	 1,143,102	 (227,092)	 45,630,781
	 Total debt securities	 347,181,419	 12,134,086	 (2,902,054)	 356,413,451
Equity securities	 6,198,202	 740,913	 (199,417)	 6,739,698
   	 	 Totals	 $353,379,621	 $12,874,999	 $(3,101,471)	 $363,153,149

 
2008	 Cost 	 Gross Unrealized Gains	 Gross Unrealized Losses	 Estimated Fair Value

U.S. Treasury	 $    43,757,122	 $    5,022,951	 $       (21,041)	 $   48,759,032
U.S. Government agencies	 111,651,444	 5,592,204	  (55,466)	  117,188,182 
Corporate bonds	 90,771,317 	 1,421,720	  (2,651,545)	 89,541,492 
Asset-backed securities	 58,115,503 	 276,611 	  (3,307,280)	 55,084,834 
	 Total debt securities	  304,295,386 	 12,313,486 	 (6,035,332)	  310,573,540 
Equity securities	 5,910,166	 335,719	 (892,170)	 5,353,715
	 	 Totals	 $310,205,552	 $12,649,205	 $(6,927,502)	 $315,927,255

In general, the longer the maturity of an investment, the greater the risk to changes in market interest rates.  
The estimated fair values of debt securities at December 31, 2009 and 2008, by remaining contractual maturity,  
are shown below. Actual maturities will differ from contractual maturities because borrowers may have the right  
to call or prepay obligations with or without call or prepayment penalties or because BHG may not hold the  
securities until maturity.
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	 Contractual Maturity 2009 (In Years)

	 Less Than 1	 1 – 5	 5 – 10	 More Than 10

U.S. Treasury	 $         –	 $      5,745,166	 $    48,695,235	 $         –
U.S. Government agencies	 3,584,755	 50,876,326	 53,140,930	 48,573,853
Corporate bonds	 1,653,334	 88,883,321	 8,824,482	 805,268
Asset-backed securities	 1,830,670	 26,260,504	 5,797,063	 11,742,544
      Totals	 $7,068,759	 $171,765,317	 $116,457,710	 $61,121,665
	 	 	 	 	

	 Contractual Maturity 2008 (In Years)

	 Less Than 1	 1 – 5	 5 – 10	 More Than 10

U.S. Treasury	 $    1,840,252	 $      4,845,332	  $ 41,638,705	 $       434,673
U.S. Government agencies	 3,231,360	 43,935,576	 43,225,374	 26,795,872
Corporate bonds	 7,450,906	 73,453,680	 7,889,906	 746,999
Asset-backed securities	 452,630	 14,530,800	 6,056,299	 34,045,176
      Totals	 $12,975,148	 $136,765,388	 $98,810,284	 $62,022,720
	 	 	 	 	 	 	 	 	 	 	

The credit risk associated with debt securities and cash equivalents as measured by their Standard and Poor’s rating 
or equivalent as of December 31, 2009 and 2008 is as follows:

	 2009	 2008

AAA	 $241,373,663	 $242,588,195
AA	 38,861,719	 28,550,679
A	 67,097,367	 41,196,338
BBB	 12,732,587	 13,647,311
BB/CAA	 2,595,101	 1,619,570
      Totals	 $362,660,437	 $327,602,093

The proceeds from the sale of marketable securities for the years ended December 31, 2009 and 2008 were $308,352,212 
and $253,964,075, respectively. The gross realized gains and gross realized losses on those securities sold for the years 
ended December 31, 2009 and 2008 were $11,149,865 and $(5,617,420), and $7,124,781 and $(6,088,737) respectively.

Major categories of BHG’s net investment income are summarized as follows:

	 2009	 2008

Income:
	 Fixed income securities	 $14,626,406 	 $14,935,505
	 Equity securities	 114,730 	 171,934
	 Other investments and cash	 41,904 	 262,304
	 	 Total investment income	 14,783,040 	 15,369,743
Change in fair value of investments:	
	 Realized capital gains 	 5,532,446 	 1,036,044
	 Impairment loss	 – 	 (10,314,090)
	 Unrealized capital gains 	 4,051,825 	 75,419
	 	 Net increase (decrease) in fair value of investments	 9,584,271 	 (9,202,627)
	 Investment expenses	 (861,794)	 (857,979)
	 	 	 Net investment income including unrealized gains and losses	 $23,505,517 	 $ 5,309,137

 
2009 BETA Healthcare Group Financial Report 
 

20



4. Property and Equipment 

Property and equipment at December 31, 2009 and 2008 consist of the following:

	 2009	 2008

	 Land	 $      274,500 	 $     274,500
	 Building and improvements	 2,140,402 	 2,232,461
	 Furniture and equipment	 489,502 	 410,635
	 Management information systems	 1,475,290 	 1,271,596
	 Automobiles	 86,359 	 82,965
	      Total property and equipment	 4,466,053 	 4,272,157
	 Accumulated depreciation	 (2,049,286)	 (2,680,407)
	      Property and equipment, net	 $ 2,416,767 	 $ 1,591,750

Depreciation expense amounted to $337,484 and $293,857 for the years ended December 31, 2009 and 2008, respectively.

