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NOTES TO FINANCIAL STATEMENTS 
 

Note 1 - Summary of Significant Accounting Policies 
 
Accounting Practices 
 
The financial statements of UnitedHealthcare of Ohio, Inc. (the Company) are presented on the basis of 
accounting practices prescribed or permitted by the Ohio Department of Insurance (the Department). 
 
The Department recognizes only statutory accounting practices, prescribed or permitted by the State of 
Ohio, for determining and reporting the financial condition and results of operations of an insurance 
company, for determining its solvency under Ohio Insurance Law. The state prescribes the use of the 
National Association of Insurance Commissioners’ (NAIC) Accounting Practices and Procedures 
manual (NAIC SAP) in effect for the accounting periods covered in the financial statement.  
 
1-8. No significant differences exist between the practices prescribed or permitted by the State of Ohio 
and those prescribed or permitted by the NAIC SAP which materially affect the statutory basis net 
income and capital and surplus, as illustrated in the table below (in thousands): 
 

               

State of 
Domicile 2012 2011

NET INCOME
(1) Company state basis  (Page 4, Line 32, Columns 2 & 3) Ohio 38,756$       6,000$      
(2) State Prescribed Practices that increase/(decrease) NAIC SAP: Ohio -                   -                
(3) State Permitted Practices that increase/(decrease) NAIC SAP: Ohio -                   -                
(4) NAIC SAP (1-2-3=4) Ohio 38,756$       6,000$      

SURPLUS
(5) Company state basis (Page 3, Line 33, Columns 3 & 4) Ohio 138,472$     99,912$    
(6) State Prescribed Practices that increase/(decrease) NAIC SAP: Ohio -                   -                
(7) State Permitted Practices that increase/(decrease) NAIC SAP: Ohio -                   -                
(8) NAIC SAP (5-6-7=8) Ohio 138,472$     99,912$     

 
Note 2 - Accounting Changes and Corrections of Errors 
 

No significant change. 
 

Note 3 - Business Combinations and Goodwill 
 

No significant change.  
 

Note 4 - Discontinued Operations 
 
No significant change. 
 

Note 5 – Investments 
 

A. Mortgage Loans, including Mezzanine Real Estate Loans  
 
      No significant change. 
 
B. Debt restructuring. 

 
      No significant change. 
 
C. Reverse Mortgages. 

 
      No significant change. 
 
D. Loan-Backed Securities  

  
1) Prepayment assumptions for single class and multi-class mortgage-backed/asset-backed 

securities were obtained from an external data source vendor.  
 

2) The Company did not recognize other-than-temporary impairments on mortgage-type 
investments as of September 30, 2012. 

 
3) The Company did not have mortgage-type investments with an other-than-temporary impairment 

to report by CUSIP as of September 30, 2012. 
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4) The Company did not have any impaired securities for which an other-than-temporary impairment 
has not been recognized in earnings as a realized loss as of September 30, 2012. 
 

5) The Company believes that it will collect all principal and interest due on all investments that have 
an amortized cost in excess of fair value.  

 
E. Repurchase Agreements and/or Securities Lending Transactions 

 
No significant change. 

 
F. Real Estate 

 
No significant change. 

 
G. Investments in Low-Income Housing Tax Credits 

 
No significant change. 

 
Note 6 - Joint Ventures, Partnerships and Limited Liability Companies 
 

No significant change. 
 

Note 7 - Investment Income 
 
No significant change. 
 

Note 8 - Derivative Instruments 
 
No significant change.  
 

Note 9 - Income Taxes 
 
Statement of Statutory Accounting Principles (SSAP) No. 101, Income Taxes – A Replacement of 
SSAP No. 10R and SSAP No. 10, is effective for 2012 interim and annual financial statements and 
beyond. The new standard includes revised guidance for tax contingencies, non-elective deferred tax 
asset admissibility test along with significant modifications to the deferred tax assets admissibility test, 
and disclosure modifications. A change resulting from this adoption should be accounted for 
prospectively and reflected as a change in accounting principle in accordance with SSAP No. 3 —
Accounting Changes and Corrections of Errors. The adoption of this pronouncement does not have an 
impact on the financial statements.  
 

Note 10 - Information Concerning Parent, Subsidiaries and Affiliates 
 
Effective January 1, 2012, the Company entered into a revised management agreement with United 
HealthCare Services, Inc. (UHS). This agreement has been approved by the Department. UHS will 
continue to provide management services to the Company under a revised fee structure which is 
changing from a percent of premium to a direct charge based on UHS' expenses for services or use of 
assets provided to the Company.  
 
