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Lincoln, Nebraska 
March 23, 2017 

 
 
Honorable Bruce R. Ramge 
Director of Insurance 
Nebraska Department of Insurance 
941 “O” Street, Suite 400 
Lincoln, Nebraska 68508 
 
 
Dear Sir: 
 
 Pursuant to your instruction and authorizations, and in accordance with statutory 

requirements, an examination has been conducted of the financial condition and business affairs of: 

COVENTRY HEALTH CARE OF NEBRASKA, INC. 
15950 West Dodge Road, Suite 400 

Omaha, NE 68131 
 
(hereinafter also referred to as the “Company”) and the report of such examination is respectfully 

presented herein. 

INTRODUCTION 

 The Company was last examined as of December 31, 2011 by the State of Nebraska.  The 

current financial condition examination covers the intervening period to, and including, the close 

of business on December 31, 2015, and includes such subsequent events and transactions as were 

considered pertinent to this report.  The States of Nebraska, Connecticut, Missouri and Iowa 

participated in this examination and assisted in the preparation of this report. 

 The same examination staff conducted concurrent financial condition examinations of the 

Company’s affiliates, Coventry Health Care of Delaware, Inc., Coventry Health Care of Florida, 

Inc., Coventry Health Plan of Florida, Inc., Aetna Health of Iowa, Inc., Coventry Health Care of 

Illinois, Inc., Coventry Health Care of Kansas, Inc., Aetna Health, Inc. (formerly Coventry 

Health Care of Louisiana), Coventry Health and Life Insurance Company, Coventry Health Care 
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of Missouri, Inc., Coventry Health Care of the Carolinas, Inc., HealthAmerica Pennsylvania, 

Inc., HealthAssurance Pennsylvania, Inc., Aetna Health Assurance Pennsylvania, Inc., First 

Health Life & Health Insurance Company, Aetna Health of Utah, Inc., Coventry Health Care of 

Virginia, Inc., Coventry Health Care of West Virginia, Inc. and MHNet Life and Health 

Insurance Company.  

SCOPE OF EXAMINATION 

This examination was conducted pursuant to and in accordance with both the NAIC 

Financial Condition Examiners Handbook (Handbook) and Section §44-5904(1) of the Nebraska 

Insurance Statutes.  The Handbook requires that examiners plan and perform the examination to 

evaluate the financial condition and identify prospective risks of the Company by obtaining 

information about the Company including, but not limited to: corporate governance, identifying 

and assessing inherent risks within the Company and evaluating system controls and procedures 

used to mitigate those risks.  The examination also includes assessing the principles used and 

significant estimates made by management, as well as evaluating the overall financial statement 

presentation and management’s compliance with Statutory Accounting Principles and Annual 

Statement Instructions, when applicable to domestic state regulations.   

The examination was completed under coordination of the holding company group 

approach with the Connecticut Department of Insurance as the coordinating state and the states 

of Florida, Illinois, Iowa, Louisiana, Michigan, Missouri, Nebraska, New Jersey, New York, 

Ohio, Pennsylvania, Texas, Utah, Vermont, Virginia and West Virginia as participating states. 

The coordinated examination separated all of the entities involved into three (3) subgroups:  

Connecticut as the lead state and exam facilitator for Subgroup one (1); Missouri as the exam 

facilitator for Subgroup two (2); and, Pennsylvania as the exam facilitator for Subgroup three (3).  
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The Company was part of Subgroup two (2).   Work performed by Connecticut, Missouri and 

Iowa was evaluated and relied upon as part of the preparation of this report.  The companies 

examined under this approach benefit to a large degree from common management, systems and 

processes, and internal control and risk management functions that are administered at the 

consolidated or business unit level. 

 The coordinated examination applies procedures sufficient to comprise a full scope 

financial examination of each of the companies in accordance with the examination procedures 

and standards promulgated by the NAIC and by the respective state insurance departments where 

the companies are domiciled.  The objective is to enable each domestic state to report on their 

respective companies’ financial condition and to summarize key results of examination 

procedures. 

