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NOTES TO FINANCIAL STATEMENTS 
(in thousands) 

 
 

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

A. Accounting Practices 
 

The financial statements of UnitedHealthcare Insurance Company 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 a health 
maintenance organization , 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 June 30, December 31,
Domicile 2014 2013

Net Income

(1) Company state basis Ohio 4,596$       3,936$       
(2) State prescribed practices that increase/(decrease) NAIC SAP:

Not Applicable Ohio -                 -                 
(3) State permitted practices that increase/(decrease) NAIC SAP:

Not Applicable Ohio -                 -                 

(4) NAIC SAP  (1-2-3=4) Ohio 4,596$       3,936$       

Surplus

(5) Company state basis Ohio 117,035$   126,613$   
(6) State prescribed practices that increase/(decrease) NAIC SAP:

Not Applicable Ohio -                 -                 
(7) State permitted practices that increase/(decrease) NAIC SAP:

Not Applicable Ohio -                 -                 

(8) NAIC SAP  (5-6-7=8) Ohio 117,035$   126,613$   

  
B.   Use of Estimates in the Preparation of the Statutory Basis Financial Statements 

 
              No significant change. 
 

C. Accounting Policy  

The Company is subject to an annual fee under section 9010 of the Affordable Care Act (“ACA”). A 
health insurance entity’s annual fee becomes payable once the entity provides health insurance for any 
U.S. health risk for each calendar year beginning on or after January 1, 2014. Under statutory 
accounting, the entire amount of the estimated annual fee expense is recognized on January 1 of the 
fee year in general administrative expenses in the statutory basis financial statements, whereas under 
GAAP, a deferred asset is created on January  1 of the fee year which is amortized to expense on a 
straight-line basis. In addition, under statutory accounting, an amount equal to the estimated 
subsequent year fee must be apportioned out of unassigned surplus and reported as aggregate write-
ins for special surplus funds, whereas under GAAP, no such special surplus designation is required. 

 
There were no other significant changes to accounting policies. 
 
 

2. ACCOUNTING CHANGES AND CORRECTION OF ERRORS 

No significant change. 
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3. BUSINESS COMBINATIONS AND GOODWILL 

A–D.    No significant change.      
 

4. DISCONTINUED OPERATIONS 

(1–5) No significant change. 
 

5. INVESTMENTS AND OTHER INVESTED ASSETS 

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) Corporate bonds and government obligations include mortgage-backed securities, which are 

valued using the retrospective adjustment methodology. Prepayment assumptions for the 
determination of the amortized cost of mortgage-backed securities are based on a three-month 
constant prepayment rate history obtained from external data source vendors. 

 
(2) The Company did not recognize any other-than-temporary impairments (“OTTI”) on mortgage-

backed securities as of June 30, 2014. 
  

(3) As of June 30, 2014, the Company did not have mortgage-backed securities with any other-than-
temporary impairment  to report by CUSIP.  

 
(4) The following table illustrates the fair value, gross unrealized losses, and length of time that the 

mortgage-backed securities have been in a continuous unrealized loss position at June 30, 2014 
and December 31, 2013 (in thousands):  

 

June 30, 2014
The aggregate amount of unrealized losses:
       1. Less than 12 months (176)$               
       2. 12 Months or longer (141)                

The aggregate related fair value of securities with unrealized losses:
       1. Less than 12 months 13,233             
       2. 12 Months or longer 7,428               

December 31, 2013
The aggregate amount of unrealized losses:
       1. Less than 12 months (703)$               
       2. 12 Months or longer (422)                

The aggregate related fair value of securities with unrealized losses:
       1. Less than 12 months 31,689             
       2. 12 Months or longer 4,243                

                      
(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. The unrealized losses as of June 30, 2014 were 
primarily caused by interest rate increases and not by unfavorable changes in the credit ratings 
associated with these securities.  
 

E. Repurchase Agreements and/or Securities Lending Transactions 
 
The Company does not have any repurchase agreements and/or securities lending transactions.  
 

F. Real Estate 
 
 No significant change. 
 

G. Investments in Low-Income Housing Tax Credits 
 
No significant change. 
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H. Restricted Assets 

 
No significant change. 
 

I. Working Capital Finance Investments 
 
Not applicable. 
 

6. JOINT VENTURES, PARTNERSHIPS, AND LIMITED LIABILITY COMPANIES 

A–B.   No significant change.            
 

7. INVESTMENT INCOME 

          A–B.   No significant change. 
 