Effective September 1, 2012 the company holds a $50,000,000 subordinated revolving credit 
agreement with UnitedHealth Group Incorporated at an interest rate of LIBOR plus a margin of .50%, 
replacing the $25,000,000 subordinated revolving credit agreement effective through August 31, 2012.  
 

Note 11 - Debt 
 
No significant change. 
 

Note 12 - Retirement Plans, Deferred Compensation, Postemployment Benefits and Compensated 
Absences and Other Postretirement Benefit Plans 
 
No significant change. 
 

Note 13 - Capital and Surplus, Shareholders’ Dividend Restrictions and Quasi-Reorganizations 
 
No significant change. 
 

Note 14 - Contingencies 
 
No significant change. 
 

Note 15 - Leases 
 
No significant change. 
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Note 16 - Information About Financial Instruments With Off-Balance Sheet Risk and Financial 
Instruments With Concentrations of Credit Risk 
 
No significant change. 
 

Note 17 - Sale, Transfer and Servicing of Financial Assets and Extinguishments of Liabilities 
 

A. The Company did not have any transfers of receivables reported as sales as of September 30, 
2012 or December 31, 2011. 

 
B. The Company did not have any transfer and servicing of financial assets as of September 30, 2012 

or December 31, 2011. 
 
C. No transactions involving wash sales of securities with an NAIC designation of 3 or below or 

unrated securities occurred as of September 30, 2012 or the year ended December 31, 2011. 
 

Note 18 - Gain or Loss to the Reporting Entity from Uninsured Plans and the Uninsured Portion of 
Partially Insured Plans 
 
Included as a receivable relating to uninsured plans is approximately $6,481,000 and $3,809,000 and 
liability for amounts held under uninsured plans is approximately $3,831,000 and $5,428,000 as of 
September 30, 2012 and December 31, 2011, respectively, related to Medicare Part D program for the 
catastrophic reinsurance, low-income member cost-sharing subsidies and coverage gap discount 
program. 

Note 19 - Direct Premium Written/Produced by Managing General Agents/Third Party Administrators 
 
No significant change. 

 
Note 20 – Fair Value Measurement 
 

The NAIC SAP defines fair value, establishes a framework for measuring fair value, and outlines the 
disclosure requirements related to fair value measurements. The fair value hierarchy is as follows: 

Level 1 — Quoted (unadjusted) prices for identical assets in active markets. 

Level 2 — Other observable inputs, either directly or indirectly, including: 

• Quoted prices for similar assets in active markets 

• Quoted prices for identical or similar assets in inactive markets (few transactions, limited 
information, noncurrent prices, high variability over time, etc.) 

• Inputs other than quoted prices that are observable for the asset (interest rates, yield curves, 
volatilities, default rates, etc.) 

• Inputs that are derived principally from or corroborated by other observable market data 

Level 3 — Unobservable inputs that cannot be corroborated by observable market data. 

The estimated fair values of bonds and short-term investments (investments) are based on quoted 
market prices, where available. The Company obtains one price for each security primarily from a third-
party pricing service (pricing service), which generally uses quoted or other observable inputs for the 
determination of fair value. The pricing service normally derives the security prices through recently 
reported trades for identical or similar securities, making adjustments through the reporting date based 
upon available observable market information. For securities not actively traded, the pricing service 
may use quoted market prices of comparable instruments or discounted cash flow analyses, 
incorporating inputs that are currently observable in the markets for similar securities. Inputs that are 
often used in the valuation methodologies include, but are not limited to, non-binding broker quotes, 
benchmark yields, credit spreads, default rates and prepayment speeds. As the Company is 
responsible for the determination of fair value, it performs quarterly analyses on the prices received 
from the pricing service to determine whether the prices are reasonable estimates of fair value. 
Specifically, the Company compares the prices received from the pricing service to prices reported by 
its custodian, its investment consultant and third-party investment advisors. Additionally, the Company 
compares changes in the reported market values and returns to relevant market indices to test the 
reasonableness of the reported prices. Based on the Company’s internal price verification procedures 
and review of fair value methodology documentation provided by independent pricing services, the 
Company has not historically adjusted the prices obtained from the pricing service.  
 
In instances in which the inputs used to measure fair value fall into different levels of the fair value 
hierarchy, the fair value measurement has been determined based on the lowest level input that is 
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significant to the fair value measurement in its entirety. The Company’s assessment of the significance 
of a particular item to the fair value measurement in its entirety requires judgment, including the 
consideration of inputs specific to the asset or liability.  
 
The Company does not have any financial assets that are measured and reported at fair value on the 
statutory basis statements of admitted assets, liabilities, and capital and surplus at September 30, 2012 
and December 31, 2011. 

The Company does not have any financial assets with a fair value hierarchy of level 3.  

