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Honorable Theodore K. Nickel 
Commissioner of Insurance 
State of Wisconsin 
125 South Webster Street 
Madison, Wisconsin 53703 
 
 
 
Commissioner: 

 In accordance with your instructions, a compliance examination has been made of the 

affairs and financial condition of: 

THE EPIC LIFE INSURANCE COMPANY 
Madison, Wisconsin 

 
and this report is respectfully submitted. 

 

I.  INTRODUCTION 

 The previous examination of The EPIC Life Insurance Company (the company or 

EPIC) was conducted in 2007 as of December 31, 2006.  The current examination covered the 

intervening period ending December 31, 2010, and included a review of such 2011 transactions 

as deemed necessary to complete the examination. 

 The examination was conducted using a risk-focused approach in accordance with 

the NAIC Financial Condition Examiners Handbook, which sets forth guidance for planning and 

performing an examination to evaluate the financial condition and identify prospective risks of an 

insurer.  This approach includes the obtaining of information about the company including 

corporate governance, the identification and assessment of inherent risks within the company, 

and the evaluation of system controls and procedures used by the company to mitigate those 

risks.  The examination also included an assessment of the principles used and significant 

estimates made by management, as well as an evaluation of the overall financial statement 
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presentation and management’s compliance with statutory accounting principles, annual 

statement instructions, and Wisconsin laws and regulations. 

 The examination consisted of a review of all major phases of the company's 

operations and included the following areas:  

 History 
 Management and Control 
 Corporate Records 
 Conflict of Interest 
 Fidelity Bonds and Other Insurance 
 Employees' Welfare and Pension Plans 
 Territory and Plan of Operations 
 Affiliated Companies 
 Growth of Company 
 Reinsurance 
 Financial Statements 
 Accounts and Records 
 Data Processing 
 
 Emphasis was placed on the audit of those areas of the company's operations 

accorded a high priority by the examiner-in-charge when planning the examination.  Special 

attention was given to the action taken by the company to satisfy the recommendations and 

comments made in the previous examination report. 

 The company is annually audited by an independent public accounting firm as 

prescribed by s. Ins 50.05, Wis. Adm. Code.  An integral part of this compliance examination was 

the review of the independent accountant's work papers.  Based on the results of the review of 

these work papers, alternative or additional examination steps deemed necessary for the 

completion of this examination were performed.  The examination work papers contain 

documentation with respect to the alternative or additional examination steps performed during 

the course of the examination. 

Independent Actuary's Review 

 An independent actuarial firm was engaged under a contract with the Office of the 

Commissioner of Insurance.  The actuary reviewed the adequacy of aggregate life reserves, 

aggregate accident and health reserves and asset adequacy analysis.  The actuary’s results were 

reported to the examiner-in-charge.  As deemed appropriate, reference is made in this report to 

the actuary's conclusion. 
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II. HISTORY AND PLAN OF OPERATION 

 The EPIC Life Insurance Company (EPIC) was organized in 1984 as a wholly owned 

subsidiary of Wisconsin Physicians Service Insurance Corporation (WPS), a Wisconsin health 

service insurance corporation.  An examination of WPS and another affiliate, WPS Health Plan, 

Inc., were performed concurrently with this examination. 

 As of December 31, 2010, the company is licensed in the following states: 

 Arizona Maryland Oregon 
 Arkansas Michigan Pennsylvania 
 Colorado Minnesota South Carolina 
 Florida Missouri South Dakota 
 Illinois Nebraska Tennessee 
 Indiana Nevada Texas 
 Iowa North Dakota Virginia 
 Kansas Ohio West Virginia 
 Kentucky Oklahoma Wisconsin 
 
 In 2010, the company collected direct premium in the following states: 
 

Wisconsin $16,204,539 86.0%
Indiana 948,573 5.1 
Ohio 551,000 3.0 
Illinois 440,582 2.3 
Missouri 341,064 1.8 
All others        346,866     1.8 
   
Total $18,832,624 100.0%

 
 EPIC’s primary business is group life, group dental, group vision, and both long- and 

short-term disability insurance as well as voluntary coverage for the same products and 

conversion policies to individuals.  The company also offers medical products, which are assumed 

and administered by its parent.  In addition, the company offers Administrative Service Contracts 

(ASC) to larger employer groups.  Business is generated through independent agents and sales 

staff.  The company also provides disability and life insurance services to other members within 

the WPS holding company group.  

 The following chart is a summary of premium income as reported by the company in 

2010.  The growth of the company is discussed in the “Financial Data” section of this report. 
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Premium Income 

Line of Business 
Direct 

Premium 
Reinsurance 

Assumed 
Reinsurance 

Ceded Net Premium 
     
Group life $  6,500,593 $1,687,127 $   320,783 $  7,866,937 
Ordinary life 27,297 0 0 27,297 
Accident and health:     
  Group 12,253,984 54,125 1,966,149 10,341,960 
  Other            2,156                 0          2,156                   0 
 
Total All Lines 

 
$18,784,030 

 
$1,741,252 

 
$2,289,088 

 
$18,236,194 
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III. MANAGEMENT AND CONTROL 

Board of Directors 

 The board of directors consists of six members.  All directors are elected annually to 

serve a one-year term.  Officers are elected at the board's annual meeting.  Members of the 

company's board of directors may also be members of other boards of directors in the holding 

company group.  The board members currently receive $400 per meeting for serving on the 

board.  Employees who are members of the board are not paid meeting fees. 