8. DERIVATIVE INSTRUMENTS 

A–F.  No significant change.  
 

9. INCOME TAXES 

A–G.  No significant change.  
 
The provision for federal income taxes incurred is different from that which would be obtained by applying 
the statutory federal income tax rate of 35% to net income before federal income taxes, plus capital gains 
tax primarily as a result of the new annual health insurer fee under section 9010 of the ACA that requires 
the Company to expense 100% of the estimated annual fee on January 1, 2014 which is nondeductible for 
tax purposes. The Company estimates its health insurer fee liability to be approximately $15,189,000  in 
2014, which will be payable in September 2014 and is included in general expenses due or accrued. 
 
The Company’s net deferred tax asset increased approximately $445,000  from December 31, 2013 to June 
30, 2014 as a result of the  decrease in premium deficiency reserve (see Note 30), and nonadmitted asset 
changes. The change in net deferred income taxes, excluding the impact of the change in nonadmitted 
assets, had a corresponding impact on the current federal income tax provision. 
 

10. INFORMATION CONCERNING PARENT, SUBSIDIARIES, AND AFFILIATES 

A–L.  Material Related Party Transactions    
 

The Company holds a $50,000,000 subordinated revolving credit agreement with UnitedHealth Group at an 
interest rate of London InterBank Offered Rate (“LIBOR”) plus a margin of 0.50%. This credit agreement is 
subordinate to the extent it does not conflict with any credit facility held by either party. The credit 
agreement is for a one-year term and automatically renews annually, unless terminated by either party. 
There is $35,000,000 and $0 outstanding under the line of credit as of June 30, 2014 and December 31, 
2013, respectively which is reflected in borrowed money in the accompanying statutory basis statements of 
admitted assets, liabilities, and capital and surplus. The $35,000,000 was borrowed on June 19, 2014 and 
was subsequently paid back in full on July 1, 2014. 
 

11. DEBT 

A–B.   No significant change.  
 

12. RETIREMENT PLANS, DEFERRED COMPENSATION, POSTEMPLOYMENT BENEFITS AND 
COMPENSATED ABSENCES, AND OTHER POSTRETIREMENT BENEFIT PLANS 

A–F.   The Company has no defined benefit plans, defined contribution plans, multiemployer plans, 
consolidated/holding company plans, postemployment benefits, and compensated absences plans 
and is not impacted by the Medicare Modernization Act on postretirement benefits, since all 
personnel are employees of United HealthCare Services, Inc. (“UHS”), which provides services to 
the Company under the terms of a management agreement.  

 
13. CAPITAL AND SURPLUS, SHAREHOLDERS’ DIVIDEND RESTRICTIONS, AND 

QUASI-REORGANIZATIONS 

 
(1–3)   No significant change. 
 
  
 (4) On May 27, 2014, the Company declared an ordinary cash dividend of $12,500,000  to the sole 

shareholder, UHS. The dividend was paid on June 09, 2014. The ordinary dividend complied with 
the provisions set forth in the statutes of the Department. The dividend was recorded as a reduction 
to unassigned surplus  
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(5–13)  No significant change. 
 

14. CONTINGENCIES 

A–E.  No significant change.         
 

15. LEASES 

A–B.  No significant change. 
 

16. INFORMATION ABOUT FINANCIAL INSTRUMENTS WITH OFF-BALANCE-SHEET RISK  AND 
FINANCIAL INSTRUMENTS WITH CONCENTRATIONS OF CREDIT RISK 

(1–4)  No significant change.   
 

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 June 30, 2014 or 
December 31, 2013. 

 
B. The Company did not have any transfer and servicing of financial assets as of June 30, 2014 or 

December 31, 2013. 
 
C. No transactions involving wash sales of securities with an NAIC designation of 3 or below or unrated 

securities occurred as of June 30, 2014 or the year ended December 31, 2013.  
 

18. GAIN OR LOSS TO THE REPORTING ENTITY FROM UNINSURED PLANS AND THE UNINSURED 
PORTION OF PARTIALLY INSURED PLANS 

A–B.    No significant change. 
 