5. Commitments and Contingencies 

In the normal course of business, BHG is exposed to legal action. Based on the advice of counsel, management believes 
that, while the outcome of litigation cannot be determined with certainty, there are no current or outstanding matters 
that would materially affect BHG’s financial condition or results of operations.

BHG leases office space, office equipment and automobiles which expire through 2012. Minimum rental commitments 
under the various leases are as follows:

	YEAR ENDED DECEMBER 31	

	 2010	 $331,813
	 2011	 215,573
	 2012	 29,978
	 Thereafter	 –   
	 	 $577,364

 
Rent expense was $327,564 and $342,555 in 2009 and 2008, respectively. 

6. Liability for Losses and Loss Adjustment Expenses 

The reserve for losses and loss adjustment expenses at December 31, 2009 and 2008, consists of the following  
(in thousands):

	 2009	 2008

Reserve for:	 	 	 	 	 	
	 Reported losses and loss adjustment expenses	 $    75,636	 $    70,519
	  Incurred but not reported claims and claim expenses	 175,414	 168,465
	 	 Total reserve for losses and loss adjustment expenses	 $251,050	 $238,984
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The following tables provide a reconciliation of the beginning and ending reserve balances for losses and loss adjustment 
expenses for 2009 and 2008 (in thousands):

	 2009	 2008

Reserves for losses and LAE, gross of reinsurance recoverables, at beginning of year	 $238,984 	 $264,467
Reinsurance recoverables	 (33,214)	 (44,730)
Net balance, at beginning of year	 205,770 	 219,737
	 	 	 	 	 	
Add provision for claims, net of reinsurance, occurring in:	 	 	
	 Current year	 77,677 	 76,467
	 Prior years	 (30,154)	 (42,805)
	 	 Net incurred losses during current year	 47,523 	 33,662
	 	 	 	 	 	
Deduct payment for claims, net of reinsurance, occurring in:	 	 	 	
	 Current year	 (8,895)	 (8,666)
	 Prior years	 (28,661)	 (38,963)
	 	 Net claims payments during the current year	 (37,556)	 (47,629)
	 	 	 	 	 	
Reserves for losses and LAE, net of reinsurance recoverables, at end of year	 215,737 	 205,770
Reinsurance recoverable for losses and LAE,  at end of year	 35,313 	 33,214
Reserves for losses and LAE, gross of reinsurance recoverables, at end of year	 $251,050 	 $238,984

Total incurred losses and loss adjustment expenses include incurred and paid unallocated loss adjustment expenses of 
$6,342,860 and $6,191,541 for the years ended December 31, 2009 and 2008, respectively.

During the year ended December 31, 2009, previously reported loss and loss adjustment expense reserves were reduced by 
$33,409,348 before consideration of anticipated reinsurance recoveries. These revisions result from changes in estimates of 
insured events in prior years and changes taking place in the course of investigation and legal discovery of claims and suits.

7. Reserve for Loss Control Program 

A loss control program was established in 1992 for BETA and in 2008 for HealthPro RRG to help members reduce losses, 
to fund educational programs, and to fund other projects relating to risk management. Loss control program credits ap-
proved are recorded in the combined statements of operations.

The following reflects activity in the reserve for loss control programs during the years ended December 31, 2009 and 2008:

	 2009	 2008

	 Balance at beginning of year	 $  477,968 	 $  418,049
	 Credits approved	 598,922 	 522,156
	 Credits used	 (567,089)	 (462,237)
	 Balance at end of year	 $ 509,801 	 $ 477,968

8. Dividends Payable to Members and Member Dividends 

As a result of positive operating results and favorable loss development in prior years, BETA has dividends payable to 
members of $7,338,358 as of December 31, 2009 and $6,346,984 as of December 31, 2008. Members with positive claim 
experience are eligible for this dividend upon renewal and receive the dividend over their coverage period, which begins 
on July 1.

Member dividends used, in lieu of cash contributions, are recorded as member contributions in the combined statements 
of operations. BETA recorded member dividends to be used in the next contract period of $6,000,000 and $5,000,000 for 
the years ended December 31, 2009 and 2008, respectively. In addition, BETA designated an additional $10,000,000 to be 
used in future contract periods.
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9. Income Taxes 

Total income tax expense for the year ended December 31, 2009 and 2008 was allocated as follows:

	 2009	 2008

	 Current tax expense	 $331,960 	 $273,022
	 Deferred tax benefit 	 (331,960)	 (273,022)
	      Total provision for income taxes	 $     –	 $     –

Income tax expense for the years ended December 31, 2009 and 2008 differed from the amount computed by apply-
ing the U.S. federal tax rate of 34% to pretax income from continuing operations primarily as a result of contributions 
and withdrawals to subscriber accounts, tax-exempt income, differences between GAAP and statutory accounting, and 
changes in the valuation allowance. 

