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State of Wisconsin / OEEICE OF THE COMMISSIONER OF INSURANCE

125 South Webster Street ¢ P.O. Box 7873

Scott Walker, Governor Madison, Wisconsin 53707-7873
Theodore K. Nickel, Commissioner Phone: (608) 266-3585 » Fax: (608) 266-9935
ApriI 15, 2016 E-Mail: ociinformation@wisconsin.gov

Wisconsin.gov Web Address: oci.wi.gov

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:

NETWORK HEALTH INSURANCE CORPORATION
Menasha, Wisconsin

and this report is respectfully submitted.

I. INTRODUCTION
The previous examination of Network Health Insurance Corporation (NHIC, the
company, or the insurer) was conducted in 2011 as of December 31, 2010. The current
examination covered the intervening period ending December 31, 2014, and included a review of
such 2015 and 2016 transactions as deemed necessary to complete the examination.
The examination was conducted using a risk-focused approach in accordance with

the National Association of Insurance Commissioners (NAIC) Financial Condition Examiners

Handbook. This approach sets forth guidance for planning and performing the examination of an
insurance company to evaluate the financial condition, assess corporate governance, identify
current and prospective risks (including those that might materially affect the financial condition,
either currently or prospectively), and evaluate system controls and procedures used to mitigate
those risks.

All accounts and activities of the company were considered in accordance with the

risk-focused examination process. This may include assessing significant estimates made by



management and evaluating management’s compliance with statutory accounting principles,
annual statement instructions, and Wisconsin laws and regulations. The examination does not
attest to the fair presentation of the financial statements included herein. If during the course of
the examination an adjustment is identified, the impact of such adjustment will be documented
separately at the end of the “Financial Data” section in the area captioned "Reconciliation of
Surplus per Examination."

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.

In addition to auditing, the public accounting firm performed a non-auditing service for
the company, which included a Service Organization Controls (SOC) 1 review of the claims

function.



Il. HISTORY AND PLAN OF OPERATION

Network Health Insurance Corporation is a not-for-profit, non-stock corporation
organized under ch. 613, Wis. Stat. NHIC was incorporated on March 1, 2001, and commenced
business on August 1, 2001, as an indemnity insurer. NHIC was originally a for-profit wholly
owned stock subsidiary of Network Health Plan (NHP) and provided indemnity-type Point of
Service (POS) health insurance to its commercial members. NHIC started offering a Preferred
Provider Organization (PPO) health insurance to its Medicare members after January 1, 2005.

NHP was owned by Network Health System, Inc. (NHS). Effective September 1,
1998, Affinity Health System (AHS) acquired the common and preferred stock of NHS. AHS was
co-sponsored by Wheaton Franciscan Services, Inc., and Ministry Health Care, Inc. (Ministry).
Ministry acquired full ownership of Affinity Health System in 2012.

On February 15, 2013, Ministry became the ultimate controlling affiliate of NHP and
its subsidiary, NHIC, through a reorganization in an upstream holding company. The
reorganization occurred at the Ascension Health Alliance level, where Marian Health System
(Marian) was merged into Ascension Health. At the time of the merger, Ministry was a subsidiary
of Marian along with St. John Health System and Via Christi Health. This reorganization also
resulted in the transferring of the ownership of NHIC from NHP to Ministry Holdings, Inc.

In 2013 Ministry intended to reorganize NHIC from a for-profit stock insurance
corporation (under ch. 611, Wis. Stat.) to a non-profit, non-stock corporation (under ch. 613, Wis.
Stat.). To accomplish this reorganization a not-for-profit entity was created on March 21, 2013,
called the NH Insurance Corporation. Network Health Insurance Corporation was then merged
into the NH Insurance Corporation. The name of the not-for-profit was then changed to Network
Health Insurance Corporation effective April 1, 2013. There was no change in the business plan
as a result of the merger; the surviving entity assumed all administrative, provider and subscriber
agreements that existed prior to the merger.

NHIC was controlled and NHP was owned by Ministry Holdings, Inc. (MHI), a wholly
owned subsidiary of Ministry until November 1, 2014. On November 1, 2014, Froedtert Health,

Inc. (Froedtert) became a 50% corporate member of MHI. MHI's name was changed to Network



Health, Inc. (NHI), being owned equally by Froedtert and Ministry. This acquisition was made
through a Members Agreement by and between NHI, Froedtert, and Ministry and a Member
Admission Agreement by and between MHI, Froedtert, and Ministry.