The aggregate fair value by hierarchy of all financial instruments as of September 30, 2012 and 
December 31, 2011 is presented in the table below (in thousands): 

 

Total Fair 
Value

Total 
Admitted 
Assets

Quoted Prices in 
Active Markets 

(Level 1)

Other 
Observable 

Inputs (Level 
2)

Unobservable 
Inputs 

(Level 3)

U.S. government and Agency Securities 39,464$         38,508$    17,275$            22,189$      -     $            
State and Agency Municipalities 57,253           53,958      -                        57,253        -                   
City and County Municipalities 33,344           31,751      -                        33,344        -                   
Corporate Debt Securities 55,180           50,319      -                        55,180        -                   
Commercial Paper and Money-Market Funds 73,759           73,759      73,759              -                  -                   

                    
Total 259,000$       248,295$  91,034$            167,966$    -     $            

Total Fair 
Value

Total 
Admitted 
Assets

Quoted Prices in 
Active Markets 

(Level 1)

Other 
Observable 

Inputs (Level 
2)

Unobservable 
Inputs 

(Level 3)

U.S. government and Agency Securities 35,459$         34,782$    11,038$            24,421$      -     $            
State and Agency Municipalities 56,880           54,215      -                        56,880        -                   
City and County Municipalities 35,317           33,653      -                        35,317        -                   
Corporate Debt Securities 50,047           47,207      -                        50,047        -                   
Commercial Paper and Money-Market Funds 21,619           21,619      21,619              -                  -                   

                    
Total 199,322$       191,476$  32,657$            166,665$    -     $            

September 30, 2012

 2011

 
There were no financial instruments that were not practicable to estimate at fair value. 
 
Fair values of investments are based on quoted market prices, where available. The Company obtains 
one price for each security primarily from a third-party pricing service (pricing service), which generally 
uses quoted or other observable inputs for the determination of fair value. The pricing service normally 
derives the security prices through recently reported trades for identical or similar securities, making 
adjustments through the reporting date based upon available observable market information. For 
securities not actively traded, the pricing service may use quoted market prices of comparable 
instruments or discounted cash flow analyses, incorporating inputs that are currently observable in the 
markets for similar securities. Inputs that are often used in the valuation methodologies include, but are 
not limited to, benchmark yields, credit spreads, default rates, prepayment speeds and non-binding 
broker quotes. As the Company is responsible for the determination of fair value, it performs quarterly 
analyses on the prices received from the pricing service to determine whether the prices are reasonable 
estimates of fair value. Specifically, the Company compares the prices received from the pricing service 
to a secondary pricing source, prices reported by its custodian, its investment consultant and third-party 
investment advisors. Additionally, the Company compares changes in the reported market values and 
returns to relevant market indices to test the reasonableness of the reported prices. The Company’s 
internal price verification procedures and review of fair value methodology documentation provided by 
independent pricing services has not historically resulted in adjustment in the prices obtained from the 
pricing service. 

 
Note 21 - Other Items 

 
The Company elected to use rounding in reporting amounts in the notes to statutory basis statements. 
 

Note 22 - Events Subsequent 
 
No significant change. 
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Note 23 - Reinsurance 
 
No significant change. 
 

Note 24 - Retrospectively Rated Contracts & Contracts Subject to Redetermination 
 
The Company has Medicare business which is subject to a retrospective rating feature related to Part D 
premiums. The Company has estimated accrued retrospective premiums related to Part D premiums 
based on guidelines determined by the Center for Medicare and Medicaid Services (CMS). The formula 
is tiered and based on medical loss ratio. The amount of Part D earned premiums subject to 
retrospective rating was approximately $52,281,000 and $ 63,711,000 representing 7.4% and 7.3% of 
total net premium income as of September 30, 2012 and December 31, 2011, respectively.  
 
Pursuant to the Health Reform Legislation, the Company is required to maintain specific minimum loss 
ratios. These minimum loss ratios apply to comprehensive major medical coverage and vary depending 
on group size.  The Company’s actual loss ratios were in excess of the minimum requirement as of 
September 30, 2012 and as a result, no minimum medical loss ratio rebate was required to be 
established at September 30, 2012. The following table discloses the minimum medical loss ratio 
rebates required pursuant to the Health Reform Legislation for the period ended December 31, 2011 (in 
thousands): 
 

2 3 4
Small Large Other

1 Group Group Categories 5
Individual Employer Employer with Rebates Total

Prior reporting year 
  (1) Medical loss ratio rebates incurred -$           -$           7$               -$                7$               
  (2) Medical loss ratio rebates paid -             -             -             -                  -             
  (3) Medical loss rebates unpaid -             -             7                 -                  7                 
  (4) Plus reinsurance assumed amounts XXX XXX XXX XXX -             
  (5) Less reinsurance ceded amounts XXX XXX XXX XXX -             
  (6) Rebates unpaid net of reinsurance XXX XXX XXX XXX 7$               

