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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: 

MOLINA HEALTHCARE OF WISCONSIN, INC. 
West Allis, Wisconsin 

 
and this report is respectfully submitted. 

 

I.  INTRODUCTION 

 The previous examination of Molina Healthcare of Wisconsin (the company) was 

conducted in 2009 as of December 31, 2008.  The current examination covered the intervening 

period ending December 31, 2011, and included a review of such 2012 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 
 Provider Contracts 
 Territory and Plan of Operations 
 Affiliated Companies 
 Growth of the 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. 
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II. HISTORY AND PLAN OF OPERATION 

 Molina Healthcare of Wisconsin, Inc. (f/k/a. Abri Health Plan, Inc.) is described as a 

for-profit mixed model health maintenance organization (HMO) insurer.  An HMO insurer is 

defined by s. 609.01 (2), Wis. Stat., as ". . . a health care plan offered by an organization 

established under ch. 185, 611, 613, or 614 or issued a certificate of authority under ch. 618 that 

makes available to its enrolled participants, in consideration for predetermined fixed payments, 

comprehensive health care services performed by providers selected by the organization."  Under 

the mixed model, the company has a delivery system consisting of integrated delivery systems, 

clinics and/or independent contracting providers operating out of their separate offices.  HMOs 

compete with traditional fee-for-service health care delivery. 

 The company was incorporated February 26, 2004, and commenced business 

May 13, 2004.  The company accepted its first member in November 2004.  The company was a 

wholly owned subsidiary of Avatar Partners, LLC (Avatar), a Wisconsin stock corporation.  As part 

of the company's initial capitalization plan, a surplus note for $600,000 was issued payable to 

Avatar on September 24, 2004.  This surplus note was increased to $600,660, with a new issue 

date of June 12, 2007.  A second surplus note for $300,000 was issued payable to Avatar on 

November 15, 2007. 

 Originally, Avatar was owned by three executives of the company (Ron Scasny, 

Jim Wick and Jayne Wick) and Serve You Custom Prescription Management, Inc. (Serve You).  

On June 12, 2007, Jim Wick and Jayne Wick sold their units.  As of December 31, 2008, Avatar 

was owned by Ron Scasny, Randall Westley, Julie Tindall (executives of the company), Serve 

You, Independent Physicians Network (IPN), and Cardinal Points Group, Inc. (Cardinal Points).  

Serve You was the company’s prescription benefit management company until this coverage was 

carved out of the Medicaid benefits effective February 1, 2008.  IPN was the company’s primary 

physician network and medical management vendor.  Cardinal Points was owned by 

Thomas R. Sobocinski, a former employee of the company.   

 In 2008, the company decided not to pursue a commercial line of business and 

subsequently eliminated Thomas Sobocinski’ s position as Vice President of Commercial 
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Business Development.  Mr. Sobocinski and Cardinal Points were allowed to retain their shares in 

Avatar (9% ownership); however, it was requested that Avatar re-purchase the shares.  An 

agreement between Avatar, the company, Cardinal Points and Thomas Sobocinski was finalized 

on May 22, 2009.  Avatar re-purchased the ownership shares held by Cardinal Points and 

Thomas Sobocinski. 

 On September 1, 2010, Molina Healthcare, Inc. (the Parent) acquired 100% of the 

voting equity interests in Avatar which was the sole shareholder of the company.  The total cost of 

the acquisition was approximately $15,484,000.  During 2011, the Parent contributed a purchase 

price adjustment of $1,300,000 in connection with the final member reconciliation as stated in the 

purchase transaction.  Prior to the company's acquisition, authorized principal and interest 

payments of approximately $209,000 were paid to Avatar for the two outstanding surplus notes.  

On November 30, 2010, these outstanding surplus notes between the company and Avatar were 

forgiven, which included all remaining principal and interest.  On March 7, 2011, the board of 

directors adopted and approved by written consent to amend the company's articles of 

incorporation for the sole purpose of changing the name from Abri Health Plan, Inc., to Molina 

Healthcare of Wisconsin, Inc., effective April 1, 2011. 

 In March 2011, the company's network and telephone systems were transitioned to 

the Parent's infrastructure.  Another significant change in the company's infrastructure occurred 

when its claims processing center in West Allis, Wisconsin, was moved to the Parent's principal 

offices in California during January 2012.  In connection with the move of the company's claim 

processing center, the company's core claim processing system was phased out when the Parent 

company deployed the Trizeto Software (QNXT) system.  The Parent began processing claims 

on the QNXT system for the company on February 1, 2012. 
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 The company's primary source of revenue during the period under examination is 

generated from Wisconsin Title XIX Medical Assistance, BadgerCare Plus, and Supplemental 

Security Income (SSI) programs.  The company has two contracts with the Wisconsin 

Department of Health Services (DHS), which are structured as follows:  

a) The first contract is for BadgerCare Plus HMO services between the 
HMO and DHS.  The company, along with three other managed care 
organizations, was awarded a request for proposal (RFP) in the 
Southeast area to service BadgerCare Plus members in the six-
county area of Milwaukee, Ozaukee, Washington, Waukesha, 
Racine and Kenosha.  The RFP required that in the fall of 2010, all of 
the approximately 250,000 BadgerCare Plus members in the 
Southeast area select an HMO or be auto-assigned.  The company 
received 25% of the auto-assignments for those members who did 
not enroll in a plan in the fall of 2010. 
 

b) The second contract is for BadgerCare Plus and Medicaid SSI 
servicing the remaining counties throughout Wisconsin for 
BadgerCare Plus members and the Medicaid SSI product. 
 

 The covered services under the DHS contract for BadgerCare Plus include the 

following:  a) prenatal care coordination, except the HMO must sign a memorandum of 

understanding; b) targeted case management, except the HMO must work with the targeted case 

management case manager; c) school-based services, except the HMO must use its best efforts 

to sign a memorandum of understanding; d) childcare coordination; e) certain tuberculosis-related 

services; f) crisis intervention benefit; g) community support program services; h) comprehensive 

community services; i) pharmacy coverage; j) chiropractic services, unless the HMO elects to 

provide chiropractic services.  The BadgerCare Plus contract includes provisions where DHS will 

hold back payments up to 3.25% of the HMO's capitation rate annually beginning in the year 

2011 for failure to meet performance benchmarks as outlined in Addendum VI of the contract. 

 The company has a quota share reinsurance contract with Union Bankers Insurance 

Company (UBIC) where UBIC assumes 100% of Medicare Advantage policy premiums and 

related risk on those policies.  Per the agreement, UBIC pays the company 0.5% on the first 

$60 million of policy premiums earned and 1.0% over $60 million.  UBIC also pays a 

management fee to the company of $1.50 per member per month (PMPM) and $0.25 per 

outpatient prescription drug claim, up to $50,000 per year.  In 2011, the company recognized 

approximately $289,000 in ceded commissions and $68,000 in management fees. 
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 The company entered into a network access agreement with the Pyramid Life 

Insurance Company (Pyramid) under which Pyramid had access to the company's contracted 

network of providers.  Pyramid is a wholly owned subsidiary of Universal American Corporation 

offering Medicare private fee-for-service and Medicare preferred provider organization (PPO) 

benefit plans called “Today's Options” including, but not limited to:  Basic, Basic Plus, Value, 

Value Plus, Premier, and Premier Plus benefit plans.  Today's Options are offered as an 

alternative to the company's Medicare Advantage plans called Today's Health Plus, Today's 

Health Select, Today's Health Premier, Today's Health Choice, and Today's Health Value.  All 

covered services under Medicare fee-for-service or Medicare PPO benefit plans performed by 

provider shall be reimbursed at 103% of the current Medicare rates.  The company terminated 

this agreement in 2011. 