In 2005, NHIC entered into a contract with the Centers for Medicare and Medicaid
Services (CMS) to provide Part C Medicare benefits to members enrolled in NHIC's Medicare
Advantage Preferred Provider Organization (PPO) product, in addition to the existing Point of
Service (POS) product. The Part C policies cover all of the required benefits for all health care
services provided by participating or nonparticipating providers. Higher cost sharing applies
when members use nonparticipating providers, but referrals are not required. NHIC contracts
with providers to provide Part C benefits, who are reimbursed at the current Medicare fee
schedule. The company contracts with a pharmacy benefits manager to administer the Part D
Prescription Drug benefits. Part D benefits have copays for generic and preferred brand drugs.
Once a member reaches a maximum out-of-pocket drug cost, they pay the greater of a
coinsurance or copayment. CMS reimburses NHIC on a monthly capitation payment basis, while
members pay a monthly premium.

NHIC has network access agreements with Network Health Plan allowing full access
to the HMO and PPO networks, which are maintained by NHP. Network Health Plan contracts
with 55 hospitals, 357 IPAs, and 315 other providers to deliver covered services. The provider
contracts include hold-harmless provisions for the protection of policyholders.

NHP maintains its provider network in a service area comprised of 22 counties. The

list of counties follows:

Brown Kewaunee Shawano Ozaukee'
Calumet Manitowoc Sheboygan Milwaukee*
Dodge Marquette Waupaca Racine’
Door Oconto Waushara Waukesha'
Fond du Lac Outagamie Winnebago

Green Lake Portage Washington*

The company currently markets to groups and individuals through 537 independent

agents licensed to sell the company’s insurance products. Current marketing efforts are directed

! Five expansion counties were added during 2014 as part of the southeast Wisconsin strategy.
OCI did not disapprove of the expansion counties.



toward the company’s Medicare Advantage health line. Individuals qualifying for Medicare
Advantage are targeted throughout northeast Wisconsin. To a lesser extent the company
markets a commercial PPO product to various customers in northeast Wisconsin.

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

2014.
Premium Income
Direct Reinsurance Reinsurance

Line of Business Premium Assumed Ceded Net Premium
Comprehensive (hospital

and medical) $ 7,011,148 $404,287° $140,276 $ 7,275,159
Title XVIII Medicare 491,858,952 717,410 491,141,542
Other health 723,800 56,868 666,932
Total All Lines $499,593,900 $404,287 $914,554 $499,083,633

2 Represents amounts assumed from Sterling Life Insurance Company through an Assignment
Agreement and 100% Quota Share Agreement with NHIC for the NationCare business. Through
a fronting arrangement with Sterling Life, NationCare is offered to members located outside of the
network. Amounts are not considered material. This business was transferred to National Health
Insurance Company in 2015. See the section captioned “Reinsurance” for additional details.



Board of Directors

. MANAGEMENT AND CONTROL

The board of directors consists of ten directors. Directors are elected at the board's

annual meeting. Vacancies are filled by the member, NHI. Removal of directors, with or without

cause, may be performed by the member. Directors may resign at any time by written

notification. The internal board members do not receive compensation for serving on the board.

External board members are compensated through NHI for their service on the board.

Currently the board of directors consists of the following persons:

Name and Residence

Catherine A. Jacobson
Brookfield, WI

Scott R. Hawig
Whitefish Bay, WI

David A. Olson
Mequon, WI

Daniel E. Neufelder
Neenah, WI

Jonathan W. Sohn
Brookfield, WI

Travis D. Andersen
Whitefish Bay, WI

Christopher C. Zwygart
West Bend, WI

David J. Gitter
Little Chute, WI

John Bykowski
Appleton, WI

Larry A. Rambo
Hartland, WI

Principal Occupation

Froedtert Health, Inc.
President and CEO

Froedtert Health, Inc.
Senior VP and CFO

Froedtert Health, Inc.
Chief Strategy Officer

Ministry Health Care, Inc.
President and CEO

Wheaton Franciscan Healthcare
Senior VP and CFO

Columbia St. Mary’s Hospital
Chief Executive Officer

West Bend Mutual Insurance Company
Chief Risk Officer

Mé&I Bank
Retired

Secura Insurance A Mutual Company
Retired

Humana in Southeast Wisconsin
Retired

Term Expires

2016

2016

2016

2016

2017

2016

2016

2016

2016

2016



Officers of the Company

Officers and senior management who received compensation in 2015 are as follows:

Name

Sheila A. Jenkins
Marcia E. Broeren
Edward S. Scanlan
Mary P. Davis

Elena M. Kambitsi
Timothy J. Byrne
Amy J. Grinnell
Penelope A. Ransom
Deborah S. Anderson
Donald J. Schumann
David P. Bloedorn
Joan E. Merwin

Kent R. Davidson
David L. Orlando
Thomas Zoch
Charles S. Rynearson
Linda J. Tanner
Jeffrey D. Fox

Mark A. Kapler
Jeffrey Desing

Erin M. Kelly

Office

President and Chief Executive Officer*
Chief Operating Officer*

Chief Medical Officer*

Chief Medical Officer

Chief Strategy and Sales Officer*

VP Medical Economics*

Treasurer and Chief Financial Officer
Secretary and Chief Administrative Officer
VP of Sales and Strategy*

VP of Provider Strategies*
Technology Officer

Director Ind. Med. and Agt.