 A general review was made of the Company’s operations and the manner in which its 

business has been conducted in order to determine compliance with statutory and charter 

provisions.  The Company’s history was traced and has been set out in this report under the 

caption “Description of Company”.  All items pertaining to management and control were 

reviewed, including provisions for disclosure of conflicts of interest to the Board of Directors 

and the departmental organization of the Company.  The Articles of Incorporation and By-Laws 

were reviewed, including appropriate filings of any changes or amendments thereto.  The 

minutes of the meetings of the shareholder, Board of Directors and committees, held during the 

examination period, were read and noted.  Attendance at meetings, proxy information, election 

of Directors and Officers and approval of investment transactions were also noted. 
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 The fidelity bond and other insurance coverages protecting the Company’s property and 

interests were reviewed.  Certificates of Authority to conduct the business of insurance were 

inspected and a survey was made of the Company’s general plan of operation. 

 Data reflecting the Company's growth during the period under review, as developed from 

the Company's filed annual statements, is reflected in the financial section of this report under 

the caption "Body of Report". 

 The Company's reinsurance facilities were ascertained and noted, and have been 

commented upon in this report under the caption "Reinsurance".  Accounting records and 

procedures were tested to the extent deemed necessary through the risk-focused examination 

process.  The Company’s method of claims handling and procedures pertaining to the adjustment 

and payment of incurred losses were also noted. 

All accounts and activities of the Company were considered in accordance with the risk-

focused examination process.  This included a review of workpapers prepared by KPMG, the 

Company’s external auditors, during their audit of the Company’s accounts for the year ended 

December 31, 2015.  Portions of the auditor’s workpapers have been incorporated into the 

workpapers of the examiners and have been utilized in determining the scope and areas of 

emphasis in conducting the examination.  This utilization was performed pursuant to Title 210 

(Rules of the Nebraska Department of Insurance), Chapter 56, Section 013. 

 Any failure of items to add to the totals shown in schedules and exhibits appearing 

throughout this report is due to rounding. 
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 DESCRIPTION OF COMPANY 

HISTORY 

 The Company was formed as Principal Health Care, Inc. of Nebraska with the adoption 

of its Articles of Incorporation on August 10, 1987, and subsequent filing with the Secretary of 

State of the State of Nebraska on August 18, 1987.  The purpose of the Corporation was the 

transaction of any and all lawful business for which corporations may be incorporated under 

Sections 21-2001 to 21-20,134 of Article 20 of the Revised Statutes of Nebraska. 

On August 17, 1987, the parent, Principal Health Care, Inc., submitted an application 

for the acquisition of the business and assets of the health maintenance organizations 

operated as divisions of Group Health Plan, Inc. and its affiliate corporation, GroupCare, Inc. 

under the trade names Personal HealthCare and Personal HealthCare Plus.  This acquisition was 

approved by the Nebraska Department of Insurance effective October 1, 1987.  Personal 

HealthCare business became a part of Principal Health Care, Inc. of Nebraska and Personal 

HealthCare Plus business became a part of Principal Health Care, Inc. Plus of Nebraska. 

In January of 1989, the name of the corporation was changed to Principal Health Care of 
 
Nebraska, Inc. 
 

Effective June 1, 1989, Principal Health Care Plus of Nebraska, Inc. was merged into 

Principal Health Care of Nebraska, Inc.   This merger was approved by the stockholder of 

each corporation and by the Nebraska Department of Insurance.  The Articles of Merger stated that 

the purpose of the corporation shall be to carry on the business of a health maintenance 

organization, and to carry on such other business as may be necessary, convenient or desirable in 

connection therewith.  

 Effective March 31, 1998, 40% of Coventry Health Care, Inc., a newly formed Delaware 
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holding company, was acquired by Principal Health Care, Inc.   In exchange for stock, 

Principal Health Care, Inc. contributed certain assets to Coventry Health Care, Inc. including 

100% of the outstanding stock of Principal Health Care of Nebraska, Inc.  After this transaction, 

the ultimate controlling person of the Company remained Principal Mutual Life Insurance 

Company by virtue of the 40% holding in Coventry Health Care, Inc. through Principal Health 

Care, Inc. 