The tax effects of temporary differences between financial statements and tax reporting give rise to deferred tax assets 
and deferred tax liabilities for unearned premium reserve, unearned profit share, alternative minimum tax credits, and 
investments. The amounts reported in the financial statements are as follows:

	 2009	 2008

	 Deferred tax assets	 $  3,277,420 	 $  3,392,373
	 Valuation allowance	 (2,578,028)	 (3,030,614)
	      Total deferred tax assets	 699,392 	 361,759
	
	 Deferred tax liabilities	 (12,813)	 (7,140)
	           Net deferred tax assets	 $    686,579 	 $    354,619

10. Reinsurance 

Reinsurance provides BHG with increased capacity to write larger risks and maintain its exposure to loss within its capital 
resources. BHG remains obligated for amounts ceded in the event that the reinsurers do not meet their obligations. BHG 
does not believe there is a significant risk of nonperformance because of the distribution of BHG’s reinsurance program 
among reinsurers which had an A.M. Best rating of A- or better at the time of placement. Furthermore, BHG continually 
monitors the ratings of its reinsurers. BHG does not require collateral to secure reinsurance balances.

Reinsurance activity as reported in the accompanying financial statements is as follows:

	 DIRECT BUSINESS	 REINSURANCE CEDED	N ET ACTIVITY

2009	 	 	
Member contributions written	 $    78,183,444	 $  (10,047,982)	 $   68,135,462
Member contributions earned	 79,890,600	 (10,252,540)	 69,638,060
Losses and loss adjustment expenses incurred	 50,898,387	 (3,375,188)	 47,523,199
Unpaid losses and loss adjustment expenses	 251,050,158	 (35,313,127)	 215,137,031
Unearned member contributions	 37,554,619	 (4,751,815)	 32,802,804

2008	 	 	
Member contributions written	 $    83,784,183	 $    (9,951,222)	 $   73,832,961
Member contributions earned	 85,690,152	 (9,469,406)	 76,220,746
Losses and loss adjustment expenses incurred	 24,883,698	 8,778,793 	 33,662,491
Unpaid losses and loss adjustment expenses	 238,983,868	 (33,214,174)	 205,769,694
Unearned member contributions	 38,734,869	 (4,963,372)	 33,771,497
	
In addition, BHG owed reinsurers $3,787,041 and $2,038,063 for ceded premiums as of December 31, 2009 and 2008, 
respectively. BHG was owed $291,782 and $47,631 by reinsurers for paid losses and loss adjustment expenses as of  
December 31, 2009 and 2008, respectively.
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11. Surplus Note

In 1996, HealthPro RRG issued a surplus note to BETA for $30 million maturing on July 1, 2004. A provision in the note 
allowed HealthPro RRG the option to extend the maturity an additional fifteen years. HealthPro RRG exercised this option 
extending the note through July 1, 2019. As part of the extension, the interest calculation was amended to a percentage 
based on the note balance to HealthPro RRG’s total cash and investments at the end of each year, with a minimum annual 
rate of 4%. The surplus note and interest are eliminated in combination.

HealthPro RRG may not repay the principal or make interest payments without the prior approval of the commissioner 
of the State of Hawaii. The commissioner may disallow any payment if, in the opinion of the commissioner, it would be 
hazardous to policyholder creditors, or the public. 

12. Employee Benefit Plans

Defined Benefit Pension Plans  
California Public Employees’ Retirement System (CalPERS)

Plan Description

BETA contributes to the California Public Employees’ Retirement System (CalPERS), an agent multiple-employer public 
employee retirement system that acts as a common investment and administrative agent for participating public entities 
within the State of California.

All full-time employees are required to participate in CalPERS, and related benefits vest after five years of service. Upon five 
years of service, employees who retire at age 50 or older are entitled to receive an annual retirement benefit. The benefit 
is payable monthly for life. The benefit is calculated as follows: years of credited service multiplied by the final average 
salary, defined as the 36 months immediately preceding the date of the participant’s entitlement to normal retirement 
benefit divided by 12, multiplied by a benefit factor. This factor is age-based, 2% at age 60. The system also provides death 
and disability benefits. CalPERS issues a publicly available financial report that includes financial statements and required 
supplemental information of participating public entities within the State of California. Copies of the CalPERS’ annual finan-
cial report may be obtained from the CalPERS Executive Office – 400 P Street, Sacramento, CA 95814.

Funding Policy 

CalPERS is a contributory plan deriving funds from employee and employer contributions as well as earnings from invest-
ments. According to the plan, employees are required to contribute 7% of annual salary. BETA makes the contributions 
required of its employees on their behalf. Also, BETA is required to contribute at an actuarially determined rate; the rate as 
of December 31, 2009 was 16.097% of annual covered payroll. The contribution requirements of plan members are estab-
lished by state statute and the employer contribution rate is established and may be amended by CalPERS.