 The company provides primary and specialty health services to Medicaid, 

BadgerCare Plus, and SSI enrollees through contractual arrangements with physicians, hospitals, 

and ancillary service providers.  The following is a list of the primary care clinic and physician 

groups serving the company’s enrollees: 

Independent Physicians Network 
Medical College of Wisconsin  
Wheaton Franciscan Healthcare-All Saints  
Children's Hospital System 

 
 The company has a provider network consisting of the following: 

 1,457 Hospitals 
 3,259 Primary Care Physicians 
 13,392 Specialty Providers 
 9 Other 

 
 Hospitals are paid on a diagnosis-related group rate (DRG) or a per diem basis.  The 

contracts include a hold-harmless provision for the protection of policyholders, automatically 

renew for one-year terms, and may be terminated by either party upon 90 days’ written notice 

prior to the next termination date of the contract between the company and DHS.  A list of 

contracting hospitals is provided in Addendum I. 

 Physician services are reimbursed on a capitation, fee schedule, or discounted fee-

for-service basis.  In one case, the company uses a “target” system of payment, under which a 
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portion of the reimbursement is withheld pending an evaluation of the provider’s experience for 

the year.  Based on whether the target is met, additional payments may be made to the provider 

or the company may retain all or part of the amount.  The contract has a continuous term in which 

either party prior to the end of a term may terminate the contract, without cause, with 90 days’ 

written notice.  Contracts include hold-harmless provisions for the protection of policyholders. 

 The company had 43,632 members as of December 31, 2011, in 34 certified counties 

for the BadgerCare Plus program and 33 certified counties for the Medicaid and SSI members. 

 The company’s service area for Medicaid, BadgerCare, and SSI is comprised of the 

following counties at the time of this examination: 

Brown Outagamie 
Dodge Ozaukee 
Green Lake Portage 
Jefferson Racine 
Kenosha Shawano 
Kewaunee Vilas 
Lincoln Washington 
Marathon Waukesha 
Marquette  Waupaca 
Milwaukee Waushara 
Oconto Winnebago 
Oneida  
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III. MANAGEMENT AND CONTROL 

Board of Directors 

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

serve a one-year term.  Officers are elected by the board of directors or appointed by the 

President.  Members of the company's board of directors may also be members of other boards of 

directors in the holding company system.  The board members currently receive no compensation 

for serving on the board. 

 Currently the board of directors consists of the following persons: 

Name and Residence Principal Occupation Term Expires 
 
Stephen D. Harris* President 2012 
Brookfield, Wisconsin 
 
Roseline A. Agboke Director of Financial Planning & Analysis 2012 
Long Beach, California 
 
Eurica M. Sadler Vice President of Finance 2012 
Hollywood, Florida 
 
* Stephen Harris left on June 6, 2012, to become the Plan President at Molina Healthcare of 

Michigan.  Andy Bhurga was appointed President on August 27, 2012. 
 
Officers of the Company 

 The officers elected by the board of directors included the President, Treasurer and 

Secretary.  The officers serving at the time of this examination are as follows: 

 Name Office 2011 Salary 
 
 Stephen D. Harris President $348,845 
 Thomas Culhane Vice President Medical Affairs 214,310 
 Susan McHugh Director Network Management 
     Operations 112,856 
 Abraham Sygman Vice President Finance & Analytics 93,651 
 Donald Sobczak Manager Provider Contracts 92,404 
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Management Committees 

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

directors.  The committees at the time of the examination are listed below: 

Clinical Quality Improvement Committee Quality Improvement Committee 
Thomas Culhane, MD, Chair Thomas Culhane, MD, Chair 
Sara O’Neill, RN Andy Bhugra 
Jean Bohne Tracy Reed 
Curtis Williams Susan McHugh 
Patricia Golden, MD Elizabeth Benz 
Cary Kohlenberg, MD Melissa Henderson 
Tina Mason, MD Jan Simon 
David Smith, MD Sara O’Neill 
 Curtis Williams 
Professional Review Committee Julie Flaugher 
Thomas Culhane, MD, Chair Cary Kohlenberg, MD 
Patricia Golden, DO Kim Blackwell 
Tina Mason, MD  
Cary Kohlenberg, MD Utilization Management Committee 
David Smith, MD Thomas Culhane, MD, Chair 
Non-Voting Members: Jan Simon 
Sara O’Neill Julie Flaugher 
Curtis Williams Karen Mallak 
Trudy Becker Nancy Sedler 

 Sara O’Neill 
 Susan McHugh 
 
 The company has its own employees.  As the following page illustrates, the company, 

under the direction of the Parent's Regional Vice President, is functionally organized into the listed 

departments. 
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Insolvency Protection for Policyholders 

 Under s. Ins 9.04 (6), Wis. Adm. Code, HMOs are required to either maintain 

compulsory surplus at the level required by s. Ins 51.80, Wis. Adm. Code, or provide for the 

following in the event of the company's insolvency: 

 1. Enrollees hospitalized on the date of insolvency will be covered until 
discharged; and 

 
 2. Enrollees will be entitled to similar, alternate coverage which does 

not contain any medical underwriting or preexisting limitation 
requirements. 

 
The company has met this requirement through its reinsurance contract, as discussed in the 

“Reinsurance” section of this report. 
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IV. AFFILIATED COMPANIES 

 The company is a member of a holding company system.  Its ultimate parent is Molina 

Healthcare, Inc.  The organizational chart on the following page depicts the relationships among 

the affiliates in the group.  A brief description of the significant affiliates of the company follows the 

organizational chart. 

 
 



 
 

Holding Company Chart 
As of December 31, 2011 
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Molina Healthcare, Inc. 
 
 Molina Healthcare, Inc., provides quality and cost-effective Medicaid-related solutions 

to meet the health care needs of low-income families and individuals and to assist state agencies 

in their administration of the Medicaid program.  The Parent operates health plans in California, 

Florida, Michigan, Missouri, New Mexico, Ohio, Texas, Utah, Washington, and Wisconsin.  As of 

December 31, 2011, these health plans served approximately 1.7 million members eligible for 

Medicaid, Medicare, and other government-sponsored health care programs for low-income 

families and individuals.  The health plans are operated by the respective wholly owned 

subsidiaries in those states, each of which is licensed as a health maintenance organization.  For 

the year-ended December 31, 2011, the Parent reported its financial condition on a consolidated 

basis (in thousands) as follows:  assets, liabilities, and stockholder's equity of $1,652,146, 

$897,073, and $755,073, respectively.  Operations for 2011 produced net income of $20,818, on 

revenues of $4,769,940. 

Affiliated Agreements 

 The company entered into a service agreement with the Parent on 

September 1, 2010.  Under the service agreement, the Parent agrees to perform consulting and 

administrative services necessary for the company’s operations, including, but not limited to, 

marketing, information systems, financial, and other specified general and administrative services.  