VP of Sales*

Chief Operating Officer

VP Associate Medical Director*
Director of Pharmacy Benefits

VP of Operations

Director of Actuarial Services
Director of Managed Care Contracts
Director of Finance*

Director of Business Development

2015
Compensation®

$1,061,869
462,820
452,629
403,597
322,336
335,879
283,108
277,269
248,185
245,525
241,686
211,164
192,251
175,927
174,651
165,964
165,907
157,720
154,100
152,972
150,862

*Denotes officers and senior management who have left the company during 2016 and prior.

Committees of the Board

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:

Executive Committee
Catherine A. Jacobson, Chair
Daniel E. Neufelder

David A. Olson

Audit Committee

John Bykowski
David J. Gitter
Scott R. Hawig

Christopher C. Zwygart, Chair

The company has no employees. Necessary staff is provided through a leased

employee agreement with NHI. Under the agreement, effective December 14, 2013, NHI agrees

to negotiate employer, provider, subscriber, and other contracts; advise the board; maintain

accounting and financial records; recruit marketing, utilization review, and claims processing

personnel; provides or contracts for claims processing and management information systems.

Refer to the section captioned “Agreements with Affiliates” below for additional information.

% The amount of compensation received in 2015 is a combined total for both NHP and NHIC.



IV. AFFILIATED COMPANIES
Network Health Insurance Corporation 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, 2014

Froedtert Health, Inc. Ministry Health Care, Inc.
(Froedtert) (Ministry)

Network Health, Inc.

(NHI) (formerly: Ministry
Holdings, Inc.)

[corporate sole members:
Ministry (50%) and
Froedtert (50%)]

Network Health Insurance

Network Health Plan
(NHP)
[100% owned by NHI]

Corporation (NHIC)

[NHI is the sole member of
this non-stock entity]

Froedtert Health, Inc., and Affiliates (Froedtert)
Froedtert Health, Inc., is a non-stock, not-for-profit corporation organized to support
and carry out the missions of its downstream affiliates:

e Froedtert Memorial Lutheran Hospital, Inc. (including its downstream affiliate Froedtert
Hospital Foundation, Inc.)

e  Community Memorial Hospital of Menomonee Falls, Inc. (including its downstream affiliates
Community Memorial Foundation of Menomonee Falls, Inc., and Community Outpatient
Health Services of Menomonee Falls, Inc.)

e St. Joseph’s Community Hospital of West Bend, Inc. (including its downstream affiliates
St. Joseph’s Community Foundation, Inc., and West Bend Surgery Center LLC)

o Froedtert & The Medical College of Wisconsin Community Physicians

e Progressive Physician Network, Inc.



As of June 30, 2015, the audited consolidated financial statements of Froedtert
Health, Inc., reported assets of $3.1 billion, liabilities of $1.4 billion, and total net assets of
$1.7 billion. Operations for the 12 months ending June 30, 2015, produced revenues and gains
in excess of expenses and losses of $160.5 million.
Ministry Health Care, Inc., and Affiliates (Ministry)

Ministry Health Care, Inc., is a non-stock, not-for-profit corporation organized to
support and carry out the missions of its downstream affiliates:

e Affinity Health System (including its downstream affiliates Network Health System, Inc.,
Mercy Health Foundation, Inc., St. Elizabeth’s Hospital, Inc., Mercy Medical Center of
Oshkosh, Inc., Calumet Medical Center, Gold Cross Ambulance Service, Inc., and Catalpa
Health Inc.)

Agape Community Center of Milwaukee, Inc.

Putnam Capital Management, LLC

Sacred Heart St. Mary’s Hospitals Inc.

Howard Young Health Care, Inc.

St. Michael's Hospital of Stevens Point, Inc.

Good Samaritan Health Center of Merrill, Wisconsin, Inc.

St. Claire’s Hospital of Weston, Inc.

Pain Centers of Wisconsin-Stevens Point LLC

Pain Centers of Wisconsin-Wausau LLC

Ministry Medical Group, Inc.

Ministry Home Care, Inc.

St. Joseph’s Hospital of Marshfield, Inc.

Our Lady of Victory Hospital, Inc.

Door County Memorial Hospital

St. Elizabeth’s Hospital of Wabasha, Inc.

As of June 30, 2015 the audited consolidated financial statements of Ministry Health
Care, Inc., reported assets of $2.3 billion, liabilities of $1.0 billion, and total net assets of
$1.3 billion. Operations for the 12 months ending June 30, 2015, produced revenues and gains
in excess of expenses and losses of $93.1 million.
Network Health, Inc. (NHI)

Network Health, Inc., acts as a holding company for the group. As of
December 31, 2014, the audited consolidated financial statements of NHI reported assets of
$294.0 million, liabilities of $136.9 million, and net assets of $157.1 million. Operations for 2014

produced a net operating loss before income taxes of $29.1 million.