Annual Pension Cost

Contributions to CalPERS amounted to $938,683 and $900,648 for the years ended December 31, 2009 and 2008, respec-
tively, in accordance with actuarially determined contribution requirements through an actuarial valuation performed at 
June 30, 2008. The actuarial assumptions included (a) a rate of return on the investment of present and future assets of 
7.75% a year compounded annually (net of administrative expenses), (b) projected salary increases that vary by age, dura-
tion of service, and type of employment, ranging from 3.25% to 14.45%, (c) inflation at 3.00% (d) payroll growth at 3.25%, 
and (e) individual salary growth using a merit scale varying by duration of employment coupled with an assumed annual 
inflation growth of 3.00% and an annual production growth of 0.25%. The actuarial value of BETA’s assets was determined 
using the market value of assets method. CalPERS uses the entry age normal actuarial cost method, which is a projected 
benefit cost method. That is, it takes into account those benefits that are expected to be earned in the future as well as 
those already accrued. According to this cost method, the normal cost for an employee is the level amount which would 
fund the projected benefit if it were paid annually from date of employment until retirement. In addition, the employer’s 
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total normal cost is expressed as a level percentage of payroll. CalPERS also uses the level percentage of payroll method to 
amortize any unfunded actuarial liabilities. Initial unfunded liabilities are amortized over a closed period that depends on 
the plan’s date of entry into CalPERS. The remaining amortization period at June 30, 2008 was 10 years. 

Three-year trend information is as follows:

Year Ended December 31,	 Annual Pension Cost	 % of Annual Pension Cost Contributed	Net  Pension ObligatioN

	 2006	 $779,687	 100%	 $   -
	 2007	 875,342	 100	    -
	 2008	 900,648	 100	 -

Required Supplemental Information (Unaudited)

In 2004, CalPERS established a mandatory risk pool plan and rolled the BHG Miscellaneous Plan into a 2% at 60 risk pool 
with other CalPERS public agencies with less than 100 active members. Risk pooling is the process of combining assets 
and liabilities across employers to produce large risk sharing pools. These risk sharing pools will help dramatically reduce 
or eliminate the large fluctuations in the employer’s contribution rate caused by unexpected demographic events. The 
schedule of funding progress below shows the recent history of the risk pool’s actuarial value of assets, actuarial accrued 
liability, their relationship, and the relationship of the unfunded accrued liability to payroll.

The following represents CalPERS’ schedule of funding progress for 2% at 60 risk pool:

	Valuat ion Date	 Actuarial Value	 Unfunded Actuarial 	 Funded Ratio	 Annual Covered	 UAAL as a % of 
	Ju ne 30,  	of  Assets 	 Accrued LIABILITY (UAAL)		  Payroll 	 COVERED PAYROLL
	
	 2006	 $454,602,459	 $23,519,756	 95%	 $170,458,082	  14%
	 2007	 479,520,670	 19,414,189	 96	 171,052,819	  11
	 2008	 513,147,099	 19,336,364	 96	 183,387,608	  11

At the time of joining the 2% at 60 risk pool, a side fund was created to account for the difference between the funded 
balance of the pool and BHG’s plan. As of June 30, 2008, the unfunded liability of BHG’s plan was $4,178,515. 

Supplemental Pension Plan and Qualified Governmental Excess Benefit Arrangement (SPP and QGEBA)

Plan Description

Effective January 1, 2008, BETA merged the assets and liabilities of the Supplemental Executive Retirement Benefit Plan 
(SERP) into the Supplemental Pension Plan (SPP). BETA sponsors and administers SPP, which is a qualified employee benefit 
plan that complies with the requirements of Section 401(a) of the Internal Revenue Code (IRC). SPP is a single-employer 
defined benefit pension plan providing retirement benefits to plan members and beneficiaries. SPP is designed to provide 
certain members of the Group’s executive team with retirement benefits that will supplement those available under the 
CalPERS plan. 

An employee shall become a participant if the employee’s salary is in excess of the compensation limits set forth by 
Section 401(a) (17) of the IRC, which amounted to $245,000 in 2009. A participant will receive normal retirement benefits 
from SPP upon attaining normal retirement date, which is defined as the date when the participant has both attained 
the age of 60 years and has completed at least 10 continuous years of service. Under the Plan, a “hypothetical account” is 
established for each participant. A participant is eligible for a “hypothetical employer contribution” to his/her “hypothetical 
account” for a Plan year if the participant has completed 1,000 hours of service during such Plan year. The “hypothetical 
employer contribution” is the amount of contribution to be allocated to a participant to provide the benefits under the 
Plan. This amount is determined by the application of accepted actuarial methods and assumptions, and credited to each 
participant’s “hypothetical account” after the end of the Plan year. The benefit is paid in the form of a single lump sum of 
the participant’s vested accrued benefit or in annual installments not to exceed 20 years.
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BETA also sponsors and administers a Qualified Governmental Excess Benefit Arrangement Plan (QGEBA), which provides 
annual benefits payable under the terms of CalPERS and SPP that exceed the limitations on benefits and contributions 
imposed by Section 415 of the IRC. QGEBA is a portion of SPP as described in Section 415(m) of the IRC. Participants in 
QGEBA are limited to participants in SPP, only if and to the extent that the participant’s accrued benefit under SPP is  
limited by Section 415 of the IRC. Other definitions set forth in the SPP apply to QGEBA.