 Currently the board of directors consists of the following persons: 

Name and Residence Principal Occupation Term Expires 
 
James Riordan President  2012 
Madison, Wisconsin WPS, EPIC and WPS Health Plan, Inc.  
   
Timothy Flaherty, Chairman Retired Physician 2012 
Neenah, Wisconsin   
   
Timothy Heaton Chief Operating Officer 2012 
Oregon, Wisconsin The EPIC Life Insurance Company  
   
Edwin Hill, Jr. Retired Bank Vice President 2012 
Madison, Wisconsin   
   
Leland Kauth Retired Financial Consultant 2012 
Wisconsin Rapids Wisconsin   
   
Eugene Norby  Retired Physician 2012 
Madison, Wisconsin   
 
Officers of the Company 

 The officers elected by the board of directors and serving at the time of this 

examination are as follows: 

 Name Office 2010 Salary 

 James Riordan President $787,844* 
 William Beisenstein Treasurer 377,166* 
 Kim Rene Goke Secretary 94,979* 
 
* This is total compensation paid by WPS, a portion of which is allocated to subsidiaries. 
 
Committees of the Board 

 The company's bylaws allow for the formation of certain committees by the board of 

directors.  There were no committees appointed by the board at the time of the examination. 
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IV. AFFILIATED COMPANIES 

 The EPIC Life Insurance Company is a member of a holding company system.  The 

organizational chart below depicts the relationships among the affiliates in the group.  A brief 

description of affiliates deemed significant follows the organizational chart. 

Organizational Chart 
As of December 31, 2010 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Wisconsin Physicians Service Insurance Corporation (WPS) 

 WPS owns 100% of The EPIC Life Insurance Company.  WPS is a service insurance 

corporation offering hospitalization, surgical medical, major medical and dental insurance to 

primarily Wisconsin-based subscribers and to non-Wisconsin subscribers through reinsurance.  

WPS also processes health care claims for self-insured employers and governmental agencies.  

As of December 31, 2010, the company’s audited financial statement reported assets of 

$313,270,966, liabilities of $146,061,798, and capital and surplus of $167,209,168.  Operations 

for 2010 produced net income of $7,928,549 on revenues of $457,832,826. 

WPS Health Plan, Inc. 

 WPS Health Plan, Inc., is described as a for-profit mixed model health maintenance 

organization (HMO) insurer.  The HMO provides group health insurance products to employers 

and individuals in northeast Wisconsin under the trade name Arise Health Plan.  The HMO uses a 

mixed distribution force consisting of selected agencies in the northeastern and north central 

Wisconsin areas.  As of December 31, 2010, the audited financial statements of WPS Health Plan 

Wisconsin Physicians Service 
Insurance Corporation

The EPIC Life 
Insurance Company WPS Health 

Plan, Inc. 
WPS Community 

Bank, FSB 
adtec Services, 

Inc. 

The Westwood 
Conference Center, LLC 

30.1288% Share

Madison Research 
Technologies, LLC 

95% Share 



 

7 

reported assets of $26,238,160, liabilities of $16,447,352, and capital and surplus of $9,790,808.  

Operations for 2010 produced net loss of $1, 283,791. 

WPS Community Bank, FSB 

 WPS Community Bank, FSB (the Bank) was incorporated on January 20, 2009, as a 

wholly owned subsidiary of WPS.  The Bank grants commercial and consumer loans and accepts 

deposits from customers primarily in the Bank’s local area of Dane County.  The Bank is subject 

to competition from other financial institutions and nonfinancial institutions providing financial 

products and services.  Additionally, the Bank is subject to the regulations of certain regulatory 

agencies and undergoes periodic examination by those agencies.  As of December 31, 2010, the 

audited financial statements of WPS Community Bank reported assets of $34,452,000 liabilities of 

$25,679,000 and stockholder’s equity of $8,733,000.  Operations for 2010 produced net gain or 

(loss) of $(485,117). 

adtec Services, Inc. 

 adtec Services, Inc., is a wholly owned subsidiary of WPS incorporated in 1979 that 

sells temporary help services and computer consulting services to customers who are 

predominately small to middle market Wisconsin businesses.  During 2009, adtec closed its 

offices and ceased operations in Green Bay, the Fox Valley and Milwaukee.  As of 

December 31, 2010, the audited financial statements of adtec reported assets of $2,256,364, 

liabilities of $288,690, and stockholders’ equity of $1,967,674.  Operations for 2010 produced a 

net income (loss) of $(75,875). 