As compensation for these services, the company agrees to reimburse the Parent for the value of 

the consultation, assistance, services, materials, supplies, and capital access.  Such payment may 

be adjusted annually by mutual consent of the parties.  The service agreement shall automatically 

renew for successive periods of one year, unless either party gives 60 days’ prior written notice. 

 The company also entered into a federal tax-sharing agreement with the Parent on 

September 1, 2010.  The company is liable to pay to the Parent an amount equal to the federal 

income tax determined under the "Stand Alone Method."  This method applies the separate tax 

liability adjustment per treasury regulation to the company's federal income tax liability and is 

treated as though the company was never part of the Parent's consolidated tax return.  The 

company and the Parent are to reconcile and settle the intercompany tax balances within 90 days 
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of the filing of a consolidated income tax return, or where a refund is due to the Parent, within 

90 days of the receipt of such refund.  The federal tax-sharing agreement automatically renews for 

successive periods of one year, unless either party gives 60 days’ prior written notice. 

 On September 9, 2011, the Parent entered into a credit agreement for a $170 million 

revolving credit facility (Credit Facility) with various lenders and U.S. Bank National Association 

(US Bank N.A.), as LC issuer, swing line lender, and administrative agent.  The Credit Facility will 

be used for general corporate purposes.  The Credit Facility has a term of five years under which 

all amounts outstanding will be due and payable on September 9, 2016.  Subject to obtaining 

commitments from existing or new lenders and satisfaction of other specified conditions, the 

Parent may increase the Credit Facility up to $195 million.  As of December 31, 2011, there was 

no outstanding principal balance under the Credit Facility.  However, as of December 31, 2011, 

the lenders had issued two letters of credit in the aggregate principal amount of $10.3 million as 

required under the Molina Medicaid Solutions contracts with the states of Maine and Idaho, which 

reduced the amount available under the Credit Facility by $10.3 million. 

 Borrowings under the Credit Facility will bear interest based, at the Parent's election, 

on the base rate plus an applicable margin or the Eurodollar rate.  The base rate is, for any day, a 

rate of interest per annum equal to the highest of (i) the prime rate of interest announced from time 

to time by US Bank N.A. or its parent, (ii) the sum of the federal funds rate for such day plus 0.50% 

per annum and (iii) the Eurodollar rate (without giving effect to the applicable margin) for a one-

month interest period on such day (or if such day is not a business day, the immediately preceding 

business day) plus 1.00%.  The Eurodollar rate is a reserve adjusted rate at which Eurodollar 

deposits are offered in the interbank Eurodollar market plus an applicable margin.  In addition to 

interest payable on the principal amount of indebtedness outstanding from time to time under the 

Credit Facility, the Parent is required to pay a quarterly commitment fee of 0.25% to 0.50% (based 

upon the Parent's leverage ratio) of the unused amount of the lenders’ commitments under the 

Credit Facility.  The initial commitment fee shall be set at 0.35% until the delivery of its financials 

for the year-ended December 31, 2011.  The applicable margins range between 0.75% to 1.75% 
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for base rate loans and 1.75% to 2.75% for Eurodollar loans, in each case, based upon the 

Parent's leverage ratio. 

 In the event of a default, including cross-defaults relating to other specified debt in 

excess of $20 million, the lenders may terminate the commitments under the Credit Facility and 

declare the amounts outstanding, including all accrued interest and unpaid fees, payable 

immediately.  In addition, the lenders may enforce any and all rights and remedies created under 

the Credit Facility or applicable law. 

 The Parent's obligations under the Credit Facility are secured by a lien on 

substantially all of its assets, with the exception of certain real estate assets, and by a pledge of 

the capital stock or membership interests of operating subsidiaries and health plans (with the 

exception of the California health plan).  The Credit Facility includes usual and customary 

covenants for credit facilities of this type, including covenants limiting liens, mergers, asset sales, 

other fundamental changes, debt, acquisitions, dividends and other distributions, capital 

expenditures, and investments.  The Credit Facility also requires the Parent to maintain a ratio of 

total consolidated debt to total consolidated EBITDA of not more than 2.75 to 1.00 as of the end of 

each fiscal quarter and a fixed charge coverage ratio of not less than 1.75 to 1.00.  At 

December 31, 2011, the Parent was in compliance with all financial covenants under the Credit 

Facility. 

 The company's portion of pledged common stock in connection with this credit 

agreement includes its 100 shares of $0.01 par value Class A voting stock issued and outstanding. 
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V.  REINSURANCE 

 The company has reinsurance coverage under the contract outlined below: 

1. Reinsurer: Union Bankers Insurance Company 
 
 Type: Quota Share Reinsurance 
 
 Effective date: January 1, 2007 
 
 Retention: None, 100% ceded 
 
 Coverage: Medicare Advantage 
 
 Premium: 100% of policy premium, less variable ceding commission of 0.5% on the 

first $60 million of earned and collected policy premiums and 1% of the 
earned and collected policy premiums in excess of $60 million 

 
 Termination: Agreement shall remain in force an initial term through 

December 31, 2011.  Thereafter it shall continue in effect from year to 
year unless either party gives written notice to the other of its intention not 
to continue at least 120 days prior to the date established by CMS by 
which health plans must file their bids with CMS. 

 
2. Reinsurer: Westport Insurance Corporation, a Swiss Re Company 
 
 Type: Excess HMO Reinsurance Agreement No. 0656094 
 
 Effective date: August 1, 2010 
 
 Specific retention: $400,000 
 
 Excess retention: The reinsured shall also retain the following percentage of loss incurred 

by the reinsured during the agreement period in excess of the specific 
retention: 

 
 Hospital Services: 
 (a) Inpatient Hospital Services: 
  (i) Transplant services: 
   (a) Scheduled: 10% 
   (b) Unscheduled: 50% 
  (ii) Other Inpatient Hospital Services: 10% 
 
  The excess retention for Inpatient Hospital Services other than 

transplant services will be reduced to 5% for newborn members for 
whom CareAssist, Inc. (CareAssist) is providing clinical management 
services, provided the reinsured refers such newborn member to 
CareAssist within five days of birth.  In no event will the excess 
retention for Inpatient Hospital Services be reduced if the newborn 
member is referred after five days. 

 
 (b) Sub acute facility services; skilled nursing facility services; inpatient 

rehabilitation facility services; and home health care agency 
services:  10% 

 
 Medical Services: 10% 
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 Coverage: The reinsurer shall indemnify the reinsured for the following percentage of 

loss incurred by the reinsured during the agreement period in excess of 
the specific retention: 

 
 Hospital Services: 
 (a) Inpatient Hospital Services: 
  (i) Transplant services: 
   (a) Scheduled: 90% 
   (b) Unscheduled: 50% 
  (ii) Other Inpatient Hospital Services: 90% 
 
  The reinsurance for Inpatient Hospital Services other than transplant 

services will be increased to 95% for newborn members for whom 
CareAssist, Inc. (CareAssist) is providing clinical management 
services, provided the reinsured refers such newborn member to 
CareAssist within five days of birth.  In no event will the reinsurance 
for Inpatient Hospital Services be increased if the newborn member is 
referred after five days. 