The BETA Council has full responsibility for the interpretation of SPP & QGEBA. In addition, the BETA Council shall have  
the right to amend or terminate SPP & QGEBA, in whole or in part. The Plan Administrator has full responsibility for the 
management, operation, and administration of SPP and QGEBA. 

Funding Policy and Progress

SPP is a non-contributory plan. The “pension benefit obligation” results from applying actuarial assumptions to estimate 
the present value of pension benefits, adjusted for the effects of projected salary increases and investment rates of return, 
to be payable in the future as a result of employee service to date. The measure is the actuarial present value of credited 
projected benefits and is independent of the funding method used. 

The pension benefit obligation has been computed as part of an actuarial valuation performed as of December 31, 2009. 
The valuation was performed under the projected unit credit cost method using significant actuarial assumptions that 
include an investment rate of return of 5%.

Three-year trend information for SPP & QGEBA (the Plans) combined are as follows:

Year Ended December 31,	 Annual Pension Cost	 % of Annual Pension Cost Contributed	Net  Pension ObligatioN

	 2007	 $528,761 	 32%	 $1,037,045   
	 2008	 506,464 	   2	 1,530,881   
	 2009	 427,344	 458	 –

Actuarially Determined Contribution Requirements and Contributions Made

The Plans used the projected unit credit cost method to determine the required annual contribution amount. The annual 
required contribution (ARC) amount is composed of two components, (a) normal cost, which is the cost of the portion of 
the benefit that is earned each year, and (b) the payment to amortize the unfunded actuarial accrued liability (UAAL). The 
components of the UAAL are amortized as level dollar, open. Annual pension cost (APC) is composed of three compo-
nents, (a) ARC, (b) interest on net pension obligation, and (c) adjustments to ARC.

Required Supplemental Information (Unaudited)

The following represents the schedule of funding progress for the SPP and QGEBA Plans combined:

	Valuat ion Date	 Actuarial Value	 Unfunded Actuarial 	 Funded	 Annual Covered	 UAAL as a % of 
	Ja nuary 1,	of  Assets 	 Accrued LIABILITY (UAAL)	 Ratio	 Payroll 	 COVERED PAYROLL
	
	 2007	 $         –	 $2,327,221 	 0%	 $1,538,307	 151%
	 2008	 –	 2,446,200	 0	 1,348,595	 181
	 2009	 1,460,745	 2,469,883	 37	 1,944,246	 127	

Defined Contribution Plans

The BETA Healthcare Group Deferred Compensation Plan (BHGDCP), sponsored and administered by BETA, is a 457 
defined contribution plan covering all employees of BHG. BHG has the right to amend BHGDCP at any time. BHGDCP was 
designed to provide retirement benefits in lieu of Social Security. As such, employees are required to make contributions 
equal to at least 2.5% of their annual compensation. BHG contributes an amount equal to 5% of each employee’s annual 
compensation. Participants are 100% vested in their account immediately upon their entry date. Employee and employer 
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contributions to the BHGDCP amounted to $718,061 and $660,363 for the years ended December 31, 2009 and 2008, 
respectively. Employees are eligible to participate immediately from the date of employment.

BETA also sponsors and administers a defined contribution deferred compensation plan (the Plan) for the purpose of 
attracting and retaining key management level employees. Under provisions of the Plan, compensation is deferred and 
vested over a 3 year period. Amounts contributed to the Plan for the years ended December 31, 2009 and 2008 totaled 
$369,213 and $589,713, respectively.  

Other Post-Employment Benefits (OPEB) 
Retiree Medical Benefits Plan (RMBP)

Plan Description

BHG also sponsors and administers a Retiree Medical Benefits Plan (RMBP) offered. RMBP is a single-employer defined 
benefit plan that is funded entirely by employer contributions up to 100% of the monthly healthcare insurance premiums 
based on years of service for retired employees and their family members for medical insurance coverage. BHG will pay 
50% of the retiree health premiums for an employee with 10 years of service, and this benefit would increase 5% each year, 
until 20 years of service, where the benefit would be 100%. For employees who retired prior to the adoption of RMBP, BHG 
will pay up to $200 per month of their current health premium. All employees who elect early (minimum age 50 years) 
or regular retirement and have 10 credited years of service are eligible to participate. Retiree healthcare insurance is on a 
year-to-year basis, and BHG reserves the right to amend or terminate RMBP at any time.

Funding Policy and Progress

The other post-employment benefit obligation has been computed as part of an actuarial valuation performed as of 
December 31, 2009. The valuation was performed using the unit credit actuarial cost method using significant actuarial 
assumptions that include (a) discount rate on liabilities at 5%, (b) mortality rate based on the most recent CalPERS pension 
valuation, (c) termination rate based on the most recent CalPERS pension valuation, (d) retirement rate based on the most 
recent CalPERS pension valuation, (e) participation rate at 90%, (f ) percentage married to remain at the current percent-
age, (g) retiree contribution rate, and (h) 2009 average annual premium cost for new retirees.