The Westwood Conference Center, LLC (Westwood) 

 Westwood is a Wisconsin limited liability company operating the Westwood 

Conference facility in Wausau, Wisconsin.  Westwood was established in 2004 and the 

company’s ownership share is 30.1288%.  As of December 31, 2010, the company’s share of the 

unaudited financial statements of Westwood reported total assets of $2,429,523, total liabilities of 

$901,384 and partners’ equity of $1,528,139.  WPS’ share of operations for 2010 produced net 

income (loss) of $217,784.  Since Westwood did not have audited statements, it was treated as a 

nonadmitted asset by WPS as of December 31, 2010. 
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Madison Research Technologies, LLC 

 Madison Research Technologies, LLC, is a limited liability company engaged in 

research and development activities.  It was organized under the laws of the state of Wisconsin 

on April 29, 2009.  The primary activities since inception have been organizational along with 

research and development.  No revenues have been generated from planned principal operations.  

As of December 31, 2010, the company’s share of Madison Research Technologies audited 

financial statements of reported total assets was $181,502, total liabilities of $45,237 and partners’ 

equity of $136,265.  As of December 31, 2010, Madison Research Technologies continues to be 

in the development stage. 

Agreements with Affiliates 

 WPS has in place a service and supplies agreement with each of its wholly owned 

subsidiaries.  Under the terms of agreement with the company, WPS agrees to provide EPIC with 

office space, management, investment, administrative, payroll, data processing, and other 

services and supplies as required.  WPS also agrees to provide EPIC with the services and 

expertise of its officers and staff.  The company pays WPS for the actual cost of all services and 

supplies provided, including a reasonable allocation of overhead expenses.  Settlements are to be 

made within 20 days after the invoice billing is exchanged but no less often than quarterly. 

 The company has a tax allocation agreement with its parent company WPS for the 

purpose of filing consolidated federal income tax returns and combined Wisconsin franchise and 

income tax returns along with other members of the holding company group.  EPIC receives 

monthly tax calculations from WPS and is responsible for its share of estimated quarterly tax 

payments when due.  On or before the annual income tax returns filing dates EPIC will pay to or 

receive from WPS the final amount of federal and state tax liability or benefit as calculated on a 

separate return basis.  WPS also prepares a computation of deferred federal and state tax liability 

for EPIC.  All deferred tax settlements and income tax payments owed to or by either party will be 

made within 30 days or no later than each quarterly due date of the taxes. 
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V.  REINSURANCE 

 The company’s major reinsurance treaties in force at the time of the exam are 

summarized below.  The contracts contained proper insolvency provisions. 

Affiliated Ceding Contracts 

 The company has a 100% quota share agreement with WPS.  EPIC cedes 100% of 

its accident and health coverage administered by the home office and defined as CORE business.  

CORE business is medical business in the states of Minnesota, Iowa, Illinois (excluding certain zip 

codes), and Wisconsin.  The company retains the business administered by the home office and 

described as Trustmark, WSE, and Ancillary Health. 

Non-Affiliated Ceding Contracts 

 The company cedes group life and AD&D under an automatic excess of loss contract 

with Hartford Life & Health Insurance Company.  The group life coverage is $850,000 in excess of 

$150,000 for each insured.  The AD&D coverage is $1,000,000 with retention of $150,000 for 

each insured.  The retention can be a combination of life and AD&D coverage. 

 The company carries catastrophic excess of loss coverage for its ordinary life, group 

term life, and group AD&D polices, both direct written as well as assumed from TruAssure 

Insurance Company, with Sirius International Insurance Corporation.  Coverage applies only to 

loss occurrences resulting in death or dismemberment caused by accident or accidental means to 

three or more persons.  The reinsurer is liable to pay 100% of each loss occurrence in excess of 

the $150,000 retention but not to exceed $7.5 million. 

 The company has an excess of loss contract with Axis Insurance Company that 

covers all health business, including employee group coverage but excluding Medicare 

supplement.  The contract contains three coverage layers as follows:  1) first layer is 90% of 

$500,000 in excess of $500,000 for each covered person; 2) second layer covers 100% of 

$1 million excess of $1 million for each covered person; 3) third layer covers $3 million excess of 

$2 million for each covered person.  The limit on the contract is $5 million per covered person per 

contract year.  The contract contains a profit-sharing arrangement under which the reinsurer will 
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pay the company a contingent commission equal to 30% of the reinsurer’s net profit as calculated 

per the terms of the contract. 

 The company currently has a long-term disability quota share agreement with 

Hartford Life and Health Insurance Company.  Under the quota share agreement, EPIC retains 

10% and Hartford Life and Health Insurance Company assumes 90% of the net premiums and 

claims. 

 The company also has a long-term disability quota share agreement through the 

American Disability Reinsurance Underwriters Syndicate (ADRUS) which is in run-off with only a 

few claims left.  EPIC retains 20% and ADRUS pays 80% of claims.  A majority of the participating 

reinsurers in the ADRUS syndicate are rated A- or higher by A.M. Best. 

Non-Affiliated Assuming Contracts 

 EPIC participates in a pool which provides catastrophic loss coverage involving group 

life insurance for the Wisconsin public employees under a contract with Minnesota Mutual 

Insurance Company.  EPIC’s 2010 participation percentage in the pool was 2.4%. 