Network Health Plan (NHP)

Network Health Plan provides commercial major medical HMO, PPO, and POS plans
for employer groups and individuals in east-central Wisconsin. As of December 31, 2015, the
statutory financial statements of Network Health Plan reported admitted assets of $103.2 million,
total liabilities of $57.9 million, and total capital and surplus of $45.3 million. Operations for 2015
produced net income of $6.0 million.

Agreements with Affiliates

NHI, Ministry and Froedtert have a Members Agreement (MA) and MHI, Ministry and

Froedtert have a Member Admission Agreement (MAA), both effective November 1, 2014. Under

these agreements Froedtert acquired a 50% ownership interest in NHI and its subsidiary NHP
and a 50% membership interest in NHIC. Fees under these agreements included an initial
subscription fee paid by Froedtert, and an expansion contribution by both Ministry and Froedtert
for the post-acquisition expansion into southeastern Wisconsin. Taken together, the MA and the
MAA describe a process whereby a reserve deficiency in NHIC and/or NHP may be cured via
capital contributions by Ministry and Froedtert if, along with other conditions, the capital and
surplus levels of NHIC and/or NHP fall below levels required by the state of Wisconsin. The MAA
lists all of the effective affiliated administrative agreements surviving this acquisition, excluding
provider and subscriber agreements. A description of each affiliated agreement to which NHIC is
a party follows:

NHIC and NHP have an Administrative Services and Program Agreement (ASPA)

effective July 1, 2001. The ASPA was amended three times between 2001 and 2005.
Amendment 3 was added to the ASPA in 2005 when Medicare Advantage became a line of
business of NHIC. Amendment 3 incorporates general expense allocation guidelines between
NHP and NHIC as related to the Medicare and POS products. The agreement, as written, serves
multiple purposes including describing the method whereby the POS revenue is allocated
between NHP and NHIC at a ratio of 90% to 10%, respectively. The ASPA was reviewed by the

examination and was the subject of one examination recommendation.

10



NHIC, NHP, and Ministry Holdings, Inc. (now known as Network Health, Inc.) have a

Tax Allocation Agreement (TAA), effective January 1, 2014. In the TAA, the group members file

a consolidated tax form through MHI for years subsequent to 2013, and MHI allocates the tax
liability among the members. Each member is allocated a tax expense in proportion to what they
would be obligated to pay if filing individually. Additionally MHI will reimburse each member its
allocable portion of NOL or tax credit amounts.

NHIC, NHP and NHI have a Leased Employee Agreement (LEA), effective

December 14, 2013. The lessor, NHI, agrees to lease its staff to the lessee entities, NHIC and
NHP. As compensation, the lessor receives the full cost of providing the personnel to the lessee
entities. The agreement requires monthly billing by the 10" business day of each month and full
payment within 30 days of receipt.

NHIC, NHP, NHI and Ministry have a Master Services Agreement (MSA), effective

November 1, 2014. Ministry’s responsibility was to perform 17 classes of services as provided in
the original agreement. NHI's responsibilities under the MSA included the management of the
overall operations of the insurance entities and to maintain the facilities and equipment.
Significant changes were made to the original agreement in the first amendment, effective July 1,
2015, as NHI brought various services in-house from Ministry. Of the 17 services 12 were
cancelled by Amendment 1, with 5 services continuing: Corporate Accounting Support, Human
Resources, Information Systems, Facility Maintenance, and Organizational Development.
Amendment 1 also allowed for the termination of the remaining services with 30 days’ prior notice
to Ministry. At this time, the only service that remains is for Information Systems. Compensation
to Ministry for continuing services is by a monthly rate, at cost, as defined in the agreement.
Ministry bills the applicable NHI entity by the 10" day of the month and the service fees are due
and payable within 30 days.

NHIC and NHP have an HMO/POS Network Access Agreement, effective

September 1, 2009. Under this agreement NHP provides NHIC and its covered persons with
access to NHP’s HMO/POS network. NHP maintains all of the agreements with participating

providers and provides for sufficient numbers and geographical locations within their service area.

11



NHIC pays an access fee of $3.50 per covered person per month for the right to access the
HMO/POS network due on the last day of the month following the month upon which fees are
calculated.

NHIC and NHP have a PPO Network Access Agreement, effective December 1,

2004. Under this agreement NHP provides NHIC and its covered persons with access to NHP’s
PPO network. NHP maintains all of the agreements with participating providers and provides for
sufficient numbers and geographical locations within their service area. NHIC does not pay an
access fee for the right to access the PPO network but makes payments to the participating
providers for covered services.