Three-year trend information is as follows:

Year Ended December 31,	 Annual OPEB Cost	 % of Annual OPEB Cost Contributed	Net  OPEB ObligatioN

	 2007	 $494,765	 1%	 $1,596,771
	 2008	 579,777	 354	 –
	 2009	 275,115	 100	 –	 	
	 	 	 	 	 	
Actuarially Determined Contribution Requirements and Contributions Made

RMBP currently uses the unit credit actuarial cost method to determine the required annual contribution amount. The ARC 
amount is composed of two components, (a) normal cost, which is the cost of the portion of the benefit that is earned 
each year, and (b) the payment to amortize the unfunded actuarial accrued liability (UAAL). The components of the UAAL 
are amortized as level dollar, open. Annual OPEB cost is composed of three components, (a) ARC, (b) interest on net OPEB 
obligation, and (c) adjustments to ARC.

Required Supplemental Information (Unaudited)

The following represents RMBP’s schedule of funding progress:

	Valuat ion Date	 Actuarial Value	 Unfunded Actuarial 	 Funded Ratio	 Annual Covered	 UAAL as a % of 
	D ECEMBER 31,	of  Assets 	 Accrued LIABILITY (UAAL)		  Payroll 	 COVERED PAYROLL
	
	 2007	 $        –	 $2,807,242	 0%	 $6,020,582	 47%
	 2008	 2,053,588	 94,663	 96	 6,835,647	    1
	 2009	 2,335,661	 168,412	 93	 7,213,518	    2
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13. Supplementary Information about Cash Flows 

BHG made payments to employees for wages and benefits amounting to $11,857,863 and $11,203,347 for the years ended 
December 31, 2009 and 2008, respectively, which are included in cash payments for losses and loss adjustment expenses 
and cash payments for operating expenses in the accompanying statements of cash flows. 

The following is a reconciliation of operating income to net cash provided by operations for the years ended December 31:

	 2009	 2008

Net income from operations	 $ 31,109,462 	 $ 37,395,941
Adjustments to net income from operations to net cash provided by operating activities:	 	 	
	 Depreciation and amortization	 1,065,913 	 678,964
	 Realized gain on sale of investments, net	 (5,532,446)	 (1,036,042)
	 Investment impairment loss	 –	 10,314,091
	 Realized loss (gain) on sale of property	 27,929 	 (700)
	 Changes in assets and liabilities:	 	 	
	 	 Member contributions receivable	 2,245,075 	 2,800,682
	 	 Prepaid reinsurance premiums	   211,557  	 (481,816)
	 	 Reinsurance recoverable on paid losses	   222,547 	 (514,329)
	 	 Accrued investment income	 (409,398)	 52,529
	 	 Federal income taxes recoverable	 –	 49,999
	 	 Deferred tax asset, net	 (331,960)	 (273,022)
	 	 Other assets	 (13,874)	 41,420
	 	 Accounts payable and accrued liabilities	 (1,423,310)	 (1,297,759)
	 	 Reinsurance premiums payable	 1,748,978 	 1,169,353
	 	 Dividends payable to members	  (5,008,626)	 (4,878,373)
	 	 Federal income taxes payable	  (224,040)	 241,777
	 	 Unearned member contributions	  (1,180,250)	 (2,168,026)
	 	 Unearned commissions	   (64,000)	 41,470
	 	 Reserve for loss and loss adjustment expenses	  9,967,338 	 (13,967,171)
	 	 Reserve for loss control program	   31,833 	 59,919
	 	 	 Total adjustments	  1,333,266 	 (9,167,034)
	 	 	 	 Net cash provided by operating activities	 $ 32,442,728 	 $ 28,228,907
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14. Component Units 

Information about BHG’s operations according to component unit for 2009 and 2008 is presented below:

	 BETA	 Healthpro	el iminations	total

2009	 	 	 	
Net member contributions earned	 $   56,852,088	 $   12,791,209 	 $          (5,237)	 $   69,638,060
Loss and loss adjustment expenses	 42,423,183	 5,100,016 	 –	 47,523,199
Net income	 27,667,400	 3,916,735 	 (474,673)	 31,109,462
Increase in fund balance	 22,897,611	 6,739,849 	 (474,673)	 29,162,787
Assets	 421,437,652	 69,528,927 	  (37,076,081)	 453,890,498
Fund balance	 152,682,644	 482,784 	 (2,141,723)	 151,023,705

2008	 	 	 	 	
Net member contributions earned	 $   61,995,435	 $   14,228,310 	 $(2,922)	 $   76,220,823 
Loss and loss adjustment expenses	 25,002,447	 8,660,044 	 –	 33,662,491
Net income	 36,125,366	 (4,305,520)	 5,576,095 	 37,395,941
Increase in fund balance	 33,275,467	 (6,378,202)	 5,576,095 	 32,473,360
Assets	 386,130,244	 63,784,034 	 (37,133,443)	 412,780,835
Fund balance	 129,785,033	 (6,257,065)	 (1,667,050)	 121,860,918