Effective January 1, 2000, Principal Health Care of Nebraska, Inc. changed its name to its 

present form, Coventry Health Care of Nebraska, Inc. 

On July 1, 2007, the Company completed a merger with Exclusive Healthcare, Inc. (EHI) 

which was acquired from Mutual of Omaha Insurance Company and United of Omaha Life 

Insurance Company during 2007.  The merger was accounted for in accordance with Statement 

of Statutory Accounting Principles (SSAP) No. 68, Business Combinations and Goodwill, as a 

statutory merger. As a result of the merger, EHI’s common and preferred stock were deemed 

canceled by operation of law. 

On May 7, 2013, Aetna completed the acquisition of the Company’s former parent, 

Coventry Health Care, Inc.   Coventry Health Care, Inc. was subsequently merged into Aetna 

Health Holdings, LLC on January 1, 2014.  

MANAGEMENT AND CONTROL 

 Holding Company 

The Company is a member of an insurance holding company system as defined by 

Nebraska Statute.  An organizational listing flowing from the ‘Ultimate Controlling Person”, as 

reported in the 2015 Annual Statement, is represented by the following (subsidiaries are denoted 
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through the use of indentations, and unless otherwise indicated, all subsidiaries are 100% 

owned): 

 Aetna Inc. (PA) 
  Aetna Health Holdings, LLC (DE) 
   Aetna ACO Holdings, Inc. (DE) (0.2%) 
    Innovation Health Holdings, LLC (50%) 
     Innovation Health Insurance Company (VA) 
      Innovation Health Plan, Inc. (VA) 
   Aetna Better Health, Inc. (CT) 
   Aetna Better Health, Inc. (GA) 
   Aetna Better Health of Iowa, Inc. (IA) 
   Aetna Better Health, Inc. (IL) 
   Aetna Better Health, Inc. (LA) 
   Aetna Better Health, Inc. (MI) 
   Aetna Better Health of Missouri, LLC (MO) 
   Aetna Better Health, Inc. (NJ) 
   Aetna Better Health, Inc. (NY) 
   Aetna Better Health, Inc. (OH) 
   Aetna Better Health, Inc. (PA) 
   Aetna Better Health of Texas, Inc. (TX) 
   Aetna Dental of California, Inc. (CA) 
   Aetna Dental, Inc. (NJ) 
   Aetna Dental, Inc. (TX) 
   Aetna Health, Inc. (CT) 
   Aetna Health, Inc. (FL) 
   Aetna Health, Inc. (GA) 
   Aetna Health, Inc. (IA) 
   Aetna Health, Inc. (LA) 
   Aetna Health, Inc. (ME) 
   Aetna Health, Inc. (MI) 
   Aetna Health, Inc. (NJ) 
   Aetna Health, Inc. (NY) 
   Aetna Health, Inc. (PA) 
   Aetna Health, Inc. (TX) 
   Aetna Health of Utah, Inc. (UT) 
   Aetna HealthAssurance Pennsylvania, Inc. (PA) 
   Coventry Health Care of the Carolinas, Inc. (NC) 
   Coventry Health Care of Delaware, Inc. (DE) 
   Coventry Health Care of Illinois, Inc. (IL) 
   Coventry Health Care of Kansas, Inc. (KS) 
   Coventry Health Care of Missouri, Inc. (MO) 
   Coventry Health Care of Nebraska, Inc. (NE) 
   Coventry Health Care of Virginia, Inc. (VA) 
   Coventry Health Care of West Virginia, Inc. (WV) 
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   Coventry Health and Life Insurance Company (MO) 
    Aetna Better Health of Kentucky Insurance Company (KY) 
   Florida Health Plan Administrators, LLC (FL) 
    Coventry Health Care of Florida, Inc. (FL) 
    Coventry Health Plan of Florida, Inc. (FL) 
   First Health Group Corp (DE)    
    First Health Life & Health Insurance Company (TX) 
   Group Dental Services, Inc. (MD) 
    Group Dental Service of Maryland, Inc. (MD) 
   HealthAmerica Pennsylvania, Inc. (PA) 
   HealthAssurance Pennsylvania, Inc. (PA) 
   MHNet Specialty Services, LLC (MD) 
    MHNet Life and Health Insurance Company (TX) 
  Aetna Health Insurance Company (PA) 
  Aetna Health Insurance Company of New York (NY) 
  Aetna Health and Life Insurance Company (CT) 
  Aetna Life Insurance Company (CT) 
   AHP Holdings, Inc. (CT) 
    Aetna Insurance Company of Connecticut (CT) 
   Aetna ACO Holdings, Inc. (DE) (60.3%) 
    Innovation Health Holdings, LLC (50%) 
     Innovation Health Insurance Company (VA)  
      Innovation Health Plan, Inc. (VA) 
  Continental Life Insurance Company of Brentwood, Tennessee (TN) 
   American Continental Insurance Company (TN) 
  Health Re, Inc. (VT)   
  