 
 (b) Sub acute facility services; skilled nursing facility services; inpatient 

rehabilitation facility services; and home health care agency 
services:  10% 

 
 Medical Services: 10% 
 
 Limits: Each Agreement Period $1,000,000 
 
 Premium: Rate including conversion fee, if any, per member each month: 
 
 BadgerCare $0.08 
 Medicaid SSI - Blind and Disabled $1.20 
 Medicaid SSI - Aged $1.20 
 
 The minimum premium shall be $90,000 per agreement period 
 
 Termination: 30 days' notice 
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VI. FINANCIAL DATA 

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

reported in the December 31, 2011, annual statement to the Commissioner of Insurance.  Also 

included in this section are schedules that reflect the growth of the company for the period under 

examination.  Adjustments made as a result of the examination are noted at the end of this section 

in the area captioned "Reconciliation of Capital and Surplus per Examination." 
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Molina Healthcare of Wisconsin, Inc. 

Assets 
As of December 31, 2011 

 

 Assets 
Nonadmitted 

Assets 

Net 
Admitted 
Assets 

    
Cash, cash equivalents and short-term investments $22,931,559 $                 $22,931,559 
Uncollected premiums and agents' balances in the 

course of collection 1,211,175  1,211,175 
Electronic data processing equipment and software 45,834  45,834 
Furniture and equipment, including health care 

delivery assets 393,128 393,128 0 
Health care and other amounts receivable 694,431 296,431 398,000 
Aggregate write-ins for other than invested assets     8,727,416   7,578,650    1,148,766 
    
Total Assets $34,003,543 $8,268,209 $25,735,334 

 
 
 
 

Molina Healthcare of Wisconsin, Inc. 
Liabilities and Capital and Surplus 

As of December 31, 2011 
 
Liabilities   
Claims unpaid  $  8,863,444 
Unpaid claims adjustment expenses   180,856 
General expenses due or accrued   2,825,490 
Current federal and foreign income tax payable and interest 

thereon 
 

19,457 
Net deferred tax liability   9,434 
Amounts due to parent, subsidiaries and affiliates  63,474 
Aggregate write-ins for other liabilities [including $1,090,920 

current] 
 

    1,090,920 
Total liabilities  13,053,075 
   
Capital and Surplus   
Common capital stock  $                 1  
Gross paid in and contributed surplus  22,784,949  
Unassigned funds (surplus)   (10,102,691)  
Total capital and surplus     12,682,259 
   
Total Liabilities, Capital and Surplus   $25,735,334 



 
 

21 

Molina Healthcare of Wisconsin, Inc. 
Statement of Revenue and Expenses 

For the Year 2011 
 
Net premium income   $ 95,662,804 
Aggregate write-ins for other health care related revenues           625,773 
Total revenues   96,288,577 
Medical and hospital:   

Hospital/medical benefits $  77,724,936  
Other professional services 3,596,180  
Emergency room and out-of-area 3,170,308  
Aggregate write-ins for other hospital and medical     26,757,373  
Subtotal 111,248,797  

Less   
Net reinsurance recoveries     21,917,411  

Total medical and hospital 89,331,386  
Claims adjustment expenses 2,033,333  
General administrative expenses  8,322,060  
Increase in reserves for life and accident and health contracts     (4,340,308)    95,346,471 
Net underwriting gain or (loss)  942,106 
Net investment income earned            63,111 
Net income or (loss) before federal income taxes   1,005,217 
Federal and foreign income taxes incurred       (2,328,331) 
   
Net Income (Loss)   $   3,333,548 
 

 
 
 
 

Molina Healthcare of Wisconsin, Inc. 
Capital and Surplus Account 

As of December 31, 2011 
 
Capital and surplus prior reporting year   $ 4,758,488 
Net income or (loss) $ 3,333,548  
Change in net deferred income tax  (3,281,320)  
Change in nonadmitted assets  1,570,943  
Surplus adjustments:   
Paid in     6,300,600  
Net change in capital and surplus      7,923,771 
   
Capital and Surplus End of Reporting Year   $12,682,259 
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Molina Healthcare of Wisconsin, Inc. 
Statement of Cash Flows 
As of December 31, 2011 

 
Premiums collected net of reinsurance   $ 73,774,142 
Net investment income   63,263 
Miscellaneous income           625,773 
Total   74,463,178 
Less:    

Benefit- and loss-related payments  $86,408,775  
Commissions, expenses paid and aggregate 

write-ins for deductions  12,323,468  
Federal and foreign income taxes paid (recovered) 

$0 net tax on capital gains (losses)      (583,000)  
Total      98,149,243 
Net cash from operations   (23,686,065) 
Capital and paid in surplus, less treasury stock   6,300,600 
Cash provided/applied:    

Other cash provided (applied)          (638,033) 
Net change in cash, cash equivalents, and short-term 

investments   (18,023,498) 
Cash, cash equivalents, and short-term investments:    
Beginning of year      40,955,057 
    
End of Year   $ 22,931,559 
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Growth of Molina Healthcare of Wisconsin, Inc. 
 

    Direct Net Net Medical  
   Capital and Premium Premium Expenses Net 

Year Assets Liabilities Surplus Earned Earned Incurred Income 
        

2011 $25,735,334 $13,053,075 $12,682,259 $124,227,264 $96,288,577 $89,331,386 $ 3,333,548 
2010 43,788,770 39,030,282 4,758,488 98,636,595 64,252,946 55,106,423 (5,441,541) 
2009 14,619,456 7,648,519 6,970,936 94,461,831 58,119,284 49,743,844 1,289,624 
2008 11,395,636 5,549,385 5,846,251 63,100,647 34,863,722 25,379,572 2,420,254 

 
  Medical Administrative Change 
 Profit Expense Expense in 

Year Margin Ratio Ratio Enrollment 
     

2011 3.5% 88.3% 10.8% 12.6% 
2010 -8.5 92.5 13.1 80.3 
2009 2.2 85.7 11.1 -11.1 
2008 6.9 73.0 16.9 22.5 

 
Enrollment and Utilization 

 
   Average 
  Hospital Length 

Year Enrollment Days/1,000 of Stay 
   

2011 43,632 257.40 2.9 
2010 38,750 246.68 2.7 
2009 21,496 112.25 3.0 
2008 24,167 268.75 3.4 

 
Per Member Per Month Information – Medicaid Business 

 
   Percentage 
 2011 2010 Change 

Premiums:    
Medicaid $196.65 $228.54 -14.0% 
    
Expenses:    
Hospital/medical benefits 114.32 109.48 4.4 
Other professional services 7.37 9.80 -24.8 
Emergency room and out-of-area 6.49 12.69 -48.8 
Aggregate write-ins for other hospital and 

medical 54.81 63.64 -13.9 
Incentive pool, withhold adjustments and 

bonus amounts 0.00 1.05 -100.0 
Net reinsurance recoveries        0.00       0.03 -100.0 
Total medical and hospital 182.99 196.62 7.4 
    
Claims adjustment expenses 4.17 10.41 -60.0 
General administrative expenses 17.05 19.71 -13.5 
Increase in reserves for accident and health 

contracts     (8.89)     15.49 -157.4 
    
Total Underwriting Deductions $195.31 $242.23 -19.4% 
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 The company's premium increased over 2010 due to increased membership in the 

southeast area of Wisconsin.  The company, who was one of four managed care organizations 

awarded an RFP contract, received 25% of the estimated 250,000 auto-assignments for HMO 

enrollees in the fall of 2010.  Approximately 83% of the company's membership is from regions in 

southeast Wisconsin.  The ratio of hospital and medical benefits to total premium decreased due 

to a reduction in the DHS capitation rate of 11% for the year 2011.  The increase in general 

administrative expenses was the result of growth in the company's infrastructure to support the 

increased membership and the administrative services agreement with the Parent initiated on 

September 1, 2010, being expensed for the entire year 2011. 