NHIC, NHP and Ministry had a Credentialing Delegation Agreement, effective

August 1, 2011. NHIC/NHP performed a pre-assessment audit and an annual audit identifying
deficiencies and, based on these audits, implemented corrective action plans. Ministry’s
responsibility, as the delegated entity, warranted that its actions continually met all standards in
NHIC/NHP’s credentialing plan, the Health Care Quality Improvement Act (HCQIA), the
conditions set forth by the Centers for Medicare and Medicaid Services (CMS) and the
accreditation by the National Committee for Quality Assurance (NCQA). All parties warranted
compliance with the Employee Retirement Income Security Act (ERISA) and Health Insurance
Portability and Accountability Act (HIPAA). Credentialing was a service covered by the Master
Services Agreement as described above and this service was brought in-house by NHI from
Ministry in 2015. The Credentialing Delegation Agreement is therefore no longer in effect.

NHIC, NHP and Affinity Health System have a Deleqgation Entity Agreement, effective

April 28, 2014. The Outpatient Cardiac and Pulmonary Rehabilitation Department at

St. Elizabeth’s Hospital (of Appleton, a member of the Affinity Health System) provides a disease
management program for NHIC’s Medicare Advantage and NHP’s commercial members.
NHIC/NHP provides leadership for the Breathe at Ease program and ongoing oversight and
monitoring of Affinity Health System’s performance under this agreement.

NHIC and Affinity Health System had a Professional Services Agreement, effective

September 5, 2014. This agreement covered the House Calls program. Affinity Health System

12



submitted invoices for the services rendered. NHIC made payments according to the payment
schedule for the services. This agreement was terminated on December 31, 2015.
NHIC, NHP, and Affinity Health System (d/b/a Affinity Medical Group) had an

Intercompany Administrative Expense Agreement, effective June 12, 2014. This agreement dealt

with cost sharing for the software license with Lumeris for the enhanced patient population health
management tools. NHP invoiced Affinity Medical Group for its share of the cost of services no
later than 30 days after the end of the quarter. NHIC and NHP allocated such payment based on

the nature of the services provided. This agreement was terminated on April 30, 2015.

13



V. REINSURANCE

The company's reinsurance portfolio and strategy are described below. A list of the

companies that have a significant amount of reinsurance in force at the time of the examination

follows. The contracts contained insolvency provisions as noted.

Nonaffiliated Assuming Contract

1. Reinsurer:
Type:
Reinsured:
Effective date:

Services covered:

Covered member types:

Participation:

Coverage:

Reinsurance limit:

Fees:

Reinsurance premium

Network Health Insurance Corporation

Quota Share Reinsurance Agreement

National Health Insurance Company (National Health)
January 1, 2015

Losses arising from the policies except:

e Any loss or expense which has not been paid by National
Health or on behalf of National Health in accordance with the
provisions of this agreement

e Any loss or expense to the extent that National Health
receives any payment or reduction in charges because of
(a) coordination of benefits, (b) a right of subrogation or
liability from which National Health has been released by any
person or entity, (c) other reinsurance purchased by National
Health or (d) negotiated agreements with providers

e Any loss or expense excluded under the policies provided
that this exclusion does not apply to loss adjustment
expenses, fees for legal services and extra contractual
obligations (as defined by the agreement) that arise out of
claims that relate to the policies

NationCare Out-of-Area Program
100%

100% (claims exceeding or having the potential to exceed
$50,000 require notification within 5 days)

As stated in the covered person’s policy Schedule of Benefits

TPA Fees (Meritain Health) — $13.60 per member per month

Program Admin Fee (Associated Marketing of Virginia) — 1% of
premium

Conversion Fee — $0.50 per member per month

Marketing & Sales — $1.65 per member per month

Brokerage Fee — $3.85 per member per month

National Health Fee — 4% of premium

Premium Taxes — Actual state premium taxes

Bank Account Fee — $500.00 monthly

PPO Network Access Fees — Actual cost is charged to PMPM

Determined annually

14



Insolvency:

Termination:

Contains a cut-through provision transferring the liabilities to
NHIC in the event of the primary insurer’s insolvency

120 days’ written notice

National Health Insurance Corporation has an excess of loss policy with PartnerRe

America Insurance Company that covers losses in excess of $450,000.

Nonaffiliated Ceding Contracts

1.

Reinsurer:
Type:
Reinsured:
Effective date:

Claims covered:

Covered member types:

Retention:

Coverage:

Reinsurance limit:

Premium:

Termination:

PartnerRe America Insurance Company
Specific Excess of Loss Reinsurance
Network Health Insurance Corporation
January 1, 2015

All incurred claims are paid based on a paid claims basis as

follows:

e Incurred claims during the policy period and paid during the
same period (12/12)

e Incurred claims during the policy period and paid during
15 months from inception date (12/15)

e Incurred claims during the policy period and paid during
18 months from inception date (12/18)

e Incurred claims during the policy period and paid during
24 months from inception date (12/24)

e Incurred claims during the policy period and no more than
3 months prior to the policy period and paid during the policy
period (15/12)

e Incurred claims during the policy period and no more than
12 months prior to the policy period and paid during the
policy period (24/12)

Commercial policies

$450,000 per covered member per agreement term for self-
funded policies. For all covered individuals the retention will be a
minimum of $150,000.