 This listing includes only direct and indirect parents and subsidiaries of the insurance 

companies under exam.  

 Shareholder  

The Articles of Incorporation provide that, “the aggregate number of shares which the 

corporation is authorized to issue is 1,000 shares, all of which shall be common stock, and the 

par value shall be $5.00 per share.”  All of the Company’s 1,000 issued shares are held by the 

Company’s parent, Aetna Health Holdings, LLC.    

The By-Laws Article II, Section 3 provide that, “the Board of Directors may 

designate any place, either within or without the State of Nebraska, as the place of the meeting 

for any annual meeting or for any special meeting called by the Board of Directors. A waiver 
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of notice signed by all Shareholders entitled to vote at a meeting may designate any place, 

either within or without the State of Nebraska, as the place for the holding of such 

meeting.   If no designation is made, or if a special meeting be otherwise called, the place 

of meeting shall be the registered office of the Company in the State of Nebraska, except as 

otherwise provided in Section 11 of this Article, but any meeting may be adjourned to 

reconvene at any place designated by vote of a majority of the shares represented thereat.” 

Article II, Section 1 states that, “the annual meeting of the Shareholders shall be held during 

the first six months of each year, at the time stated in the notice of such meeting, for the 

purpose of electing Directors and for the transaction of such other business as may come 

before the meeting.  If the day fixed for the annual meeting shall be a legal holiday, such 

meeting shall be held on the next succeeding business day.   If the election of Directors shall 

not be held on the day designated herein for any annual meeting of the Shareholders, or at 

any adjournment thereof, the Board of Directors shall cause the election to be held at a 

special meeting of the Shareholders as soon thereafter as conveniently may be.” 

On July 31, 2013 the Company paid an $8,500,000 extraordinary dividend in cash and 

investments to its Shareholder. The distribution was approved by the Nebraska Department of 

Insurance on June 28, 2013. No other dividends were paid during the exam period. The 

Company received a $15,000,000 capital contribution from its parent, Aetna Health Holdings, 

LLC in 2015. 

 Board of Directors 

 The Company’s By-Laws Article III, Section 2 provide that, “the number of Directors of 

the Company shall be no fewer than five (5) and no more than 15, the number to be determined 

from time to time by a majority of the entire Board of Directors. The Directors shall be chosen 
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by election by a majority of votes cast at such election by or on behalf of any Shareholder 

present or represented at the annual meeting.  Each Director shall hold office until the next 

annual meeting of the Shareholders or until a successor shall have been duly elected and 

qualified or until his or her earlier death, resignation or removal.”  

In regards to meetings, the By-Laws Article III, Section 4 state, “a regular meeting of 

the Board of Directors shall be held without other notice than this By-Law, immediately after, 

and at the same place as, the annual meeting of the Shareholders.  The Board of Directors may 

provide, by resolution, the time and place, whether within or without the State of Nebraska, for 

the holding of additional regular meetings without other notice than such resolution.”  The By-

Laws Article III, Section 14 also provide that, “any action required or permitted to be taken by 

the Board of Directors at a meeting or by resolution, may be taken without a meeting if a 

consent in writing, setting forth the action so taken, shall be signed by all of the Directors 

entitled to vote with respect to the subject matter thereof.” 