 EPIC assumes 50% of TruAssure Insurance Company’s group term life and group 

term life combined with AD&D policies with a maximum retention of $125,000 per insured.  In 

addition, EPIC assumes 50% of their group short-term disability policies not exceeding a 

maximum retention of $1,500.  The life products have a maximum limit per insured individual of 

$500,000 and the short-term disability product has a maximum limit per insured individual of 

$1,500.  EPIC assumes 100% of the claim liability for those lines in excess of the retentions.  

EPIC retrocedes amounts in excess of the maximum retention per insured individual. 
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VI. FINANCIAL DATA 

 The following financial statements reflect the financial condition of the company as 

reported to the Commissioner of Insurance in the December 31, 2010, annual statement.  Also 

included in this section are schedules which reflect the growth of the company, NAIC Insurance 

Regulatory Information System (IRIS) ratio results for the period under examination, and the 

compulsory and security surplus calculation.  Adjustments made as a result of the examination 

are noted at the end of this section in the area captioned "Reconciliation of Surplus per 

Examination." 
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The EPIC Life Insurance Company 
Assets 

As of December 31, 2010 
 

 Assets 
Nonadmitted 

Assets 

Net 
Admitted 
Assets 

    
Bonds $36,780,222 $            $36,780,222 
Stocks:    

Preferred stocks 2,736  2,736 
Common stocks 9,139,431  9,139,431 

Cash, cash equivalents, and short-term 
investments 3,021,052  3,021,052 

Write-ins for invested assets:    
Investment income due and accrued 422,948  422,948 
Premiums and considerations:    

Uncollected premiums and agents' 
balances in course of collection 1,551,833  1,551,833 

Deferred premiums, agents' balances, 
and installments booked but deferred 
and not yet due 4,649  4,649 

Reinsurance:    
Amounts recoverable from reinsurers 59,891  59,891 
Other amounts receivable under 

reinsurance contracts 37,521  37,521 
Amounts receivable relating to uninsured 

plans 2,811  2,811 
Net deferred tax asset 393,904  393,904 
Electronic data processing equipment and 

software 9,691 6,301 3,390 
Furniture and equipment, including health 

care delivery assets 1,813 1,813  
Receivable from parent, subsidiaries and 

affiliates 113,312  113,312 
Health care and other amounts receivable 941  941 
Write-ins for other than invested assets:    

Negative IMR 9,717 9,717  
Prepaid expenses 7,741 7,741  
General accounts receivable            5,668     5,668                     

    
Total Assets $51,565,881 $31,240 $51,534,641 
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The EPIC Life Insurance Company 
Liabilities, Surplus, and Other Funds 

As of December 31, 2010 
 
 
Aggregate reserve for life contracts  $  2,074,776 
Aggregate reserve for accident and health contracts  1,045,329 
Contract claims:   

Life  1,406,751 
Accident and health  1,226,871 

Premiums and annuity considerations received in 
advance  426,779 

Contract liabilities not included elsewhere:   
Provision for experience rating refunds  15,679,607 
Other amounts payable on reinsurance  1,320,984 

Commissions to agents due or accrued  89,076 
Commissions and expense allowances payable on 

reinsurance assumed  
 

62,856 
General expenses due or accrued  577,841 
Taxes, licenses, and fees due or accrued, excluding 

federal income taxes  25,631 
Current federal and foreign income taxes  134,561 
Amounts withheld or retained by company as agent or 

trustee  17,532 
Remittances and items not allocated  279,800 
Miscellaneous liabilities:   

Asset valuation reserve  1,264,403 
Liability for amounts held under uninsured accident 

and health plans  5,732 
Write-ins for liabilities:   

Reserve for escheatable items           27,789 
   
   
Total liabilities  25,666,318 
   
Common capital stock $ 2,000,000  
Gross paid in and contributed surplus 11,000,000  
Unassigned funds (surplus)   12,868,323  
   
Total capital and surplus    25,868,323 
   
Total Liabilities, Capital and Surplus  $51,534,641 
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The EPIC Life Insurance Company 
Summary of Operations 

For the Year 2010 
 

Premiums and annuity considerations for life and 
accident and health contracts  $18,236,194 

Net investment income  1,501,919 
Amortization of interest maintenance reserve  (18,351) 
Commissions and expense allowances on reinsurance 

ceded  208,217 
Miscellaneous income:   

Write-ins for miscellaneous income:   
Miscellaneous Income             8,369 

Total income items  19,936,348 
   
Death benefits $  5,539,196  
Disability benefits and benefits under accident and 

health contracts 6,424,316  
Increase in aggregate reserves for life and accident 

and health contracts        812,315  
Subtotal 12,775,827  
   
Commissions on premiums, annuity considerations, 

and deposit-type contract funds (direct business 
only) 814,769  

Commissions and expense allowances on reinsurance 
assumed 102,889  

General insurance expenses 4,154,424  
Insurance taxes, licenses, and fees excluding federal 

income taxes 397,214  
Increase in loading on deferred and uncollected 

premiums               119  
Total deductions    18,245,242 
   
Net gain (loss) from operations before dividends to 

policyholders and federal income taxes  1,691,106 
   
Federal and foreign income taxes incurred (excluding 

tax on capital gains)         731,569 
   
Net gain (loss) from operations after dividends to 

policyholders and federal income taxes and before 
realized capital gains or losses  959,537 