 Net income for the year 2011 was aided by a prior period reversal of about $4.3 million 

premium deficiency reserve.  Total assets decreased significantly over 2010 due to the advance 

receipt of about $20.7 million in premiums being recorded in December 2010 when DHS advanced 

four months of capitation payments.  Liabilities decreased in 2011 as a result of the described 

decrease in premiums received in advance and the reversal of the premium deficiency reserve.  

Capital and surplus increased about $7.9 million in 2011, primarily due to a $6,300,600 capital 

contribution received from the Parent. 

Reconciliation of Capital and Surplus per Examination 

 As a result of the current examination, there were no adjustments to the company's 

capital and surplus for the year-ending December 31, 2011. 
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VII. SUMMARY OF EXAMINATION RESULTS 

Compliance with Prior Examination Report Recommendations 

 There was one specific comment and recommendation in the previous examination 

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

taken by the company are as follows: 

1. Annual Statement Instructions—it is recommended that the company comply with NAIC SSAP 
No. 3 and first seek regulatory approval before amending financial statements. 

 
 Action—Compliance 
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Summary of Current Examination Results 

Executive Compensation 

 The examinations review of the Report of Executive Compensation filed with the 

Commissioner for the year-ended December 31, 2011, revealed that not all compensation was 

properly reported.  The examination obtained and reviewed the company's W-2 information for its 

officers and directors that were listed on the Report of Executive Compensation and noted a slight 

variance.  Company management explained the differences were the result of the group term life 

amount in December not being reported as wages because the tax identification number was 

changed for the code within the company's payroll system.  This change within the payroll system 

was not picked up in the file sent to the company's payroll vendor for processing. 

 Section 611.63 (4), Wis. Stat., states that the amount of all direct and indirect 

remuneration for services, including retirement and other deferred compensation benefits and 

stock options, paid or accrued each year for the benefit of each director and each officer and 

employee whose remuneration exceeds an amount established by the commissioner, and for all 

directors and officers as a group shall be included in the annual report made to the commissioner.  

It is recommended that the company accurately complete the annual Report of Executive 

Compensation pursuant to s. 611.63 (4), Wis. Stat. 

Business Plan 

 Annual statement General Interrogatories, Part 2 Health Interrogatories, number 12, 

requires that the company disclose the service area in which the reporting entity is licensed to 

operate.   Upon the company providing an enrollment listing by county and line of business for the 

period ending December 31, 2011, the following was noted.  Two additional counties were listed, 

Dane and Waupaca.  In addition, subsequent review of the company's 2012 board of director's 

minutes revealed that a provider network offering behavioral health business is being done 

through Beacon Health Strategies.  Section Ins 9.06, Wis. Adm. Code, states: 

A health maintenance organization insurer, or an insurer licensed to write 
only limited service health organization business, shall file a written 
report of any proposed substantial change in its business plan.  The 
insurer shall file the report at least 30 days prior to the effective date of 
the change.  The office may disapprove the change.  The insurer may 
not enter into any transaction, or contract to take action, or make any 
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omission that is a substantial change in the insurer's business plan prior 
to the effective date of the change or if the change is disapproved.  
Substantial changes include:  changes in articles and bylaws, 
organization type, geographic service areas, provider agreements, 
provider availability, plan administration, financial projections and 
guarantees and any other change that might affect the financial solvency 
of the plan. 
 

It is recommended that the company comply with s. Ins 9.06, Wis. Adm. Code, and file substantial 

changes in business plan 30 days prior to the proposed effective date. 

Disaster Recovery Plan 

 The examination noted that the company does not have a disaster recovery plan, nor 

is a disaster recovery plan part of the company's overall planning objectives within the service 

agreement with the Parent.  The Parent provides business planning for the company in which the 

Parent shall provide consultation and assistance to the board of directors and its executives in 

reviewing the short-, medium-, and long-range objectives and in formulating recommendations.  

However, the service agreement does not provide business interruption and/or contingency plans 

in the event of a disaster.  It is recommended that the company either develop a disaster recovery 

plan or it be part of the service agreement with the Parent. 

Investment Policy 

 The examination of the company's board minutes disclosed there was no 

documentation that the board of directors approved the authorization of those individuals 

responsible for the execution of investment transactions and those individuals responsible for the 

direction of its investment managers.  The examination review of the company's Investment Policy 

noted that Section I., Purpose of the Investment Policy, requires the board of directors to 

designate approved investment managers.  Also noted under Section IV., Roles and 

Responsibilities, subsection A., the board of directors has the overall responsibility for establishing 

and overseeing the Investment Policy.  The company's Chief Financial Officer, or his designee(s), 

are authorized to execute transactions and direct investment managers and perform day-to-day 

management of investments as set forth in the policy.  Inquiry of company management revealed 

that four individuals are authorized to execute investment transactions and direct investment 

managers.  It is recommended that the company comply with its Investment Policy by having the 
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board of directors approve individuals authorized to make investment transactions and direct its 

investment managers.  It is recommended that the company document the approval of investment 

transactions in its board minutes. 

 The examination review of the company's Investment Policy under Section A, 

Investment Type, noted that money market mutual funds have a minimum underlying credit rating 

of "AAAm” or "Aaa" with a maximum percentage of asset limits of 20% of assets and 10% per 

issuer.  Per review of the annual statement Schedule DA, Part 1, the company holds Class One 

money market mutual funds of $6,572,192 as of the period under examination, which was 25.5% 

of the company's reported admitted assets.  The money market mutual fund exceeds the 

prescribed limits for assets and per issuer of the Investment Policy.  It is recommended that the 

company comply with its Investment Policy and hold investments within the specified threshold 

limits. 

Annual Statement Instructions - Health 

 The examination determined that the company is not accurately completing the 

General Interrogatories of the annual statement.  A review of the annual statement General 

Interrogatories, Part 1, Common Interrogatories, disclosed the following discrepancies.  

a) Number 28:  Excluding items in Schedule E, Part-3-Special Deposits, 
real estate, mortgage loans, and investments held physically in the 
reporting entity's offices, vaults or safety deposit boxes, were all 
stocks, bonds and other securities, owned throughout the current 
year held pursuant to a custodial agreement with a qualified bank or 
trust company in accordance with Section 1, III - General 
Examination Considerations, F. Outsourcing of Critical Functions 
Custodial or Safekeeping Agreements of the NAIC Financial 
Condition Examiners Handbook?  The company answered yes. 
 

b) Number 28.01: For Agreements that comply with the requirements of 
the NAIC Financial Condition Examiners Handbook complete the 
following:  The company disclosed the Name of Custodian and the 
Custodian's Address. 
 

c) Number 28.03:  Have there been any changes, including name 
changes, in the custodian(s) identified in 28.01 during the current 
year?  The company answered yes. 
 

d) Number 28.04:  If yes to number 28.03, give full and complete 
information relating thereto:  1) Old Custodian; 2) New Custodian; 
3) Date of Change; and 4) Reason.  The company left this blank. 
 



 
 

29 

e) Number 28.05:  Identify all investment advisors, brokers/dealers or 
individuals acting on behalf of broker/dealers that have access to the 
investment accounts, handle securities, and have authority to make 
investments on behalf of the reporting entity.  The company did not 
disclose the Central Registration Depository Number(s), Name, or 
Address. 
 