C. Medicare or Other Similarly Structured Cost Based Reimbursement Contract  
 

The Medicare Part D program is a partially insured plan. The Company recorded a receivable in 
amounts receivable relating to uninsured plans in the statutory basis statements of admitted assets, 
liabilities, and capital and surplus of approximately $6,341,000 and $8,077,000 as of June 30, 2014 and 
December 31, 2013, respectively, for cost reimbursement under the Medicare Part D program for the 
catastrophic reinsurance and low-income member cost-sharing subsidies. The Company also recorded 
a receivable of approximately $803,000 and $2,217,000 and a payable of approximately $744,000  and 
$994,000 as of June 30, 2014 and December 31, 2013, respectively, for the Medicare Part D Coverage 
Gap Discount Program in amounts receivable relating to uninsured plans and liability for amounts held 
under uninsured plans in the statutory basis statements of admitted assets, liabilities, and capital and 
surplus. 

 
19. DIRECT PREMIUM WRITTEN/PRODUCED BY MANAGING GENERAL AGENTS/THIRD-PARTY 

ADMINISTRATORS 

No significant change. 
 

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 nonactive 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. 
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The estimated fair values of bonds, short-term investments and, preferred stocks 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 prices 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 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 have not historically resulted in an adjustment in 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 
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. 

A. Fair Value 

(1) Fair Value Measurements at Reporting Date 

The following table presents information about the Company’s financial assets that are measured 
and reported at fair value at June 30, 2014 and December 31, 2013, in the statutory basis 
statements of admitted assets, liabilities, and capital and surplus according to the valuation 
techniques the Company used to determine their fair values (in thousands): 

Description for Each
Class of Asset or Liability (Level 1) (Level 2) (Level 3) Total

a. Assets at fair value:
   Perpetual preferred stock
      Industrial and misc (a) -     $       523$       -     $       523$       
      Parent, subsidiaries, and affiliates -              -              -              -              

           Total perpetual preferred stocks -              523         -              523         

   Bonds:
      U.S. governments -              -              -              -              
      Industrial and misc -              -              -              -              
      Hybrid securities -              -              -              -              
      Parent, subsidiaries, and affiliates -              -              -              -              

           Total bonds -              -              -              -              

   Common stock:
      Industrial and misc -              -              -              -              
      Parent, subsidiaries, and affiliates -              -              -              -              

           Total common stock -              -              -              -              

   Derivative assets:
      Interest rate contracts -              -              -              -              
      Foreign exchange contracts -              -              -              -              
      Credit contracts -              -              -              -              
      Commodity futures contracts -              -              -              -              
      Commodity forward contracts -              -              -              -              

           Total derivatives -              -              -              -              

   Separate account assets -              -              -              -              

   Total assets at fair value -     $       523$       -     $       523$       

b. Liabilities at fair value:
   Derivative liabilities -     $       -     $       -     $       -     $       

   Total liabilities at fair value -     $       -     $       -     $       -     $       

June 30, 2014
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Description for Each
Class of Asset or Liability (Level 1) (Level 2) (Level 3) Total

a. Assets at fair value:
   Perpetual preferred stock
      Industrial and misc (a) -     $      495$      -     $      495$      
      Parent, subsidiaries, and affiliates -            -            -            -            

           Total perpetual preferred stocks -            495        -            495        

   Bonds:
      U.S. governments -            -            -            -            
      Industrial and misc -            -            -            -            
      Hybrid securities -            -            -            -            
      Parent, subsidiaries, and affiliates -            -            -            -            

           Total bonds -            -            -            -            

   Common stock:
      Industrial and misc -            -            -            -            
      Parent, subsidiaries, and affiliates -            -            -            -            

           Total common stock -            -            -            -            

   Derivative assets:
      Interest rate contracts -            -            -            -            
      Foreign exchange contracts -            -            -            -            
      Credit contracts -            -            -            -            
      Commodity futures contracts -            -            -            -            
      Commodity forward contracts -            -            -            -            

           Total derivatives -            -            -            -            

   Separate account assets -            -            -            -            

   Total assets at fair value -     $      495$      -     $      495$      

b. Liabilities at fair value:
   Derivative liabilities -     $      -     $      -     $      -     $      

   Total liabilities at fair value -     $      -     $      -     $      -     $      

December 31, 2013

 
 

There were no transfers between Levels 1 and 2 during the six months ended June 30, 2014 and 
the year ended December 31, 2013. 

 (2)    The Company does not have any financial assets with a fair value hierarchy of Level 3 that were 
measured and reported at fair value. 

(3) Transfers between levels, if any, are recorded as of the beginning of the reporting period in which 
the transfer occurs. There were no transfers between Levels 1, 2 or 3 of any financial assets or 
liabilities during the six months ended June 30, 2014 and the year ended December 31, 2013. 