90% (company retains 10%) above specific deductible if
complete claim is received by February 1, 2017

50% (company retains 50%) above specific deductible if
complete claim is received after February 1, 2017

50% (company retains 50%) for organ and tissue transplant
services not performed by an approved provider

Unlimited

Self-Funded Rate per covered member per month:
For policies with a 12/12, 12/15, 12/18, 12/24, 15/12, 24/12
Provisional Rate — $4.97

January 1, 2016

15



2. Reinsurer:
Type:
Reinsured:
Effective date:

Services covered:

Covered member types:

Retention:

Coverage:

Reinsurance limit:

Premium:

Insolvency:

PartnerRe America Insurance Company

HMO Specific Excess of Loss Reinsurance

Network Health Plan and Network Health Insurance Corporation
January 1, 2015

Hospital Inpatient Services — Acute Care Services

Hospital Inpatient Services — Sub-Acute Care Services

Sub-Acute Care Facility Services/Extended Care Facility
Services/Skilled Nursing Facility Services/Rehabilitation
Facility

Long-Term Acute Care Hospital Services

Hospital Outpatient Services

Professional/Physician Services

Retail Prescription Drugs

Commercial HMO, POS, PPO, Individual and Family Plan
Covered Persons, Medicare Advantage Covered Persons, NHP
and NHIC employee and dependent covered persons

$450,000 per covered member per agreement term

90% (company retains 10%) above specific deductible if
complete claim is received by February 1, 2017

50% (company retains 50%) above specific deductible if
complete claim is received after February 1, 2017

50% (company retains 50%) for organ and tissue transplant
services not performed by an approved provider

Unlimited. In the case of insolvency maximum aggregate
continuation limit is $5.0 million

Commercial Rate per covered member per month:
Provisional Rate - $3.27
Maximum Rate - $4.97

Medicare Rate per covered member per month:
Provisional Rate - $0.77
Maximum Rate - $1.06

Minimum premium is $2.3 million for agreements 1 and 2

The reinsurance policy contains the following insolvency
provisions:

1) The reinsurer will continue to provide the benefits covered
under the applicable Membership Services Agreement with
respect to each covered person who is confined in a hospital
on the insolvency date for expenses incurred and payable by
such covered person on or after such date until the earlier of
(a) the covered person’s discharge from the hospital or
(b) the date the covered person becomes eligible for health
insurance coverage or benefits under another group or
blanket policy or plan or any federal, state or local
government plan or program.

16



2) The reinsurer will continue the benefits for any other covered
person with respect to expenses incurred for medical
services or treatment by providers received after the
insolvency date until the end of the period for which
applicable premium was received by the reinsured for that
covered person, prior to the insolvency date, but in no event
to extend beyond the end of the calendar month in which the
insolvency date occurs as long as such expenses are
payable for such covered person.

Termination; January 1, 2016

17



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, 2014, annual statement.
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." Also included in this section are
schedules that 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.
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Network Health Insurance Corporation

As of December 31, 2014

Bonds

Cash, cash equivalents and short-term
investments

Investment income due and accrued

Uncollected premiums and agents'
balances in the course of collection

Accrued retrospective premiums

Amounts recoverable from reinsurers

Funds held by or deposited with reinsured
companies

Amounts receivable relating to uninsured
plans

Current federal and foreign income tax
recoverable and interest thereon

Net deferred tax asset

Receivables from parent, subsidiaries and
affiliates

Health care and other amounts receivable

Aggregate write-ins for other than invested
assets

Total Assets

Assets

Assets
$ 88,439,527

18,071,215
483,206

8,173,859
133,000
642,370
151,232

6,054,241

8,584,634
446,295

21,000,000
4,271,701

1,306,008

Nonadmitted
Assets

$

222,838

1,555,469

812,863

$157,757,287

$2,591,170

Network Health Insurance Corporation
Liabilities, Surplus, and Other Funds

As of December 31, 2014

Claims unpaid

Accrued medical incentive pool and bonus amounts

Unpaid claims adjustment expenses
Aggregate health policy reserves
Premiums received in advance
General expenses due or accrued
Ceded reinsurance premiums payable

Amounts due to parent, subsidiaries and affiliates
Liability for amounts held under uninsured plans

Aggregate write-ins for other liabilities
Total liabilities

Gross paid in and contributed surplus
Unassigned funds (surplus)

Total capital and surplus

Total Liabilities, Capital and Surplus
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$64,000,000
734,094