   
Net realized capital gains or (losses)         123,850 
   
Net Income  $  1,083,387 
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The EPIC Life Insurance Company 
Cash Flow 

For the Year 2010 
 
Premiums collected net of reinsurance   $19,543,825 
Net investment income   1,566,634 
Miscellaneous income          216,586 
Total   21,327,045 
Benefit- and loss-related payments  $12,206,469  
Commissions, expenses paid, and 

aggregate write-ins for deductions  5,447,516  
Federal and foreign income taxes paid 

(recovered)        710,923  
Total deductions     18,364,908 
Net cash from operations   2,962,137 
    
Proceeds from investments sold, 

matured, or repaid:    
Bonds $4,904,633   
Stocks   3,182,804   
Total investment proceeds  8,087,437  

Cost of investments acquired (long-term 
only):    
Bonds 6,778,382   
Stocks   3,620,594   
Total investments acquired    10,398,976  

Net cash from investments   (2,311,539) 
    
Cash from financing and miscellaneous 

sources:    
Other cash provided (applied)            5,877  

Net cash from financing and 
miscellaneous sources              5,877 

Reconciliation:    
Net change in cash, cash equivalents, 

and short-term investments   656,475 
Beginning of year       2,364,577 
End of year   $  3,021,052 
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The EPIC Life Insurance Company 
Compulsory and Security Surplus Calculation 

December 31, 2010 
 
Assets  $51,534,641 
Less liabilities    25,666,318 
   
Adjusted surplus  25,868,323 
   
Annual premium:   

Individual life and health $      26,942   
Factor                15%   
Total  $      4,041  

    
Group life and health 18,441,530   
Factor                10%   
Total 1,844,153  

   
Compulsory surplus (subject to a 

$2,000,000 minimum)      2,000,000 
   
Compulsory Surplus Excess or (Deficit)  $23,868,323 
   
   
Adjusted surplus (from above)  $25,868,323 
   
Security surplus:  (140% of compulsory 

surplus, factor reduced 1% for each 
$33 million in premium written in 
excess of $10 million, with a minimum 
of 110%)      2,800,000 

   
Security surplus excess or (deficit)  $23,068,323 
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The EPIC Life Insurance Company 
Reconciliation and Analysis of Surplus 

For the Five-Year Period Ending December 31, 2010 
 
 The following schedule is a reconciliation of total capital and surplus during the period 

under examination as reported by the company in its filed annual statements: 

 2010 2009 2008 2007 2006 
      
Capital and surplus, 

beginning of year $23,856,536 $21,758,070 $23,015,423 $22,309,741 $21,379,557 
Net income 1,083,387 1,174,078 (216,635) 811,515 606,287 
Change in net unrealized 

capital gains/losses 685,588 1,263,314 (1,691,255) (109,227) 286,390 
Change in net deferred 

income tax 166,470 426,042 323,943 103,568 101,645 
Change in nonadmitted 

assets and related items 309,847 265,930 (553,093) 10,140 (15,305) 
Change in asset valuation 

reserve      (233,505)   (1,030,898)       879,686      (110,314)        (48,833) 
      
Capital and Surplus, End of 

Year $25,868,323 $23,856,536 $21,758,069 $23,015,423 $22,309,741 
 

The EPIC Life Insurance Company 
Insurance Regulatory Information System 

For the Five-Year Period Ending December 31, 2010 
 
 The company’s NAIC Insurance Regulatory Information System (IRIS) results for the 

period under examination are summarized below.  Unusual IRIS results are denoted with 

asterisks and discussed below the table.   

 Ratio 2010 2009 2008 2007 2006
       
#1 Net change in capital and surplus 8% 10% -5% 3% 4% 
#2 Gross change in capital and surplus 8 10 -5 3 4 
#3 Net income to total income 5 6 -1 5 5 
#4 Adequacy of investment income 2493* 2532* 2439* 999* 999* 
#5 Nonadmitted to admitted assets 0 1 1 0 0 
#6 Total real estate and mortgage loans 

to cash and invested assets 0 0 0 0 0 
#7 Total affiliated investments to capital 

and surplus 0 1 0 0 0 
#8 Surplus relief 0 1 1 0 0 
#9 Change in premium 3 16 12 14 12 

#10 Change in product mix 0.5 0.1 1.1 0.3 0.1 
#11 Change in asset mix 0.4 0.8 1.1 0.3 0.1 
#12 Change in reserving -113* 43* -76* 123* -32* 
 
 Ratio No. 4 compares the net investment income to the increase in reserves from tabular 

interest.  The exceptional results for Ratio No. 4 were due to the company being primarily a group 
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health insurer.  Because the company’s business is not written on a level premium basis like individual 

life insurance, there are no tabular reserves.  Due to the nature of the company’s business, the 

exceptional results are not an indication of insufficient reserves.  Ratio No. 12 measures the increase 

in aggregate reserves to net single and renewal premiums.  The exceptions can be attributed to the 

small volume of individual life policies the company writes, causing small reserve changes to result in 

high percentages. 