 The examination inquiry with company management revealed that the company was 

unable to provide a custodial agreement for its listed custodian, US Bank N.A.  Additional inquiries 

with company management showed that there was no change in custodian for the year 2011.  The 

examination of the company's investment records revealed that the money market mutual fund is 

being held with the investment advisor, PFM Asset Management LLC, as of December 31, 2011.  

It is recommended that the company accurately complete annual statement General 

Interrogatories, Part 1, Common Interrogatories – Investment, per the NAIC Annual Statement 

Instructions - Health. 

 The examination review of the company's minutes showed that there was no 

documentation that the appointed actuary prepared a memorandum to the company to support the 

appointed actuary's opinion.  NAIC Annual Statement Instructions - Health requires that the 

appointed actuary report to the board of directors or the Audit Committee each year on the items 

within the scope of the actuarial opinion.  The actuarial opinion and the actuarial memorandum 

must be made available to the board of directors.  The board minutes should indicate that the 

appointed actuary has presented such information and that both the opinion and memorandum 

were made available.  It is recommended that the company comply with the NAIC Annual 

Statement Instructions - Health by requiring the appointed actuary to prepare an actuarial 

memorandum supporting the actuarial opinion as well as provide an actuarial memorandum and 

actuarial opinion to the board of directors at least annually.  It is recommended that the company 

comply with the NAIC Annual Statement Instructions - Health by documenting that the appointed 

actuary has presented the actuarial memorandum and the actuarial opinion in its minutes and 

make both available to the board or Audit Committee members. 

 The examination review of 2012 transactions noted that the company did not disclose 

all holding company members within the annual statement Schedule Y, Part 1, Organizational 

Chart, and Schedule Y, Part 1A, Detail of Insurance Holding Company System.  All insurer and 
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reporting entity members of a holding company group shall prepare a common schedule for 

inclusion in each of the individual annual statements.  The company is required to file a registration 

statement under the provisions of ch. Ins 40, Wis. Adm. Code; therefore, Schedule Y, Part 1, 

Organizational Chart, must be completed in the annual statement.  The organizational chart shall 

include a listing presenting the identities of and interrelationships between the parent, all affiliated 

insurers and reporting entities, and other affiliates, identifying all insurers and reporting entities as 

such and listing the Federal Employer Identification Number for each.  Only those companies that 

were a member of a holding company group at the end of the reporting period should be shown on 

Schedule Y, Part 1, Organizational Chart.  The company indicated that the Parent had acquired 

several companies late in 2011 which were excluded from year-end reporting for the period under 

examination.  The Form B Holding Company Registration Filing, Exhibit A, Organizational Chart, 

was missing several companies that should have been disclosed. 

 The examination observed that the company did not include the income tax amount 

from the tax-sharing agreement for the year 2011 on Schedule Y, Part 2.  The NAIC Annual 

Statement Instructions - Health notes that Schedule Y was designed to provide an overview of 

transactions among insurance holding company system members.  It is intended to demonstrate 

the scope and direction of major fund and/or surplus flows throughout the system.  The amount 

reported in the column captioned “Management Agreements and Service Contracts” should 

include all income tax amounts resulting from intercompany tax-sharing arrangements.  The 

company reported $1,675,833 in this column which did not include the $583,000 income tax paid 

to the Parent through the tax-sharing agreement.  The total amount reported should have been 

$2,258,833, as indicated within the Notes to Financial Statements under Number 10, Information 

Concerning Parent, Subsidiaries, Affiliates and Other Related Parties.  It is recommended that the 

company comply with the NAIC Annual Statement Instructions - Health and accurately disclose all 

parts of Schedule Y of the annual statement.  
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Custodial Agreement 

 The examination determined through inquiry with management that the company does 

not have a custodial agreement with its custodian, US Bank N.A.  The examination review of the 

PFM Funds Prime Series - Institutional Class Shares Class One money market mutual fund as of 

December 31, 2011, shows that this fund is being held with the company's investment advisor, 

PFM Asset Management LLC.  The distributor is identified as PFM Fund Distributors, Inc.  

 The company is not in compliance with the requirements of the NAIC Financial 

Condition Examiners Handbook regarding custodial agreements.  Those securities held in a 

fungible bulk by the custodian in a clearing corporation or in the Federal Reserve book-entry 

system shall be separately identified on the custodian's official records as being owned by the 

insurance company.  Registered custodial securities shall be registered in the name of the 

company, in the name of a nominee of the company, in the name of the custodian or its nominee, 

or clearing corporation or its nominee. 

 The national bank, state bank, or trust company, as custodian, is obligated to 

indemnify the insurance company for any of the insurance company's loss of securities in the 

custodian's custody.  The custodian agrees to indemnify and hold the customer harmless from 

losses suffered or incurred with respect to the securities and cash held by the custodian which 

directly and necessarily result from negligent or willful act or omissions of the custodian, its 

employees, agents, or nominees, constituting a breach of duties under the agreement.  The 

custodian is obligated to indemnify the insurance company for any loss of securities of the 

insurance company in the custodian's custody occasioned by the negligence or dishonesty of the 

custodian's officers or employees, or burglary, robbery, holdup, theft, or mysterious 

disappearance, including loss by damage or destruction, the mysterious disappearance of 

securities or cash while in the control of the custodian, its agents or nominees. 

 In the event that there is a loss of a security for which the custodian is obligated to 

indemnify the customer, the security shall be promptly replaced or the value of the security and the 

value of any loss of rights or privileges resulting from said loss of security shall be promptly 
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replaced.  Upon review of the company's minutes, there was no documentation showing that the 

board of directors or an authorized committee approved the custodial agreement. 

 The NAIC Financial Condition Examiners Handbook also specifies that custodial 

agreements be authorized by a resolution on behalf of the board of directors or an authorized 

committee of the insurance company.  The examination review of the company's minutes revealed 

there was no evidence that the board of directors or authorized committee thereof approved a 

custodial agreement.  The NAIC Financial Condition Examiners Handbook indicates that custodial 

agreements shall be authorized by a resolution on behalf of the board of directors or an authorized 

committee of the insurance company. 

 It is recommended that the company comply with the requirements of the NAIC 

Financial Condition Examiners Handbook regarding custodial agreements and adopt a custodial 

agreement containing the prescribed language within 60 days from the adoption of this 

examination report.  It is recommended that the company comply with the requirements of the 

NAIC Financial Condition Examiners Handbook by having the board of directors approve a 

custodial agreement by resolution. 

Holding Company 

 The examination noted that within the Notes to Financial Statements of the annual 

statement the company disclosed that, on September 9, 2011, Molina Healthcare, Inc., entered 

into a credit agreement for a $170 million revolving credit facility to be used for general corporate 

purposes.  The Credit Facility is collateralized by the company’s common stock, as well as the 

common stock of other subsidiaries of the Parent, with no amounts outstanding under this Credit 

Facility as of December 31, 2011.  As of December 31, 2011, the Parent was in compliance with 

all financial covenants under the Credit Facility.  Pursuant to ss. Ins 40.04 (2) and 40.17, Wis. 

