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Omaha, Nebraska 
June 3, 2019 

 
Honorable Bruce R. Ramge 
Director of Insurance 
Nebraska Department of Insurance 
1135 M Street, Suite 300 
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: 

SAPPHIRE EDGE INC. 
1919 Aksarben Drive 

Omaha, Nebraska  68180 
 

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

presented herein. 

 INTRODUCTION 

 This is the first examination of the Company as it was incorporated February 9, 2016 in 

the State of Nebraska. The current financial condition examination covers the intervening period 

to, and including, the close of business on December 31, 2017, and includes such subsequent 

events and transactions as were considered pertinent to this report.  The State of Nebraska 

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

The same examination staff conducted a concurrent financial condition examination of the 

Company’s parent, Blue Cross Blue Shield of Nebraska. 

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 
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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.  

 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 members, 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. 

 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 in the 

various states were inspected and a survey was made of the Company’s general plan of 

operation. 
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 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 Eide Bailly 

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

ended December 31, 2017.  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. 

 DESCRIPTION OF COMPANY 

HISTORY 

 The Company was organized under the laws of the State of Nebraska on February 9, 

2016.  Effective January 1, 2017, it contracted with the Centers for Medicare & Medicaid 

Services (CMS) in order to participate in the Medicare Advantage Program with an effective date 

of January 1, 2017.   
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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 2017 Annual Statement, is represented by the following (subsidiaries are denoted 

through the use of indentations, and unless otherwise indicated, all subsidiaries are 100% 

owned): 

 Blue Cross and Blue Shield of Nebraska 
  AmeriHealth Nebraska, Inc. (30%) 
  Azure Equity Management, LLC 
   CoreLink Administrative Solutions, LLC (50%) 
  Genesys Innovations LLC 
   Nurture Health LLC (60%) 
  Prime Therapeutics, Inc. (50%) 
  QuadTech II, LLC (49%) 
  Think Nebraska, LLC  
   Think Aksarben and affiliates (99%) 
  Sapphire Edge Inc. 
  TWBC TIF Holdings, LLC (49%) 
 

Member  

The business of the Company is conducted as a mutual benefit corporation and as noted 

in Article 3 of the Company’s By-Laws, “the Company has one member: Blue Cross Blue Shield 

of Nebraska.”  Article 3 also provides that “an annual meeting of the member(s) for the purpose 

of electing Directors and transacting any other business shall be held on a date established by the 

Board of Directors.”   

On December 28, 2017, the Company’s parent, Blue Cross Blue Shield of Nebraska 

(BCBSNE), made an additional capital contribution of $1,800,000.  As of the exam date, 

BCBSNE has invested $15,103,230 to the Company. 
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 Board of Directors 

 Article V of the Company’s Articles of Incorporation states that, “the affairs and business 

of the Company shall be conducted by a Board of Directors of not less than five (5) nor more 

than seven (7) persons who are members of the Company.  A majority of the Board of Directors 

must be citizens of the State of Nebraska.” 

 Article 4 of the Company’s By-Laws states that, “each Director shall hold office until the 

next annual meeting of member(s) and until his or her successor shall have been appointed.”

 Article 4 of the Company’s By-Laws also states that, “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 member(s).”   

 The following persons were serving as Directors at December 31, 2017: 

Name and Residence Principal Occupation 

Dave M. Anderson Chief Accounting Officer and Treasurer, Blue Cross  
Omaha, Nebraska   Blue Shield of Nebraska 
 
Steven H. Grandfield Executive Vice President, Strategy and Innovation,  
Omaha, Nebraska   Blue Cross Blue Shield of Nebraska 
 
Dale G. Mackel President, Sapphire Edge Inc. and Executive Vice  
Omaha, Nebraska   President, Finance and Administration, Blue Cross  
   Blue Shield of Nebraska 
 
Steven S. Martin President and Chief Executive Officer, Blue Cross  
Omaha, Nebraska   and Blue Shield of Nebraska 
 
Joann E. Schaefer  Executive Vice President, Health Delivery and  
Omaha, Nebraska   Engagement, Blue Cross Blue Shield of Nebraska 
 

Officers 

 Article 5 of the Company’s By-Laws states that, “the Officers of the Company shall be a 

President, a Secretary, and a Treasurer.  Such other Officers as may be deemed necessary may be 
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appointed by the Board of Directors, and such Officers to have authority to perform the duties 

prescribed, from time to time, by the Board of Directors.”  

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

2017: 

Name Office 

Dale G. Mackel President 
David M. Anderson Chief Financial Officer and Treasurer 
Gretchen L. Twohig Secretary 
Steven E. Konnath Chief Actuary 
Jennifer L. Cintani Compliance Officer  

 
 Committees  

 Article 6 of the Company’s By-Laws states that, “the Board of Directors may, by 

resolution, designate and appoint one or more committees to have and exercise the authority of 

the Board.  The designation and appointment of any such committee and the delegation thereto 

of authority shall not operate to relieve the Board, or any individual Director, of any 

responsibility imposed by law.  Each committee may adopt rules for its own government not 

inconsistent with these By-Laws or with rules adopted by the Board.”  As of the examination 

date, the Company had not established any committees. 