 
Growth of The EPIC Life Insurance Company 

Year Admitted Assets Liabilities Capital and Surplus 
    

2010 $51,534,641 $25,666,318 $25,868,323 
2009 47,787,933 23,931,397 23,856,536 
2008 42,076,215 20,318,145 21,758,070 
2007 42,784,148 19,768,725 23,015,423 
2006 40,375,112 18,065,371 22,309,741 

 
 
 

Net Life Premiums, Annuity Considerations, and Deposits 
 

  
Life Insurance 

 
Annuity 

 
Deposit 

Year Premiums Considerations Contract Funds 
    

2010 $6,652,172 $0 $0 
2009 6,377,402 0 0 
2008 5,948,179 0 0 
2007 5,088,857 0 0 
2006 4,360,045 0 0 

 
 
 

Life Insurance In Force (in thousands) 
 

 
Year 

Gross Risk 
In Force 

 
Ceded 

 
Net 

    
2010 $2,448,859 $  66,416 $2,382,443 
2009 2,408,516 53,023 2,355,493 
2008 2,748,255 362,358 2,385,897 
2007 2,137,525 313,637 1,823,888 
2006 1,270,374 61,710 1,208,664 
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Accident and Health 
 

  Incurred   Combined 
 Net Claims and Cost  Other Loss and 
 Premiums Containment Commissions Expenses Expense 

Year Earned Expenses* Incurred Incurred** Ratio 
      

2010 $10,379,858 $6,983,066 $327,035 $3,041,024 94.9% 
2009 10,673,511 7,251,115 372,780 3,227,066 98.1 
2008 9,197,353 6,109,071 377,808 2,779,965 100.7 
2007 8,200,687 5,646,715 281,896 2,759,163 105.9 
2006 7,779,844 5,193,475 199,581 2,411,698 100.4 

 
 * Includes increase in contract reserves 
 ** Includes taxes, licenses, and fees 
 
 During the examination period the company has reported an increase in life premium 

of 31% and accident and health premiums of 26%, an increase in capital and surplus of 16% and 

net income for all years but one.  The volatile investment market during 2008 was the primary 

reason for the company reporting a net loss as of December 31, 2008. 

Reconciliation of Surplus per Examination 

 No adjustments were made to surplus as a result of the examination.  The amount of 

surplus reported by the company as of December 31, 2010, is accepted.
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VII. SUMMARY OF EXAMINATION RESULTS 

Compliance with Prior Examination Report Recommendations 

 There were five specific comments and recommendations in the previous 

examination report.  Comments and recommendations contained in the last examination report 

and actions taken by the company are as follows: 

1. Financial Reporting—It is recommended that the company not sign engagement letters with 
indemnification clauses or other limitations on auditor liability in compliance with s. Ins 50.08 
(1), Wis. Adm. Code. 

 
 Action—Compliance. 
 
2. Unclaimed Funds—It is recommended that the company comply with NAIC Annual 

Statement Instructions – Life and report any escheat liability as a write-in. 
 
 Action—Compliance. 
 
3. Custodial Agreement—It is recommended that the company fully comply with s. 610.23, Wis. 

Stat., by executing proper custodial agreements containing satisfactory safeguards and 
controls in accordance with the NAIC Financial Condition Examiners Handbook. 

  
 Action—Compliance. 
 
4. Bonds and Stocks—It is recommended that the company designate foreign securities 

accurately in Schedule D of future annual statements as required by the NAIC Annual 
Statement Instructions – Life. 
 

 Action—Compliance. 
 
5. HIRSP Accrual—However, it is recommended that the company accrue for HIRSP 

assessments in accordance with SSAP No. 35. 
 
 Action—Compliance. 
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Summary of Current Examination Results 

 This section contains comments and elaboration on those areas where adverse 

findings were noted or where unusual situations existed.  Comment on the remaining areas of the 

company's operations is contained in the examination work papers. 

Management and Control 

 The examination’s review of the company’s Report on Executive Compensation for 

2010 disclosed that the form is not being completed correctly.  It was noted that the total amount 

of compensation being reported for each individual did not include the amounts paid for various 

types of insurance coverage provided at no cost to the employee.  According to s. 611.63, Wis. 

Stat., the Report on Executive Compensation should include all direct and indirect remuneration 

for services paid or accrued each year for the benefit of those employees whose remuneration 

exceeds an amount established by the Commissioner.  For EPIC Life Insurance Company the 

amount is $100,000.  It is recommended that the company properly include all compensation 

amounts when completing the Report on Executive Compensation form in accordance with 

s. 611.63, Wis. Stat. 

Asset Adequacy Analysis 

 The examination’s consulting actuary reviewed the Statement of Actuarial Opinion 

that was submitted with EPIC’s 2010 annual statement.  Their review found that the actuarial 

opinion was not in compliance with the provisions of s. Ins 50.78, Wis. Adm. Code.  They noted 

that the scope and opinion paragraphs of the Statement of Actuarial Opinion were not consistent.  