(4) Investments — Fair values of debt and equity securities 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 prices 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, and, if necessary, makes 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 prices reported by a secondary pricing source, such as 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 reviews of fair value methodology documentation provided by 
independent pricing services have not historically resulted in adjustment in the prices obtained 
from the pricing service. 

Fair values of debt securities that do not trade on a regular basis in active markets but are priced 
using other observable inputs are classified as Level 2. 
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Fair value estimates for Level 2 equity securities are based on quoted market prices for actively 
traded equity securities and/or other market data for the same or comparable instruments and 
transactions in establishing the prices. 

 
(5) The Company has no derivative assets and liabilities to disclose.  

B. Fair Value Combination — Not applicable. 

C. Aggregate Fair Value Hierarchy 

The aggregate fair value by hierarchy of all financial instruments as of June 30, 2014 and 
December 31, 2013, is presented in the table below (in thousands):     

Not
Practical

Types of Aggregate Admitted Carrying
Financial Investment Fair Value Assets (Level 1) (Level 2) (Level 3) Value

U.S. government and agency securities 31,767$      31,526$      991$           30,776$      -      $         -      $         
State and agency municipalities 62,389        60,474        -                 62,389        -                 -                 
City and county municipalities 32,655        31,637        -                 32,655        -                 -                 
Corporate debt securities 64,990        62,963        -                 64,990        -                 -                 
Money-market funds 4,079          4,079          4,079          -                 -                 -                 
Equity 523             525             -                 523             -                 -                 

Total bonds, short-term investments, and 
     equity 196,403      191,204      5,070          191,332      -      $         -      $         

Not
Practical

Types of Aggregate Admitted Carrying
Financial Investment Fair Value Assets (Level 1) (Level 2) (Level 3) Value

U.S. government and agency securities 33,085$      33,962$      3,097$        29,988$      -      $         -      $         
State and agency municipalities 68,127        67,555        -                 68,127        -                 -                 
City and county municipalities 39,327        39,003        -                 39,327        -                 -                 
Corporate debt securities 79,204        78,496        -                 79,204        -                 -                 
Money-market funds 15,690        15,690        15,690        -                 -                 -                 
Equity 495             496             -                 495             -                 -                 

Total bonds, short-term investments, and 
     equity 235,928$    235,202$    18,787$      217,141$    -      $         -      $         

June 30, 2014

December 31, 2013

 

U.S. government and agency securities in the tables above reflect short-term and long-term investment 
holdings only. Included as Level 1 in U.S. government and agency securities in the fair value hierarchy 
table above are U.S. Treasury securities of $991,000 and $3,097,000 as of June 30, 2014 and 
December 31, 2013, respectively.  

There are no commercial paper investments included in corporate debt securities in the fair value 
hierarchy table as of June 30, 2014 and December 31, 2013. 

D. Not Practicable to Estimate Fair Value — Not applicable. 

21. OTHER ITEMS 

The Company elected to use rounding in reporting amounts in the notes to statutory basis financial 
statements. 
 
A–H.  No significant change. 
 
I. Joint and Several Liabilities — Not applicable. 

J. Risk Sharing Provisions of the Affordable Care Act 

Effective January 1, 2014, the ACA imposed fees and premium stabilization provisions on health 
insurance issuers offering commercial health insurance. The three premium stabilization programs are 
commonly referred to as the 3Rs – risk adjustment, risk corridors and reinsurance.  

 
Risk Adjustment - The permanent risk adjustment program, designed to mitigate the potential impact 
of adverse selection and provide stability for health insurance issuers, applies to all non-grandfathered 
plans in the individual and small group markets both inside and outside of the insurance exchanges. 
Premium adjustments pursuant to the risk adjustment program are accounted for as premium subject to 
redetermination and user fees are accounted for as assessments. 
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Risk Corridors – The temporary risk corridors program, designed to provide some aggregate 
protection against variability for issuers in the individual and small group markets during the period 
2014 through 2016, applies to Qualified Health Plans (QHPs) in the individual and small group markets 
both inside and outside of the insurance exchanges. Premium adjustments pursuant to the risk 
corridors program are accounted for as premium adjustments for retrospectively rated contracts. 
 