Net Admitted
Assets

$ 88,439,527

18,071,215
483,206

7,951,021
133,000
642,370

151,232
6,054,241

8,584,634
446,295

21,000,000
2,716,232

493,145

$155,166,117

$ 58,774,362
1,179,558
1,860,000

21,831,211
759,228
939,207
276,409

2,763,353
2,026,219

22,476

90,432,023

64,734,094

$155,166,117



Network Health Insurance Corporation
Statement of Revenue and Expenses
For the Year 2014

Net premium income
Medical and hospital:

Hospital/medical benefits $409,763,435

Other professional services 4,242,856

Emergency room and out-of-area 125,248

Prescription drugs 50,449,130

Incentive pool, withhold adjustments and bonus amounts 1,129,461

Subtotal 465,710,130
Less

Net reinsurance recoveries 1,667,089
Total medical and hospital 464,043,041
Claims adjustment expenses 27,321,225
General administrative expenses 28,825,867
Increase in reserves for life and accident and health

contracts 21,831,211

Total underwriting deductions

Net underwriting gain or (loss)

Net investment income earned

Net realized capital gains (losses)

Net investment gains (losses)

Net income or (loss) before federal income taxes
Federal and foreign income taxes incurred

Net Income (Loss)
Network Health Insurance Corporation
Capital and Surplus Account

As of December 31, 2014

Capital and surplus prior reporting year

Net income or (loss) $(33,244,154)
Change in net deferred income tax 170,148
Change in nonadmitted assets (2,563,640)
Surplus adjustments:

Capital contribution 36,000,000

Net change in capital and surplus

Capital and Surplus End of Reporting Year
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$499,083,633

542,021,344
(42,937,711)
1,579,683
27,090
1,606,773
(41,330,938)
(8,086,784)

$(33,244,154)

$64,371,741

362,353

$64,734,094



Network Health Insurance Corporation

Statement of Cash Flows
As of December 31, 2014

Premiums collected net of reinsurance
Net investment income
Total
Less:
Benefit- and loss-related payments

Commissions, expenses paid and aggregate write-ins

for deductions

Federal and foreign income taxes paid (recovered) net

of $14,586 tax on capital gains (losses)

Total

Net cash from operations

Proceeds from investments sold, matured or repaid:
Bonds

Cost of investments acquired—Ilong-term only:
Bonds

Net cash from investments

Cash provided/applied:
Capital and paid in surplus, less treasury stock
Other cash provided (applied)

Net cash from financing and miscellaneous sources

Net change in cash, cash equivalents, and short-term
investments

Cash, cash equivalents, and short-term investments:

Beginning of year

End of Year
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$481,569,982
55,991,289

1,325,000

9,861,563

12,001,995

36,000,000
(21,062,859)

$524,190,632
2,436,401
526,627,033

538,886,271
(12,259,238)

(2,140,433)

14,937,141
537,471
17,533,744

$ 18,071,215



Network Health Insurance Corporation
Compulsory and Security Surplus Calculation

December 31, 2014

Assets
Less liabilities

Adjusted surplus

Annual premium:

Individual life and health $ 102,999
Factor 15%
Total

Group life and health 498,980,634
Factor 10%
Total

Greater of 7.5% of consideration or 2% of
reserves for annuities and deposit
administration funds

Compulsory surplus (subject to a
$2,000,000 minimum)

Compulsory Surplus Excess or (Deficit)

Adjusted surplus (from above)

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%)

Security Surplus Excess or (Deficit)
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$155,166,117
90,432,023

64,734,094

$ 15,449

49,898,063

49,913,512

$ 14,820,582

$ 64,734,094

62,891,025

$ 1,843,069



Network Health Insurance Corporation
Analysis of Surplus
For the Five-Year Period Ending December 31, 2014
The following schedule details items affecting the company’s total capital and surplus

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

2014 2013 2012 2011 2010

Capital and surplus,

beginning of year $64,371,741  $55,546,355  $49,855,469  $39,920,676 $27,010,623
Net income (33,244,154) 4,195,374 5,760,550 9,768,010 (3,106,581)
Change in net realized

gains (losses) (439,271)
Change in net deferred

income tax 170,148 (175,935) (4,851) 72,901 152,518
Change in nonadmitted

assets and related items (2,563,640) 245,219 (64,813) 93,882 (135,883)
Capital changes:

Paid in (3,000,000)
Surplus adjustments:

Paid in 36,000,000 8,000,000 16,000,000
Capital and Surplus, End of

Year $64,734,094 $64,371,742  $55,546,355  $49,855,469 $39,920,676

Growth of Network Health Insurance Corporation

Medical
Capital and Premium Expenses Net
Year Assets Liabilities Surplus Earned Incurred Income

2014 $155,166,117 $90,432,023 $64,734,094 $499,083,633 $464,043,041 $(33,244,154)
2013 122,050,369 57,678,629 64,371,741 474,235,011 424,691,790 4,195,374
2012 110,796,798 55,250,445 55,546,354 446,276,645 393,663,931 5,760,550
2011 93,482,042 43,626,573 49,855,468 408,142,087 358,592,042 9,768,010
2010 77,534,842 37,614,167 39,920,675 314,517,116 295,060,433 (3,106,581)