 The following persons were serving as Directors at December 31, 2015: 

Name and Residence Principal Occupation 

Michael D Bahr   President, Coventry Health & Life Insurance 
Highland, Utah    Company 
  
Dale G Mackel President, Coventry Health Care of Nebraska, Inc. 
Papillion, Nebraska  

Michael A Nelson Vice President – Market Coach, Aetna Inc. 
Omaha, Nebraska   
 
Pamela S Sedmak Former Vice President – Medicaid, Aetna Inc. 
Fountain Hills, Arizona   

 The Company’s By-Laws indicate, “the number of Directors shall be no fewer than five 

(5) and no more than 15.”  As of December 31, 2015 the Company only had four (4) Directors.  

It is further noted that as of December 31, 2016, the Company only had three (3) members on the 
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Board of Directors.  It is recommended that the Company comply with its By-Laws and maintain 

a Board of Directors with no fewer than (5) and no more than 15 members. 

 Officers 

The By-Laws Article IV, Section 1 provide that, “the Officers of the Company shall be 

a President, a Secretary, a Treasurer and such other Officers, assistant Officers and acting 

Officers as may be deemed necessary.  Any two or more offices may be held by the same 

person.” 

 The following is a listing of Officers elected and serving the Company at December 31, 

2015: 

Name and Residence Office 

Dale G. Mackel President 
Scott D. Miller  Corporate Controller 
Randall C. Oursler Chief Financial Officer 
Edward C. Lee Vice President & Secretary 
Kevin J. Casey Senior Investment Officer 
Elaine R. Cofrancesco Vice President & Treasurer 
 

TRANSACTIONS WITH AFFILIATES  

 Administrative Services Agreement – Aetna Health Management 

  Effective January 1, 2014, the Company entered into an Administrative Services 

Agreement with Aetna Health Management, LLC (AHM).  Under the terms of the agreement 

AHM provides certain administrative services, including accounting and processing of premiums 

and claims.  The Company remits a percentage of its earned commercial and Medicare premiums 

to AHM as a fee for the services provided.  The agreement was amended on August 24, 2014 to 

delegate plan management services for the Company’s Medicaid plan to Aetna Medicaid 

Administrators (AMA) and again on September 1, 2015 to ensure compliance with the 

Affordable Care Act.   
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 Administrative Services Agreement – Aetna Medicaid Administrators 

 Effective August 24, 2014, the Company entered into an Administrative Services 

Agreement with AMA.  Under the terms of the agreement AMA provides certain administrative 

services for the Company’s Medicaid Plan, including claims payment and utilization review.  

The agreement has been amended three (3) times since inception primarily to reduce the 

administrative fee percentage paid to AMA. 

 Pharmacy Benefits Agreement 

Effective January 1, 2011, the Company entered into two (2) Pharmacy Benefits 

Agreements with its affiliate, Coventry Prescription Management Services, Inc. (CPMS).  

The first agreement was for CPMS to administer the Medicare Advantage Prescription Drug 

Plans for the Company.  The second agreement was for CPMS to administer outpatient 

pharmacy benefits to members of the various health plans sold by the Company.  The 

agreements have been amended on a yearly basis to adjust the fees paid to CPMS. 

Guarantor Agreement 
 

The Company has a Guarantor Agreement whereby Aetna Health Holdings, LLC agrees 

to protect subscribers and their dependents in the event of the Company’s insolvency, or its 

inability to meet its financial obligations.  Aetna Health Holdings, LLC agrees to pay all 

expenses and claims incurred by the Company during insolvency pursuant to the obligation 

with employer groups and subscribers until the end of the subscription contract period for 

which premiums has been received. 