Reinsurance – The transitional reinsurance program was designed to protect issuers in the individual 
market from an expected increase in large claims due to the elimination of preexisting condition 
limitations. The transitional reinsurance program is effective from 2014 through 2016 and applies to all 
issuers of major medical commercial products and third party administrators.  Contributions attributable 
to enrollees in individual plans, including program administrative costs are accounted for as ceded 
premium and payments received are accounted for as ceded benefit recoveries. The portion of the 
individual contributions earmarked for the U.S. Treasury is accounted for as an assessment. 
Contributions made for enrollees in fully insured plans other than individual plans, including program 
administrative costs and payments to the U.S. Treasury, are treated as assessments. 

The Company has Accident and Health insurance premiums in 2014 subject to the ACA risk sharing 
provisions.  

The following table presents the current year impact of risk sharing provisions of the ACA  on assets, 
liabilities, and revenue (in thousands): 

a. Permanent ACA Risk Adjustment Program June 30, 2014
Assets

1. Premium adjustments receivable due to ACA Risk Adjustment -      $          
Liabilities

2. Risk adjustment user fees payable for ACA Risk Adjustment -      $          
3. Premium adjustments payable due to ACA Risk Adjustment -      $          

Operations (Revenue & Expense)
4. Reported as revenue in premium for accident and health

contracts (written/collected) due to ACA Risk Adjustment -      $          
5. Reported in expenses as ACA risk adjustment user fees

(incurred/paid) -      $          

b. Transitional ACA Reinsurance Program
Assets

1. Amounts recoverable for claims paid due to ACA Reinsurance -      $          
2. Amounts recoverable for claims unpaid due to ACA Reinsurance -      $          
3. Amounts receivable relating to uninsured plans for 

contributions for ACA Reinsurance -      $          
Liabilities

4. Claims unpaid - ceded due to ACA Reinsurance -      $          
5. Liabilities for contributions payable due to ACA Reinsurance

- not reported as ceded premium 136$            
6. Ceded reinsurance premiums payable due to ACA Reinsurance -      $          
7. Liability for amounts held under uninsured plans contributions

for ACA Reinsurance -      $          
Operations (Revenue & Expense)

8. Ceded reinsurance premiums due to ACA Reinsurance -      $          
9. Reinsurance recoveries (income statement) due to ACA

reinsurance payments or expected payments -      $          
10. ACA Reinsurance contributions - not reported as ceded premium 136$            

c. Temporary ACA Risk Corridors Program
Assets

1. Accrued retrospective premium due to ACA Risk Corridors -      $          
Liabilities

2. Reserve for rate credits or policy experience rating refunds
due to ACA Risk Corridors -      $          

Operations (Revenue & Expense)
3. Effect of ACA Risk Corridors on net premium income -      $          

(paid/received)
4. Effect of ACA Risk Corridors on change in reserves for rate credits -      $           

 
22. EVENTS SUBSEQUENT 

No significant change. 
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23. REINSURANCE 

A–C.  No significant change.          
 

24. RETROSPECTIVELY RATED CONTRACTS AND CONTRACTS SUBJECT TO  REDETERMINATION 

A–B.   No significant change. 
 
 C.     The Company has Medicare Part D program business which is subject to a retrospective rating 

feature related to Part D Premiums. The Company has estimated accrued retrospective premiums 
related to certain Part D premiums based on guidelines determined by CMS. The formula is tiered 
and based on the bid medical loss ratio. The amount of Part D direct premiums written subject to 
retrospective rating was approximately $29,123,000 and $73,803,000 representing 6.7% and 7.1% of 
total direct premiums written as of June 30, 2014 and December 31, 2013, respectively.  

D.      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 
requirements and as a result, no minimum medical loss ratio rebate was required to be established at 
June 30, 2014 and December 31, 2013.  

Pursuant to Health Care Reform changes effective for contract years beginning in 2014, the 
Company is required to maintain a specific minimum medical loss ratio on its Medicare contracts. The 
Company’s actual medical loss ratios were in excess of the minimum requirements and, as a result, 
no minimum medical loss ratio liability for Medicare was required to be established as of June 30, 
2014. 