15. Concentrations of Credit Risk 

Financial instruments which potentially subject BHG to concentrations of credit risk consist principally of cash, cash 
equivalents, and bonds. As a government entity, BETA’s deposits are secured by collateral. The California Government Code 
requires banks to secure Government deposits by pledging collateral with a value of 110% of the government’s deposits. 
For HealthPro RRG, cash is held at one financial institution, which exceeded federal deposit insurance limits by $4,157,427 
as of December 31, 2009. BHG has not experienced any losses related to these amounts and management believes its 
credit risk to be minimal. BHG’s investment portfolio is well diversified and issuers of the securities are dispersed through-
out many geographic locations.
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B ac  k  R o w 	
James Raggio, Administration/CEO, Lompoc Healthcare District
Edward Maring, Director, Del Puerto Health Care District
Mark O’Connor, Director, El Camino Hospital
Michael J. Wallace, Director, Washington Hospital Healthcare System
Ken L. Meehan, Executive Vice President, John Muir Health
Terry A. Bonecutter, President/CEO, QueensCare

front      R o w	
Leo P. Haggarty, Director, Pioneers Memorial Healthcare District
Ted E. Kleiter, Director, Palomar Pomerado Health
Sam W. Downing (Chairman), President/CEO, 	
   Salinas Valley Memorial Healthcare System
Tom Wander, CEO, BETA Healthcare Group
	
N ot pictured          	
Wright Lassiter, CEO, Alameda County Medical Center
Paul Lorenz, CEO, Ventura County Medical Center

 2 0 0 9  B E T A  C O U N C I L 

B E T A  H E A L T H C A R E  G R O U P  at  a  GLANCE

B H G  P roducts        &  S ervices        

BHG R isk  Management Authority   (BETA) 	
A member-governed liability program serving hospitals, healthcare facilities, and providers

• 	 Healthcare Entity Professional Liability	
•	 General Liability	
• 	 Directors and Officers Liability	
• 	 Employment Practices Liability	
• 	 Automobile Liability and Physical Damage

Health Providers   Insurance Reciprocal ,  RRG (HealthPro) 
A risk retention group providing healthcare liability insurance and reinsurance

• 	 Medical Group Professional Liability
• 	 Reinsurance

BETA+ Equipment Support & Technology  (BEST ) 

• 	 Equipment Repair and Preventive Maintenance Coverage 	
  	 – Administered by Shepherd & Associates

BETA Materials   Services   Program

• 	 Group Purchasing Organization 	
  	 – Administered by Amerinet



B H G  A dvisors       
Actuary	
Towers Watson 

Auditor	
Larson & Rosenberger LLP

General Counsel	
Meyers Nave

Investment Managers	
Chicago Equity Partners LLC	
Galliard Capital Management	
Income Research & Management 	
Merrill Lynch	
Wells Capital Management

B ac  k  R o w 	
Michael Willard, CFO & Vice President, Finance and Administration
Corey Grove, Vice President, Underwriting & Client Services
Debbie Verdream, Director, Human Resources
Audrey Kauffman, Vice President, Information Services
Andrea Raub, Vice President, Claims

front      R o w	
April Johnson, Claims Manager
Tom Wander, CEO, BETA Healthcare Group
Annie Herlik, Vice President, Risk Management
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BETA FAC IL IT IES 

Alameda County	
Alameda County Medical Center	
Children’s Hospital and Research Center of 
Oakland 	
City of Alameda Health Care District	
St. Rose Hospital	
ValleyCare Health System	
 Washington Hospital Healthcare System

Contra Costa County	
Doctors Medical Center	
John Muir Health – Concord Campus	
John Muir Health – Walnut Creek Campus

Fresno County	
Coalinga Regional Medical Center	
Sierra Kings District Hospital

Imperial County	
El Centro Regional Medical Center	
Imperial Valley Health Resources Authority	
Pioneers Memorial Hospital

Inyo County	
Northern Inyo Hospital	
Southern Inyo Hospital

Kern County	
Delano District Skilled Nursing Facility	
Delano Regional Medical Center	
Kern Valley Hospital	
Ridgecrest Regional Hospital	
Tehachapi Hospital

Kings County	
Avenal Hospital District	
Corcoran District Hospital

Lake County	
Lake County Department of Health Services

Lassen County	
Lassen County Health & Human Services

Los Angeles County	
Beach Cities Health District	
Casa Colina Hospital for Rehabilitative 	 	
Medicine	
Catalina Island Medical Center	
Childrens Hospital Los Angeles 	
Childrens Hospital Los Angeles Medical Group	
City of Hope National Medical Center	
Community Hospital of Long Beach	
Gateways Hospital & Mental Health Center	
Mission Community Hospital	
Motion Picture & Television Fund 	 	
Orthopaedic Hospital	
QueensCare Family Clinics 	
	 (6 freestanding clinics)	
Torrance Memorial Medical Center	
University of Southern California