Management Services and Global Capitation Network Agreement 

 Effective January 1, 2009, the Company entered into a Management Services and Global 

Capitation Network agreement with Group Dental Services, Inc. (GDS).  Under the terms of the 



13 
 

agreement GDS provides dental administrative services.  The agreement has been amended three 

(3) times since inception primarily to the fees paid under the agreement.   

Global Capitation Network Participation Agreement  

 Effective June 1, 2008, the Company entered into a Global Capitation Network 

Participation Agreement with MHNet Specialty Services, LLC (MHNet) to provide mental health 

services to the Company’s members.  The agreement has been amended on a yearly basis to 

amend the rates received by MHNet and services rendered to the Company.    

Tax Sharing Agreement 
 

The Company participates in a tax sharing agreement with Aetna and is included in the 

consolidated federal income tax return of Aetna.  The Company’s tax provisions are calculated 

as if they filed a separate tax return. The agreement provides the Company with an enforceable 

right to recoup federal and state income taxes paid in prior years in the event of future net 

losses the Company may incur or to recoup net losses carried forward as an offset to future 

income subject to federal and state income taxes.   

Administrative Service Agreement - Point of Service Product 
 

Effective January 1, 1999, the Company entered into an Administrative Service 

Agreement pertinent to the point-of-service product it jointly markets with its affiliate, 

Coventry Health and Life Insurance Company (CHL).  Under the provisions of this 

agreement, the indemnity group insurance coverage pertinent to this product (the “Self-

Referral Coverage Option”) is underwritten by CHL but administered by the Company. 

Administrative Service Agreement - Preferred Provider Organization 
 

Effective January 1, 2000, the Company entered into an Administrative Service 

Agreement pertinent to the Preferred Provider Organization (PPO) product marketed by 
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CHL.   Under the provisions of this agreement, the Company provides services and 

furnishes its provider network to Coventry Health and Life Insurance Company for such 

Company's PPO business written in Nebraska. 

TERRITORY AND PLAN OF OPERATION 

 As evidenced by current or continuous Certificates of Authority, the Company is licensed as 

a Health Maintenance Organization (HMO) to transact business in Nebraska and Iowa.  The 

Company provides a full range of risk-based and fee-based managed care products. The Company 

manages and insures the health care benefits of subscribers under employee benefit plans for 

employers of all sizes in the State of Nebraska.  Services are typically provided under one–year 

contracts with employers under which the Company will insure the health benefits of employees 

that select HMO coverage.  HMO members also receive services under the standard contract that 

include utilization management, network management and claim services. The Company is also a 

participant in the State of Nebraska’s Medicaid program.   

The Company offers Administrative Services Only (ASO) contracts with employee 

benefit plans to provide a full range of health care options without assuming insurance risk.  The 

Company also offers Administrative Services Contracts (ASC) with employee benefit plans 

where the Company pays all claims incurred and is reimbursed for all payments. 

REINSURANCE 

 Ceded  

On April 1, 2001 the Company entered into an excess risk reinsurance agreement with an 

affiliate, Coventry Health and Life Insurance Company.  The 13th Amendment, effective April 1, 

2013, replaced Article II of the Agreement that sets out deductible amounts and the percentage of 

eligible services in excess of the deductible reinsured as follows: 
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Eligible Services deductible amount: 
 

• $375,000 of Eligible Charges for Loss as to each HMO and POS member 
• $325,000 of Eligible Charges for Loss as to each Individual coverage member 
• $200,000 of Eligible Charges for Loss as to each Medicare member 
• $275,000 of Eligible Charges for Loss as to each Medicaid State Children’s 

Health Insurance Program (SCHIP), Temporary Assistance for Needy Families 
(TANF) 

• $250,000 of Eligible Charges for loss as to each Medicaid Supplement Security 
Income (SSI) member 

 
Percentage of Eligible Charges covered in excess of the deductible amount: 
 

• 90% as to each HMO, POS, and Individual coverage member 
• 80% as to each Medicare, SCHIP, TANF, and SSI member 

 
The Agreement was renewed on April 1, 2014, with the 14th amendment.  Pursuant to the 

14th Amendment the Agreement automatically renews on the anniversary date, April 1.  The 

Amended also removed the following lines of business as they were no longer needed:  HMO, 

POS, Individual and Medicare.    