Adm. Code, transactions of an insurer must be reported to the Office of the Commissioner of 

Insurance in writing 30 days prior to entering into the transaction.  The Commissioner can 

disapprove the transaction within the 30-day period.  This examination also disclosed that the 

Form D, Holding Company Registration Filing, did not disclose a prior notice of transaction for the 

credit agreement, the service agreement, or the tax-sharing agreement, as required.  In filings 
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subsequent to the period under examination, Forms B and C, Holding Company Registration 

Filing, discloses the credit agreement and tax-sharing agreement with the Parent while the Form 

C, Holding Company Registration Filing, discloses the service agreement with the Parent.  It is 

recommended that the company comply with ss. Ins 40.04 (2) and 40.17, Wis. Adm. Code, by 

filing all transactions at least 30 days prior to the effective date with the Commissioner. 

 The examination’s review of subsequent year 2012 transactions disclosed that the 

company incorrectly completed item 5 (d) (guarantees or undertakings for the benefit of an 

affiliate) of the Form B, Holding Company Registration Filing (Form B).  Section Ins 40.03 (3) (c) 

4., Wis. Adm. Code, requires the company to briefly describe agreements in force and transactions 

outstanding or which have occurred during the last calendar year between the company and its 

affiliates in the Form B.  The examination determined that the company failed to disclose the 

Parent’s $170 million revolving Credit Facility with various lenders under which the company’s 

common stock had been pledged.  It is recommended that the company properly disclose the 

Parent’s credit agreement in its Form B pursuant to s. Ins 40.03 (3), Wis. Adm. Code. 

Financial Requirements 

 The financial requirements for an HMO under s. Ins 9.04, Wis. Adm. Code, are as 

follows: 

    Amount Required 
 
1. Minimum capital or Either: 
 permanent surplus  $750,000, if organized on or after July 1, 1989 
  or 
   $200,000, if organized prior to July 1, 1989 
 
2. Compulsory surplus The greater of $750,000 or: 
 
   If the percentage of covered liabilities to total liabilities is less 

than 90%, 6% of the premium earned in the previous 
12 months; 

 
   If the percentage of covered liabilities to total liabilities is at 

least 90%, 3% of the premium earned in the previous 
12 months 
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3. Security surplus The greater of: 
   140% of compulsory surplus reduced by 1% of compulsory 

surplus for each $33 million of additional premiums earned in 
excess of $10 million 

  or 
   110% of compulsory surplus 
 
Covered liabilities are those due to providers who are subject to statutory hold-harmless 

provisions. 

 The company's calculation as of December 31, 2011, as modified for examination 

adjustments is as follows: 

Assets  $25,735,334  
Less:   

Liabilities   13,053,075  
   
Assets available to satisfy surplus requirements  $12,682,259 
   
Net premium earned 95,662,804  
Compulsory factor                  3%  
   
Compulsory surplus      2,869,884 
   
Compulsory Surplus Excess/(Deficit)  $  9,812,375 
   
Assets available to satisfy surplus requirements  $12,682,259 
   
Compulsory surplus $  2,869,884  
Security factor              138%  
   
Security surplus      3,960,439 
   
Security Surplus Excess/(Deficit)  $  8,721,820 
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VIII. CONCLUSION 

 On September 1, 2010, Molina Healthcare, Inc., acquired 100% of the voting equity 

interests in Avatar, which was the sole shareholder of the company.  The total cost of the 

acquisition was approximately $15,484,000.  During 2011, the Parent contributed a purchase price 

adjustment of $1,300,000 in connection with the final member reconciliation as stated in the 

purchase transaction.  On March 7, 2011, the board of directors adopted and approved by written 

consent to amend the company's articles of incorporation for the sole purpose of changing the 

name from Abri Health Plan, Inc., to Molina Healthcare of Wisconsin, Inc., effective April 1, 2011. 

 The ratio of hospital and medical benefits to total premium decreased due to a 

reduction in the DHS capitation rate of 11% for the year 2011.  The increase in general 

administrative expenses was the result of growth in the company's infrastructure to support the 

increased membership and the service agreement with the Parent initiated on September 1, 2010, 

being expensed for the entire year 2011. 

 Net income for the year 2011 was the result of a prior period reversal of about 

$4.3 million premium deficiency reserve.  Total assets decreased significantly over 2010 due to the 

advance receipt of about $20.7 million in premiums being recorded in December 2010.  Liabilities 

decreased in 2011 as a result of the described decrease in premiums received in advance and the 

reversal of the premium deficiency reserve.  Capital and surplus increased about $7.9 million in 

2011 due to the approximately $6.3 million capital contribution received from the Parent. 

 The company writes Title XIX Medical Assistance, BadgerCare Plus, and 

Supplemental Security Income programs.  The company has a provider network consisting of 

1,457 hospitals, 3,259 primary care physicians, 13,392 specialty providers, and 9 classified as 

other type.  As of December 31, 2011, the company had 43,632 members in 34 certified counties 

for the BadgerCare Plus program and 33 certified counties for Medicaid SSI members. 

 The previous examination noted one prior recommendation in which the company has 

complied.  The current examination resulted in 14 recommendations, with 4 in the area of annual 

statement instructions, 3 in the area of investment policy, 2 each in the areas of custodial 
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agreement and holding company.  The other 3 recommendations were within the areas of 

executive compensation, business plan, and disaster recovery. 
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IX. SUMMARY OF COMMENTS AND RECOMMENDATIONS 

 1. Page 26 - Executive Compensation—It is recommended that the company accurately 
complete the annual Report of Executive Compensation pursuant to s. 611.63 
(4), Wis. Stat. 

 
 2. Page 27 - Business Plan—It is recommended that the company comply with s. Ins 9.06, 

Wis. Adm. Code, and file substantial changes in business plan 30 days prior to 
the proposed effective date. 

 
 3. Page 27 - Disaster Recovery Plan—It is recommended that the company either develop a 

disaster recovery plan or it be part of the service agreement with the Parent. 
 
 4. Page 27 - Investment Policy—It is recommended that the company comply with its 

Investment Policy by having the board of directors approve individuals 
authorized to make investment transactions and direct its investment 
managers. 

 
 5. Page 28 - Investment Policy—It is recommended that the company document the 

approval of investment transactions in its board minutes. 
 
 6. Page 28 - Investment Policy—It is recommended that the company comply with its 

Investment Policy and hold investments within the specified threshold limits. 
 
 7. Page 29 - Annual Statement Instructions - Health—It is recommended that the company 

accurately complete annual statement General Interrogatories, Part 1, 
Common Interrogatories – Investment, per the NAIC Annual Statement 
Instructions - Health. 

 
 8. Page 29 - Annual Statement Instructions - Health—It is recommended that the company 

comply with the NAIC Annual Statement Instructions - Health by requiring the 
appointed actuary to prepare an actuarial memorandum supporting the 
actuarial opinion as well as provide an actuarial memorandum and actuarial 
opinion to the board of directors at least annually. 

 
 9. Page 29 - Annual Statement Instructions - Health—It is recommended that the company 

comply with the NAIC Annual Statement Instructions - Health by documenting 
that the appointed actuary has presented the actuarial memorandum and the 
actuarial opinion in its minutes and make both available to the board or Audit 
Committee members. 

 
 10. Page 30 - Annual Statement Instructions - Health—It is recommended that the company 

comply with the NAIC Annual Statement Instructions - Health and accurately 
disclose all parts of Schedule Y of the annual statement. 