 

Note 25 - Change in Incurred Losses and Loss Adjustment Expenses 
 

Changes in estimates related to the prior year incurred claims are included in total hospital and medical 
expenses in the current year in the accompanying statutory basis statements of operations. The 
following tables disclose paid claims, incurred claims, and the balance in the claims unpaid, accrued 
medical incentive pool and bonus amounts, aggregate health claim reserves and health care 
receivables at September 30, 2012 and December 31, 2011 (in thousands): 
 

Current Year Prior Years
Incurred Incurred
Claims Claims Total

Beginning of year claim reserve -     $           (109,468)$      (109,468)$     
Paid claims, net of health care receivables 498,383      80,555           578,938        
End of year claim reserve 104,250      1,612             105,862        

Incurred claims excluding the change in health care

   receivables 602,633      (27,301)          575,332        

Beginning of year health care receivables -                  12,000           12,000          
End of year health care receivables (11,961)       (139)               (12,100)         

Total incurred claims 590,672$    (15,440)$        575,232$      

September 30, 2012
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Current Year Prior Years
Incurred Incurred
Claims Claims Total

Beginning of year claim reserve -     $           (105,755)$     (105,755)$     
Paid claims, net of health care receivables 651,124      84,700           735,824        
End of year claim reserve 108,532      937                109,469        

Incurred claims excluding the change in health care

   receivables 759,656      (20,118)         739,538        

 
Beginning of year health care receivables -                  9,404             9,404            
End of year health care receivables (11,757)       (243)              (12,000)         

Total incurred claims 747,899$    (10,957)$       736,942$      

 2011

 
The liability for claims unpaid, accrued medical incentive pool and bonus amounts, aggregate health 
claim reserves and health care receivables as of December 31, 2011 were approximately $97,469,000. 
As of September 30, 2012, approximately $80,555,000 has been paid for incurred claims attributable to 
insured events of prior years. Reserves remaining for prior years are now approximately $1,473,000 as 
a result of re-estimation of unpaid claims. Therefore, there has been approximately $15,440,000 
favorable prior-year development since December 31, 2011 to September 30, 2012. The primary 
drivers consist of favorable development as a result of ongoing analysis of loss development trends 
related to the release and reestablishment of approximately $5,895,000 in known environmental claims 
and approximately $8,942,000 in retroactivity for inpatient, outpatient, physician, and pharmacy claims. 
At December 31, 2011, the Company recorded approximately $10,957,000 of favorable development.  
The primary drivers consist of favorable development as a result of ongoing analysis of loss 
development trends related to the release and reestablishment of approximately $6,411,000 in known 
environmental claims and approximately $3,644,000 in retroactivity for inpatient, physician, and 
pharmacy claims, and approximately $1,159,000 related to release of provider settlement reserves.  
Original estimates are increased or decreased, as additional information becomes known regarding 
individual claims. Included in this favorable development is the impact related to retrospectively rated 
policies. As a result of the prior-year effects, on a regular basis, the Company adjusts revenue and the 
corresponding liability and/or receivable related to retrospectively rated policies and the impact of the 
change is included as a component of change in unearned premium reserves and reserve for rate 
credits in the statutory basis statements of operations. 

 
The Company incurred claims adjustment expenses (CAE) of approximately $13,369,000 and 
$24,540,000 for the nine months ended September 30, 2012 and the year ended December 31, 2011, 
respectively. These costs are included in the management service fees paid by the Company to UHS 
as a part of its management agreement. The following table discloses paid CAE and incurred CAE for 
the nine months ended September 30, 2012 and the year ended December 31, 2011, and the balance 
in the unpaid claim adjustment expenses reserve as of September 30, 2012 and December 31, 2011 (in 
thousands): 

 
September 30, 2012  2011

Total claims adjustment expenses incurred 13,369$              24,540$              
Less current year unpaid claims adjustment expenses (2,032)                (2,058)                
Add prior year unpaid claims adjustment expenses 2,058                 2,152                 

Total claims adjustment expenses paid 13,395$              24,634$              

 
Note 26 - Intercompany Pooling Arrangements 

 
No significant change. 
 

Note 27 - Structured Settlements 
 
No significant change. 
 

Note 28 - Health Care Receivables 
 
No significant change. 
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Note 29 - Participating Policies 
 
No significant change. 
 

Note 30 - Premium Deficiency Reserves 
                 

No significant change.  
 

Note 31 – Anticipated Salvage and Subrogation 
 
No significant change.  
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