General 
 

All contracts reviewed contained standard insolvency, arbitration, errors and omissions, 

and termination clauses where applicable.   All contracts contained the clauses necessary to 

assure reinsurance credits could be taken. 

BODY OF REPORT 

GROWTH 

 The following comparative data reflects the growth of the Company during the period 

covered by this examination:  
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       2012      2013     2014    2015 
 
Bonds $ 64,181,807   $ 87,833,214 $111,475,425 $149,929,441 
Cash and equivalents 40,175,902 30,143,244 11,113,348 12,240,657 
Admitted assets 112,803,209 127,913,794 148,623,692 217,114,798 
Claims unpaid 55,417,625 58,769,534 66,716,264 98,541,596 
Total liabilities 70,664,551 78,324,301 88,228,004 139,996,184 
Capital and surplus 42,138,658 49,589,494 60,395,692 77,118,614 
Premium income 316,554,793 375,446,914 422,784,338 603,013,777 
Total benefits 273,501,378 318,780,200 356,116,275 558,263,421 
Net investment income 1,759,396 1,651,403 2,381,174 3,502,860 
Net income 8,570,279 13,952,465 11,076,318 (4,188,700) 
 
FINANCIAL STATEMENTS 

 The following financial statements are based on the statutory financial statements filed by 

the Company with the Nebraska Department of Insurance and present the financial condition of 

the Company for the period ending December 31, 2015. The accompanying comments on 

financial statements reflect any examination adjustments to the amounts reported in the annual 

statements and should be considered an integral part of the financial statements. A reconciliation 

of the capital and surplus account for the period under review is also included.  
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FINANCIAL STATEMENT 
 December 31, 2015 
 
Assets Net 
  Assets Not Admitted 
 Assets Admitted Assets 
 
Bonds $149,929,441  $149,929,441 
Cash, equivalents and short-term investments    12,240,657    12,240,657 
Other invested assets 947,498  947,498 
Receivables for securities                 383                  383 
 
Subtotal, cash and invested assets $163,117,979  $163,117,979 
Investment income due and accrued 1,468,810  1,468,810 
Uncollected premiums and agents’ balances 
    In the course of collection 15,823,643 $   468,929 15,354,714 
Accrued retrospective premiums and contracts 
    subject to redetermination 502,874  502,874 
Amounts recoverable from reinsurers 17,644,527  17,644,527 
Amounts receivable relating to uninsured plans 2,269,348  2,269,348 
Net deferred tax asset 4,348,050 284,085 4,063,965 
Furniture and equipment 163,555 163,555 
Receivables from parent, subsidiaries and 
     affiliates 9,929,747  9,929,747 
Health care and other amounts receivable 311,348  311,348 
State income tax receivable 1,344,815  1,344,815 
Prepaids 26,866 26,866 
Deposit 4,500 4,500 
Other assets 1,183,638 76,967 1,106,671 
Prior year correction of AHM management 
   fee – expense (7,209,140)  (7,209,140) 
Prior year correction of AHM management 
   fee - surplus       7,209,140                          7,209,140 
 
Totals $218,139,700 $1,024,902 $217,114,798 
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Liabilities, Surplus, and Other Funds 
 
Claims unpaid $  98,541,596 
Accrued medical incentive pool and bonus amounts 2,352,768 
Unpaid claims adjustment expenses 1,615,057 
Aggregate health policy reserves 18,067,780 
Aggregate health claim reserves 591,831 
Premiums received in advance 6,701,039 
General expenses due or accrued 2,069,905 
Current federal income tax payable 955,864 
Remittances and items not allocated 596,025 
Amounts due to parent, subsidiaries and affiliates 7,680,094 
Liability for amounts held under uninsured plans 717,206 
Other liabilities 53,081 
Abandon property liability            53,938 
 