TRANSACTIONS WITH AFFILIATES  

 Management Services Agreement 

  Effective January 29, 2016, the Company and BCBSNE entered into a Management 

Services Agreement whereby BCBSNE provides administrative services in support of the 

Company’s Medicare Advantage line of business.  An amendment was filed on March 17, 2016 

to outline the rate of compensation. 
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TERRITORY AND PLAN OF OPERATION 

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

transact business as a Health Maintenance Organization (HMO), only in the State of Nebraska.   

 The Company provides individual Medicare Advantage under a traditional, preferred 

provider organization, and managed care contracts.  In addition, drug coverage is also provided 

in conjunction with a medical contract.   

REINSURANCE 

 Ceded  

  Effective January 1, 2017, the Company entered into a reinsurance agreement with 

BCBSNE.  Subject to this agreement, BCBSNE assumes 60% quota share participation of the 

Medicare Advantage business written by the Company.   

  Also effective January 1, 2017, the Company entered into a reinsurance agreement with 

Blue Cross Blue Shield of Michigan (BCBSMI) to cede the remaining 40% quota share 

participation of the Medicare Advantage business written by the Company.   

 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. 
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BODY OF REPORT 

GROWTH 

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

covered by this examination:  

  2016  2017  
 
Bonds  $   1,309,045    $    1,806,103 
Admitted assets  5,954,783  6,223,215 
Aggregate health policy reserves  3,195,655  1,803,232 
Total liabilities  3,439,806  3,774,281 
Capital and surplus  2,514,977  2,448,934 
Hospital and medical benefits    4,104,794  
General administrative expenses  7,604,455  3,081,357 
Net income (loss)  (10,788,253)  (1,854,054)  
 
FINANCIAL STATEMENTS 

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

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

condition of the Company for the period ending December 31, 2017. 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, 2017 
 
Assets Net 
  Assets Not Admitted 
 Assets Admitted Assets 
 
Bonds $1,806,103  $   1,806,103 
Cash and cash equivalents   3,399,301       3,399,301 
Subtotal, cash and invested assets $5,205,404  $   5,205,404 
 
Investment income due and accrued 8,253  8,253 
Uncollected premiums and agents’  
  balances in course of collection 5,422 $     469 4,953 
Accrued retrospective premiums 226,321  226,321 
Amounts recoverable from reinsurers 667,043  667,043 
Health care 97,669 11,520 86,149 
Local and ITS host A/R provider        25,092                         25,092 
Total assets $6,235,204 $11,989 $   6,223,215 

Liabilities, Surplus, and Other Funds 
Aggregate health policy reserves $   1,803,232 
Premiums received in advance 6,815 
Ceded reinsurance premiums payable 375,749 
Amounts due to parent and affiliates 384,051 
Funds held under reinsurance treaties 1,200,000 
Ika benefit adjustment payable             4,434 
Total liabilities $   3,774,281 
 
Gross paid in and contributed surplus $ 15,103,230 
Unassigned funds    (12,654,296) 
Total capital and surplus $   2,448,934 
 
Total liabilities, capital, and surplus $   6,223,215  
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SUMMARY OF REVENUE AND EXPENSES – 2017 

Hospital and medical benefits $ 4,104,794 
Prescription drugs      854,071 
Net reinsurance recoveries        (4,958,865) 
Claims adjustment expenses      186,811 
General administrative expenses      3,081,357 
Increase in reserves for life and accident and health contracts   (1,392,423) 
 
Net underwriting gain $(1,875,745) 
Net investment income earned    21,691 
Net income $(1,854,054) 

CAPITAL AND SURPLUS ACCOUNT 

  2016  2017 

Capital and surplus, beginning  $                 0  $ 2,514,977 
      
Net income  $(10,788,253)  $(1,854,054) 
Change in nonadmitted assets      (11,989) 
Surplus adjustment paid in           13,303,230     1,800,000 
      
Net change for the year  $   2,514,977  $     (66,043) 
     
Capital and surplus, ending  $   2,514,977  $ 2,448,934 

EXAMINATION CHANGES IN FINANCIAL STATEMENTS 

 Unassigned funds (surplus) in the amount of $(12,654,296), as reported in the Company's 

2017 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 
 
 This is the first examination of the Company, therefore there were no recommendations 

made as a result of the previous examination. 
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COMMENTARY ON CURRENT EXAMINATION FINDINGS 

 Custodial Agreement 

  The exam team was provided the Institutional Custody Agreement between the Company 

and First National Bank of Omaha.  The examiner noted that the agreement did not appear to be 

compliant with Nebraska Rules and Regulations Title 210, Chapter 81, specifically subsections 

(e-g, i, j, and l-o).  It is recommended that the Company amend the existing Institutional 

Custodial Agreement with First National Bank of Omaha to include the provisions required by 

Nebraska Rules and Regulations Title 210, Chapter 81. 

SUMMARY OF COMMENTS AND RECOMMENDATIONS 

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

examination: 

Custodial Agreement – It is recommended that the Company amend the existing 
Institutional Custodial Agreement with First National Bank of Omaha to include the 
provisions required by Nebraska Rules and Regulations Title 210, Chapter 81. 

  

  






	December 31, 2017
	HISTORY
	Member
	TRANSACTIONS WITH AFFILIATES
	GROWTH
	CAPITAL AND SURPLUS ACCOUNT