The scope paragraph did not identify any actuarial reserves and liabilities as being subject to an 

asset adequacy analysis.  However, the opinion paragraph states that the appointed actuary’s 

opinion concerning the adequacy of actuarial reserves and liabilities is based upon an asset 

adequacy analysis; that is, that the assets, investment earnings, and future considerations make 

adequate provision for anticipated cash flows.  It is recommended that the company submit with 

their annual statements a Statement of Actuarial Opinion that is in compliance with s. Ins 50.78, 

Wis. Adm. Code, and that the opinion be based upon an appropriate asset adequacy analysis. 
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 The examination’s consulting actuary also reviewed the company’s 2010 actuarial 

memorandum.  They found that the memorandum was not in compliance with the s. Ins 50.79, 

Wis. Adm. Code, requirement that the company prepare an Actuarial Memorandum documenting 

the asset adequacy analysis.  They also found that the company was not in compliance with the 

s. Ins 50.79 (3), Wis. Adm. Code, requirement regarding the preparation of a regulatory asset 

adequacy issues summary.  It is further recommended that the company’s appointed actuary 

prepare an Actuarial Memorandum documenting the asset adequacy analysis and that the 

company annually submit a regulatory asset adequacy issues summary that is in compliance with 

s. Ins 50.79 (3), Wis. Adm. Code. 

Aggregate Policy Reserves – Ordinary Life 

 The examination’s consulting actuary reviewed traditional life insurance reserves held 

for policies issued as conversions of group term life coverage.  The review noted that the 

company utilized a 4.5% valuation interest rate (rather than the required 4%) to determine the 

formula reserves for policies issued after 2005.  The recalculation resulted in only a minimal 

understatement of reserves. 

 Section Ins 2.81, Wis. Adm. Code, requires that the 2001 CSO mortality table be 

used to determine minimum standards for reserves and nonforfeiture values for policies issued 

after January 1, 2009.  The examination’s consulting actuary noted that EPIC continued to issue 

policies that specified the 1980 CSO mortality table after 2008. 

 It is recommend that the company utilize the appropriate valuation interest rate to 

determine the formula reserves for traditional ordinary life policies issued after 2005.  It is further 

recommended that, for the group term life insurance conversions, the company issue an ordinary 

life insurance policy that utilizes the 2001 CSO mortality table to determine minimum standards for 

reserves and nonforfeiture values in compliance with s. Ins 2.81, Wis. Adm. Code. 

Contract Claim Liability – Accident and Health (Exhibit 8) 

 The consulting actuary’s examination included a review of how the company 

estimated and reported long-term disability incurred but not reported (IBNR) claims liability on the 

2010 annual statement.  The review noted that the company was reporting this liability only on a 
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net retained basis.  It is recommended that the company estimate and report direct and 

reinsurance ceded long-term disability IBNR claims on Exhibit 8. 

 The consulting actuary also noted that the company was reporting the reserve 

associated with the unaccrued portion of the long-term disability IBNR on the wrong exhibit.  It is 

recommended that the company report the unaccrued portion of long-term disability IBNR Claims 

in Exhibit 6 rather than including it as part of Exhibit 8. 

Aggregate Policy Reserves – Disabled Lives 

 During testing of EPIC’s disability-disabled lives reserve it was noted that the reserves 

were reported on the 2010 annual statement Exhibit 5 at only the net of reinsurance amount.  The 

life annual statement instructions and the life annual statement blank both require the reporting of 

reserves gross of reinsurance, then reinsurance amounts deducted equating to the total net of 

reinsurance amount on Exhibit 5.  It was also noted that disability-disabled lives reserves were 

misclassified on the 2010 Exhibit 5 as Disability-Active Lives. 

 In addition, the examination’s consulting actuary noted that the IBNR for disability-

disabled lives (waiver of premium benefit) was incorrectly reported on 2010 annual statement 

Exhibit 8, Part 1, as a component of IBNR for group life insurance claims.  It is recommended that 

the company properly report reserves (including IBNR) for disability-disabled lives on Exhibit 5 in 

accordance with the NAIC Life Annual Statement blank and NAIC Life Annual Statement 

Instructions. 

Accounts and Records 

 During the testing of disability-disabled lives data used for reserve calculations the 

examiner noted the following:  1) that one claim (out of a sample of 10) was included in reserve 

data without any evidence of submission; 2) there were differences in the benefit amounts 

between the data file used to calculate reserves and the claim file; 3) there were differences in 

claim incurred dates between the reserves data file and the claim file.  It was noted that the 

company promptly removed the invalid claim from the reserve data. 

 During the testing of the company’s ordinary life reserves, it was noted that there was 

one policy (out of a sample of three) where an incorrect date was on the listing used for reserve 
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calculations.  According to the company, the affected policy was issued late in December 2008 

and not included in 2008 year-end reserves.  There did not appear to be any follow-up procedure 

to ensure that the correct issue date was included in the 2009 listing.   It is recommended that the 

company, at least annually, validate the data used for Exhibit 5 reserve calculations to the policy 

file documentation. 