Total liabilities $139,996,184 
 
Estimated health insurer fee accrual $  11,070,000 
Common capital stock 5,000 
Gross paid in and contributed surplus 119,018,452 
Unassigned funds (surplus)    (52,974,838) 
 
Total capital and surplus $  77,118,614 
 
Totals $217,114,798 
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SUMMARY OF OPERATIONS – 2015 

Net premium income $603,013,777 
Change in unearned premium reserves and reserve for rate credits 370,000 
Other revenue              1,138 
 
Totals $603,384,915 
 
Hospital/medical benefits $489,548,771 
Other professional services 5,266,276 
Emergency room and out-of-area 20,229,958 
Prescription drugs 40,114,643 
Incentive pool, withhold adjustments and bonus amounts       3,103,773 
 
Subtotal $558,263,421 
 
Net reinsurance recoveries      25,647,729 
 
Total hospital and medical $532,615,692 
 
Claims adjustment expenses $  11,111,575 
General administrative expenses     66,277,998 
 
Total underwriting deductions $610,005,265 
 
Net underwriting gain        (6,620,350) 
 
Net investment income earned $    3,502,860 
Net realized capitalized gains         (872,339) 
 
Net investment gains $    2,630,521 
 
Regulatory fines   $        (30,303) 
Federal income taxes incurred          168,568 
 
Net income $   (4,188,700) 
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CAPITAL AND SURPLUS ACCOUNT 
 
 2012 2013 2014 2015 

Capital and surplus, beginning $32,501,218 $42,138,658 $49,589,493 $60,395,686 
 
Net income $  8,570,279 $13,952,465 $11,076,318 $(4,188,700) 
Change in net unrealized 
  capital gains   (68,789) (185,949) 
Change in net deferred income tax (9,752) 740,519 (373,673) 1,184,047 
Change in nonadmitted assets   1,076,913 1,257,851 172,337 200,290 
Dividends to stockholders  (8,500,000)     
Paid in   (8,500,000) 15,000,000 
Prior year correction to management fee    7,209,140 
Prior year correction to federal income 
   tax incurred   (2,761,426) (2,523,200) 
Prior year correction to current    
   income taxes    27,300 
Prior year correction of amount due 
 to parent, subsidiary and affiliates   2,761,426  
Re-class prior year dividend to  
   paid-in capital                                               8,500,000                     .      
 
Net change for the year $  9,637,440 $  7,450,835 $10,806,193 $16,722,928 
 
Capital and surplus, ending  $42,138,658 $49,589,493 $60,395,686 $77,118,614 

EXAMINATION CHANGES IN FINANCIAL STATEMENTS 

 Unassigned funds (surplus) in the amount of $(52,974,838) as reported in the Company's 

2015 Annual Statement, has been accepted for examination purposes.  Examination findings, in 

the aggregate, were considered to have no material effect on the Company’s financial condition. 

COMPLIANCE WITH PREVIOUS RECOMMENDATIONS 
 
 No recommendations were made as a result of the previous examination. 

COMMENTARY ON CURRENT EXAMINATION FINDINGS 

 There are no additional comments that have been made as a result of this examination. 
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SUBSEQUENT EVENT 

Humana Acquisition 

 On July 3, 2015, Aetna announced its proposed $37 billion acquisition of Humana, Inc. 

(Humana).  On July 21, 2016, the United States Department of Justice (DOJ) sued to block the 

proposed acquisition which in turn prompted Aetna and Humana to appeal the DOJ’s ruling.  On 

December 5, 2016, the appeal trial against the DOJ commenced with the DOJ issuing a final 

decision to block the merger on January 23, 2017.  On February 14, 2017, Aetna and Humana 

mutually ended their merger agreement following the DOJ ruling. 

SUMMARY OF COMMENTS AND RECOMMENDATIONS 

 The following comments and recommendations have been made as a result of this 

examination: 

Number of Directors – It is recommended that the Company comply with its By-Laws 
and maintain a Board of Directors that has no fewer than five (5) and no more than 15 
members.  
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