Madera County	
Chowchilla District Memorial Hospital

Mariposa County	
John C. Fremont Hospital

Mendocino County	
Mendocino Coast District Hospital

Merced County	
Bloss Memorial Healthcare District	
Dos Palos Memorial Hospital

Modoc County	
Surprise Valley Community Hospital

Mono County	
Mammoth District Hospital

Monterey County	
Central Coast Visiting Nurses Association	
Doctors on Duty (12 freestanding clinics)	
George L. Mee Memorial Hospital	
Monterey County/Natividad Medical Center	
Salinas Valley Memorial Healthcare System	
Soledad Community Health Care District

Nevada County	
Tahoe Forest Hospital

Plumas County	
Indian Valley Hospital	
Plumas District Hospital	
Seneca Healthcare District

Riverside County	
Hemet Valley Medical Center	
Menifee Valley Medical Center	
Ramona VNA & Hospice	
San Gorgonio Memorial Hospital

San Benito County	
Hazel Hawkins Memorial Hospital

San Bernardino County	
Bear Valley Community Hospital	
Hi-Desert Medical Center	
Mountains Community Hospital

San Diego County	
Palomar Medical Center	
Pomerado Hospital	
San Diego Blood Bank 	
San Diego Hospice Corporation	
The Elizabeth Hospice

San Francisco County	
Chinese Hospital

San Luis Obispo County	
Cambria Community Healthcare District

San Mateo County	
Sequoia Healthcare District

Santa Barbara County	
Lompoc Healthcare District

Santa Clara County	
El Camino Hospital	
Pathways Home Health and Hospice 	
San Jose Foothill Family Medical Clinic

Sierra County	
Sierra Valley District Hospital

Sonoma County	
Jewish Community Free Clinic of Sonoma County	
Petaluma Health Care District	
Sonoma Valley Hospital

Stanislaus County	
Del Puerto Health Care District	
Emanuel Medical Center	
Oak Valley Hospital	
West Side Community Healthcare District

Trinity County	
Mountain Communities Healthcare District

Tulare County	
Sierra View District Hospital 	
Tulare District Healthcare System

Ventura County	
Camarillo Health Care District	
Ventura County Health Care Agency

HealthPro MEDICAL  Groups 
Acute Care Associates 

Acute Care Medical Group of Orange, Inc.

Apexx Physicians Medical Corporation, Inc.

Beach Cities Emergency Medical Group, Inc.

Beach Cities Urgent Care Centers, Inc. 

Central Coast In-Patient Consultants, Inc.

Central Valley Hospitalists, Inc.

Coastline Emergency Physicians Medical Group, Inc. 

Culver Emergency Medical Group

Emergency Medical Group

Emergency Medical Services Group, Inc.

Emergency Specialist Physicians 	
Medical Associates

Encinitas Hospitalist Associates, Inc.

Fallbrook ER (Primary Critical Care)

Gardena Emergency Medical Associates, Inc. 

Hemet Radiology Medical Group, Inc. 

Intercommunity Emergency Medical Group

Long Beach Emergency Medical Group

Marin Emergency Physicians Medical Group 

Marin Urgent & Occupational Health Physicians 
Medical Group 

Merced Emergency Physicians Medical Group

Mills-Peninsula Emergency Medical Associates, Inc.

Mission Emergency Medical Associates

Mountain View Emergency Physicians Medical 
Group, Inc.

Newport Harbor Radiology Associates 	
Medical Group, Inc.

North Coast Emergency Physicians

North County Trauma Associates, Inc.

Northridge Emergency Medical Group

Orthopaedic Urgent Care Medical Group

Pacific Redwood Medical Group, Inc.

Palm Desert Radiology Medical Group, Inc.

PCCMG – Hospitalists 

Petaluma Emergency Physicians 	
Medical Corporation 

Phoenix Emergency Physicians Medical Group

Providence Medical Group 

Restorative Healing Group 

Riverside Emergency Physicians Medical Group

Saint John’s Emergency Medicine Specialists, Inc.

San Francisco Emergency Medical Associates – 
Davies Campus

San Francisco Emergency Medical Associates, Inc. 

San Gabriel Emergency Medical Associates

South Coast Emergency Medical Group

Sutter Emergency Medical Associates 

Valley Emergency Medical Associates 

Westlake Village Urgent Care & Occupational 
Health Medical Center
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M I S S I O N  S T A T E M E N T

BETA Healthcare Group 
is dedicated to providing 
innovative and comprehensive 
risk management products 
and services to its member 
healthcare organizations. 

V I S I O N  S T A T E M E N T

BETA Healthcare Group 
will be a strategic partner 
by providing superior risk 
management products and 
services that enhance quality, 
increase effectiveness, and 
improve the financial results 
of its member organizations.



Corporate Office  
1443 Danville Boulevard
Alamo, CA 94507
925-838-6070   direct

800-838-4111   toll free

925-838-6088   fax

Glendale Office
700 North Brand Boulevard	
Suite 920
Glendale, CA 91203
818-242-0123   direct

800-838-4111   toll free

818-547-3888   fax

San Diego Office 
15373 Innovation Drive	
Suite 120
San Diego, CA 92128
858-675-7400   direct

800-890-9305   toll free

858-675-7444   fax

www.betahg.com

BETA Healthcare Group