25. CHANGE IN INCURRED CLAIMS AND CLAIMS 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, health care receivable (excluding 
provider loans and advances) and reinsurance recoverables at June 30, 2014 and December 31, 2013 (in 
thousands): 

Current Year Prior Years
Incurred Incurred
Claims Claims Total

Beginning of year claim reserve -      $          (125,112)$ (125,112)$ 
                 

Paid claims, net of health care receivable 292,648     102,343     394,991     
End of year claim reserve 102,599     8,180         110,780     

Incurred claims excluding the change in health care receivable
  as presented below 395,247     (14,588)      380,659     

Beginning of year health care receivable -                  22,629       22,629       
End of year health care receivable (15,574)      (5,967)        (21,541)      

                 

Total incurred claims 379,673$  2,074$       381,747$  

*Health care receivable excludes provider loans and advances of $0

June 30, 2014

 

 

Current Year Prior Years
Incurred Incurred
Claims Claims Total

Beginning of year claim reserve -      $         (112,156)$  (112,156)$  
                

Paid claims, net of health care receivable 840,061     86,280       926,341     
End of year claim reserve 122,744     2,368         125,112     

Incurred claims excluding the change in health care receivable    
  as presented below 962,805     (23,508)      939,297     

Beginning of year health care receivable -                 16,966       16,966       
End of year health care receivable (20,548)      (2,081)        (22,629)      

Total incurred claims 942,257$   (8,623)$      933,634$   

*Health care receivable excludes provider loans and advances of $0

December 31, 2013
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The liability for claims unpaid, accrued medical incentive pool and bonus amounts, aggregate health claim 
reserves, health care receivable (excluding provider loans and advances) and reinsurance recoverables as 
of December 31, 2013 were approximately $102,483,000. As of June 30, 2014, approximately 
$102,343,000 has been paid for incurred claims attributable to insured events of prior years. Reserves 
remaining for prior years, net of healthcare receivable (excluding provider loans and advances) and 
reinsurance recoverables are approximately $2,213,000 as a result of re-estimation of unpaid claims. 
Therefore, there has been approximately $2,074,000  unfavorable prior year development since 
December 31, 2013 to June 30, 2014. The primary drivers consist of favorable development as a result of a 
change in the provision for adverse deviations in experience of $4,413,000 offset by unfavorable 
development of $5,605,000 in retroactivity for inpatient, outpatient, physician, and pharmacy claims, and 
unfavorable development of approximately $1,084,000 due to increase in risk share reserves and others.  
At December 31, 2013, the Company recorded approximately $8,623,000 favorable prior year development 
since December 31, 2012 to December 31, 2013. The primary drivers consist of favorable development as 
a result of a change in the provision for adverse deviations in experience of approximately $6,194,000 and 
favorable development of approximately $2,585,000 in retroactivity for inpatient, outpatient, physician, and 
pharmacy claims. Original estimates are increased or decreased, as additional information becomes known 
regarding individual claims, including the medical loss ratio rebate accrual.  Included in this favorable 
development is the impact related to retrospectively rated policies, which also has a corresponding impact 
on medical loss ratio rebates. 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 of approximately $17,758,000 and $39,191,000 for the 
six months ended June 30, 2014 and the year ended December 31, 2013, 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 tables disclose paid claims adjustment expense (“CAE”), incurred CAE, and the 
balance in the unpaid claim adjustment expenses reserve for the six months ended June 30, 2014 and the 
year ended December 31, 2013 (in thousands): 
 

June 30, 2014 December 31, 2013

Total claims adjustment expenses incurred 17,758$           39,191$           
Less current year unpaid claims adjustment expenses (1,099)              (1,333)              
Add prior year unpaid claims adjustment expenses 1,333               2,070               

Total claims adjustment expenses paid 17,991$           39,928$           
 

26. INTERCOMPANY POOLING ARRANGEMENTS 

A–G.  No significant change. 
 

27. STRUCTURED SETTLEMENTS 

A–B.  No significant change. 
 

28. HEALTH CARE AND OTHER AMOUNTS RECEIVABLE 

A–B.  No significant change. 
 

29. PARTICIPATING POLICIES 

No significant change. 
 

30. PREMIUM DEFICIENCY RESERVES 

The following table summarizes the Company’s premium deficiency reserves as of June 30, 2014 and 
December 31, 2013 (in thousands): 
 

1. Liability carried for premium deficiency reserves
2. Date of the most recent evaluation of this liability

3. Was anticipated investment income utilized in this calculation? Yes X No

1. Liability carried for premium deficiency reserves
2. Date of the most recent evaluation of this liability

3. Was anticipated investment income utilized in this calculation? Yes X No

6/30/2014
-     $                       

June 30, 2014

December 31, 2013
862$                       

12/31/2013
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The premium deficiency reserves are included in aggregate health policy reserves in the statutory basis 
statements of admitted assets, liabilities and capital and surplus and in increase in reserves for life and 
accident and health contracts in the statutory basis statements of operations. 

 
31. ANTICIPATED SALVAGE AND SUBROGATION 

No significant change.  
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