 During the examination it was noted that certain files were identified as “purged” on 

the December 31, 2010, EPIC premium waiver (disability) claim listing.  According to the 

company, “purged” meant that the record had been deleted even though the claim was still active.  

In addition, the company was unable to produce claim file documentation for the one “purged” 

record requested by the examiner for review.  It is recommended that the company maintain claim 

records in compliance with s. Ins 6.80 (4), Wis. Adm. Code, and be able to produce such records 

in accordance with s. 601.43 (1) (c), Wis. Stat.  
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VIII. CONCLUSION 

 The EPIC Life Insurance Company is part of a holding company system in which the 

ultimate parent is Wisconsin Physicians Service Insurance Company.  The three insurance 

companies in the group were examined concurrently.  The company reported net income in all but 

one of the past five years.  EPIC management attributed the net loss of 2008 to the investment 

markets rather than operations.  EPIC reported premium for accident and health and life has 

increased since the previous exam by 26% and 31%, respectively.  Surplus increased from 

$22,309,741 in 2006 to $25,868,323 in 2010 or about 16%. 

 The examination resulted in ten recommendations.  The majority of those dealt with 

policy reserves and asset adequacy analysis requirements.  The recommendation regarding the 

reporting of executive compensation was the same for all three companies under examination.  

The last two recommendations dealt with reserve data and retention of records. 
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IX. SUMMARY OF COMMENTS AND RECOMMENDATIONS 

 1. Page 21 - Management and Control—It is recommended that the company properly 
include all compensation amounts when completing the Report on Executive 
Compensation form in accordance with s. 611.63, Wis. Stat. 

 
 2. Page 21 - Asset Adequacy Analysis—It is recommended that the company submit with 

their annual statements a Statement of Actuarial Opinion that is in compliance 
with s. Ins 50.78, Wis. Adm. Code, and that the opinion be based upon an 
appropriate asset adequacy analysis 

 
 3. Page 22 - Asset Adequacy Analysis—It is further recommended that the company’s 

appointed actuary prepare an Actuarial Memorandum documenting the asset 
adequacy analysis and that the company annually submit a regulatory asset 
adequacy issues summary that is in compliance with s. Ins 50.79 (3), Wis. 
Adm. Code. 

 
 4. Page 22 - Aggregate Policy Reserves Ordinary Life—It is recommend that the company 

utilize the appropriate valuation interest rate to determine the formula reserves 
for traditional ordinary life policies issued after 2005.  

 
 5, Page 22 - Aggregate Policy Reserves Ordinary Life—It is further recommended that, for 

the group term life insurance conversions, the company issue an ordinary life 
insurance policy that utilizes the 2001 CSO mortality table to determine 
minimum standards for reserves and nonforfeiture values in compliance with 
s. Ins 2.81, Wis. Adm. Code. 

 
 6. Page 23 - Contract Claims Liability – Accident and Health—It is recommended that the 

company estimate and report direct and reinsurance ceded long-term disability 
IBNR claims on Exhibit 8. 

 
 7. Page 23 - Contract Claims Liability – Accident and Health—It is recommended that the 

company report the unaccrued portion of long-term disability IBNR Claims in 
Exhibit 6 rather than including it as part of Exhibit 8. 

 
 8. Page 23 - Aggregate Policy Reserves – Disabled Lives—It is recommended that the 

company properly report reserves (including IBNR) for disability-disabled lives 
on Exhibit 5 in accordance with the NAIC Life Annual Statement blank and 
NAIC Life Annual Statement Instructions. 

 
 9. Page 24 - Accounts and Records—It is recommended that the company, at least 

annually, validate the data used for Exhibit 5 reserve calculations to the policy 
file documentation. 

 
 10. Page 24 - Accounts and Records—It is recommended that the company maintain claim 

records in compliance with s. Ins 6.80 (4), Wis. Adm. Code, and be able to 
produce such records in accordance with s. 601.43 (1) (c), Wis. Stat. 
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XI. SUBSEQUENT EVENTS 

 In November 2011, WPS approved a plan to discontinue the current operations of its 

wholly owned subsidiary, adtec Services, Inc., during 2012 due to the declining need for either 

temporary or computer consulting services.  A severance plan was also approved for employees 

that would be separated in 2012 as a result.  adtec Services, Inc., discontinued its temporary help 

operations on January 31, 2012, and intends to discontinue its computer consulting service by 

April 30, 2012.  The assets and liabilities of the company will be liquidated and merged into the 

parent company (WPS) upon formal dissolution of adtec.  WPS expects formal dissolution of the 

corporation to occur by year-end 2012.  Operations have largely ceased.  

 On April 9, 2012, WPS announced the appointment of Mr. Michael Hamerlik as 

President and Chief Executive Officer, effective June 11, 2012.  He will replace Mr. James 

Riordan, who will be retiring after serving more than 20 years in that role.  Mr. Riordan will remain 

at the company until the end of 2012 to help with the transition. 

 