 
 11. Page 32 - Custodial Agreement—It is recommended that the company comply with the 

requirements of the NAIC Financial Condition Examiners Handbook regarding 
custodial agreements and adopt a custodial agreement containing the 
prescribed language within 60 days from the adoption of this examination 
report. 

 
 12. Page 32 - Custodial Agreement—It is recommended that the company comply with the 

requirements of the NAIC Financial Condition Examiners Handbook by having 
the board of directors approve a custodial agreement by resolution. 
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 13. Page 33 - Holding Company—It is recommended that the company comply with 
ss. Ins 40.04 (2) and 40.17, Wis. Adm. Code, by filing all transactions at least 
30 days prior to the effective date with the Commissioner. 

 
 14. Page 33 - Holding Company—It is recommended that the company properly disclose the 

Parent’s credit agreement in its Form B pursuant to s. Ins 40.03 (3), Wis. Adm. 
Code. 

 
 



 
 

39 

X.  ACKNOWLEDGMENT 

 The courtesy and cooperation extended during the course of the examination by the 

officers and employees of the company is acknowledged. 

 In addition to the undersigned, the following representatives of the Office of the 

Commissioner of Insurance, State of Wisconsin, participated in the examination: 

 Name Title 
 
 Dan L. Schroeder Insurance Financial Examiner 
 Vickie O. Ostien Insurance Financial Examiner 
 Victoria Chi IT Examiner 
 Amy J. Malm, CFE Workpaper/Quality Control 
 
 
 Respectfully submitted, 
 
 
 
 DuWayne A. Kottwitz 
 Examiner-in-Charge 
 



 
 

40 

XI.  SUBSEQUENT EVENTS 

 Subsequent to this examination, the company received capital contributions from the 

Parent in June 2012 of $1.5 million, July 2012 of $3 million, and September 2012 of $3 million.  

The Parent contributed these funds to the company principally to provide funding to meet 

mandated net worth requirements.  As of September 30, 2012, $40 million was outstanding under 

the Credit Facility, with the Parent being in compliance with all financial covenants under the Credit 

Facility. 
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ADDENDUM I – Contracting Hospitals 

A2CL Services LLC Community Memorial Hospital OUTPT 

All Saints Medical Center Community Memorial Hospital 

Aspirus Comfort Care and Hospital Elmbrook Memorial Hospital 

Aspirus Grand View Fairview Hospital 

Aspirus Home Medical Equipment Fairview Ridges Hospital 

Aspirus Imaging Fairview Southdale Hospital 

Aspirus Stevens Point Surgery Franciscan Skemp LaCrosse 

Aspirus VNA Home Health Franciscan Skemp Sparta 

Aspirus Wausau Hospital Medevac Franciscan Skemp Sparta Lab 

Aspirus Wausau Hospital INPT Franciscan St Francis Health 

Aspirus Wausau Hospital OUTPT Franciscan St Margaret Health 

Aurora Advanced Healthcare Good Samaritan Health Ctr Lab 

Aurora Baycare Medical INPT Good Samaritan Health INPT 

Aurora Grafton LAB Good Samaritan Hospital 

Aurora Health Care Metro INPT Good Samaritan Medical Ctr 

Aurora Health Center Lakeview Memorial Hospital 

Aurora Lakeland Med Ctr INPT Lakeview Specialty Hospital 

Aurora Lakeland Med Ctr OUTPT Langlade Co Health Dept 

Aurora Manitowoc Clinic Langlade Hospital Lab 

Aurora Med Ctr Grafton INPT Langlade Memorial Hospital INPT 

Aurora Med Ctr Grafton OUTPT Langlade Memorial Hospital OUTPT 

Aurora Med Ctr Kenosha INPT Memorial Health Ctr Ambulance 

Aurora Med Ctr Kenosha OUTPT Memorial Health Ctr DME 

Aurora Med Ctr Manitowoc INPT Memorial Health Ctr INPT 

Aurora Med Ctr Manitowoc OUTPT Memorial Health Ctr Kidney Car 

Aurora Med Ctr Oshkosh INPT Memorial Health Ctr Laboratory 

Aurora Med Ctr Oshkosh OUTPT Memorial Health Ctr OUTPT 

Aurora Med Ctr Summit Mercy Fitzgerald Hospital 

Aurora Med Ctr Summit LAB ONLY Mercy General Health Partners 

Aurora Medl Ctr Hartford INPT Mercy Health System Corp 

Aurora Medl Ctr Hartford OUTPT Mercy Hospital 

Aurora Mem Burlington INPT Mercy Hospital and Medical Ctr 

Aurora Mem Burlington OUTPT Mercy Hospital of Devils Lake 

Aurora Pharmacy Mercy Medical Center 

Aurora Pharmacy DME Mercy Medical Center Lab 

Aurora Psychiatric Hospital Mercy Medical Ctr 

Aurora Rehabilitation Center Mercy Medical Ctr of Sioux City 

Aurora Sheboygan Clinic Mercy Residential and Rehab 

Aurora Sheboygan Med Ctr INPT Mercy Walworth Hospital 

Aurora Sheboygan Med Ctr OUTPT Riverside Ambulance Inc 

Aurora Vision Ctr Two Rivers Riverside Medical Center INPT 

Aurora VNA Home Health Riverside Medical Center OUTPT 
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Aurora VNA Hospice Riverside Medical Ctr 

Aurora VNA Infusion Riverview Hospital INPT 

Aurora West Allis Med INPT Riverview Hospital Lab 

Aurora West Allis Med OUTPT Riverview Hospital OUTPT 

Bay Area Medical Ctr Ambulance Riverview Physical Therapy 

Bay Area Medical Ctr INPT Sacred Heart Hospital 

Bay Area Medical Ctr Lab Sacred Heart Hospital INPT 

Bay Area Medical Ctr OUTPT Sacred Heart Hospital OUTPT 

Bellin Health MRI Center Sacred Heart Rehab Institute 

Bellin Health MRI Center Sacred Heart St Mary's Lab 

Bellin Health System St Elizabeth Hospital 

Bellin Home Health St Elizabeth Hospital Lab 

Bellin Home Infusion Services St Elizabeth Medical Ctr 

Bellin In store Pharmacy & More ST ELIZABETH MEDICAL CTR 

Bellin Memorial Hospital INPT St Elizabeth Surgery Ctr 

Bellin Memorial Hospital OUTPT St Francis Fire Department 

Bellin Orthopedic Surgery Ctr St Francis Hospital 

Bellin Psychiatric Center INPT St Francis Hospital and Health 

Children's Hospital St Francis Medical Center 

Children's Hospital and Clinics St Joseph's Community Hospital 

Children's Hospital and Clinics St Joseph's Regional Medical Center 

Children's Hospital New Orleans United Hospital System 

Children's Hospital of Wisconsin WFH - Franklin 

Children's Hospital of Wisconsin WFH - Lakeshore Manor 

Children's Memorial Hospital WFHC Franciscan Woods 

Children's Service Society Wheaton Franciscan Home Health 

Children's Urgent Care 16th Wheaton Franciscan Infusion 

Children's Urgent Care Bayshore Wheaton Franciscan Laboratories 

Children's Urgent Care CHW Wheaton Franciscan Pharmacy 

Children's Urgent Care New Berlin Wheaton Hospice 

Community Memorial Hospital INPT Wheaton Medical Equipment 

Community Memorial Hospital Lab WHS Home Infusion 
 