Medical Administrative Change
Profit Expense Expense in
Year Margin Ratio Ratio Enrollment
2014 (6.66)% 93.0% 11.3% 13.4%
2013 0.88 89.6 9.5 3.6
2012 1.29 88.2 10.1 9.3
2011 2.39 87.9 8.8 18.0
2010 (0.99) 93.8 8.0 48.0

The company has a conservative investment policy. At year-end 2014, it owned
bonds of $88.4 million and cash, cash equivalents and short-term investments of $18.1 million,

comprising the majority of net admitted assets of $155.2 million.
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Total liabilities were $90.4 million, with the largest items being the claims unpaid
balance of $58.8 million and $21.8 million aggregate health policy reserves. This latter amount
represents a premium deficiency reserve that was required due to anticipated 2015 underwriting
losses primarily from Medicare Advantage. Pre-adjustment capital and surplus of $64.7 million
satisfied the compulsory and security excess surplus requirement at year-end 2014. Total capital
contributions of $36.0 million were made by the sole corporate members in the reporting year
2014 to maintain sufficient capital levels.

The company reported a $42.9 million underwriting loss for 2014. The losses are
generally attributable to the company’s largest Medicare Advantage product. The loss resulted
partly from an across-the-board 2% CMS sequestration adjustment in 2014 together with a
county-by-county CMS rate adjustment, which affected the company’s two largest counties
adversely in 2014 and 2015. Additionally, the product was priced low by the company for 2014
and enrollment came in unexpectedly high. This was further complicated by additional enroliment
gains resulting from a major competitor exiting the Medicare Advantage market. The underwriting
losses produced a net loss of $33.2 million in 2014.

The company has received regular capital infusions from the sole corporate
members. The sole corporate member(s) paid in $16.0 million in 2010, $8.0 million in 2013, and
$36.0 million in 2014 for a total of $60.0 million over five years.

Capital and Surplus increased 62.2% over five years, to $64.7 million at year-end
2014 from $39.9 million at year-end 2010, due to capital infusions by the parent. The five-year
average Hospital and Medical Expense Ratio is 90.5% and appeared stable. The average
Administrative Expense Ratio is 9.5% and also appeared stable. The average Change in
Enrollment Ratio is 18.5% per year showing the growth of primarily Medicare Advantage

membership over the past five years.
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Reconciliation of Surplus per Examination

The following schedule is a reconciliation of surplus between that reported by the
company and as determined by this examination. Changes shown on this page are discussed in
the “Summary of Examination Results” section of this report.

Surplus December 31, 2014, per
annual statement $64,734,094

Increase Decrease

Uncollected premiums and agents’
balances in the course of collection $ $3,000,000

Net increase or (decrease) (3.000,000)

Surplus December 31, 2014, per
Examination $61,734,094

Examination Reclassifications

Debit Credit
Accrued retrospective premiums $7,852,466 $
Uncollected premiums and agents’ balances in the
course of collection 7,852,466
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VIl. SUMMARY OF EXAMINATION RESULTS

Compliance with Prior Examination Report Recommendations

There were four 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.

Audit Committee—It is recommended that the company come into compliance with
s. ns 50.15, Wis. Adm. Code, regarding the appointment and operation of its audit
committee.

Action—Compliance.

Exhibit of Premiums, Enroliment and Utilization—It is recommended that the company
properly complete the Exhibit of Premiums, Enrollment and Utilization according to the NAIC
Annual Statement Instructions-Health.

Action—Compliance.

Agreements—It is again recommended that the company file agreements with affiliated
entities in accordance with s. Ins 40.04, Wis. Adm. Code.

Action—Compliance.
Board of Directors—It is recommended that the company comply with its Articles of

Incorporation by staggering the terms of directors so that, as near as possible, an equal
number of directors shall be elected in each year.

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.
Board of Directors

The examiners identified that the size of the board of directors was not maintained in
accordance with section 3.2.1 of the bylaws, which states "the board of directors shall consist of
not less than nine (9) or more than fourteen (14) directors." During its November 15, 2011,
annual election, only seven members were part of the complete roster for its new board of
directors. It was not until May 30, 2012, that three additional members were added to the board.
It is recommended that the company comply with its bylaws and consistently maintain the
required number of members on its board of directors. Effective November 1, 2014, the bylaws
were amended and restated to require ten board members.
Biographical Reports

Pursuant to s. Ins 6.52 (5), Wis. Adm. Code, "A report shall be provided by each
domestic insurer to which this rule applies with respect to the appointment or election of any new
director, trustee or officer elected or appointed within 15 days after such appointment or
election...." It was noted that two officers, Mary Davis and Elena Kambitsi, were listed on the
annual financial statement jurat page as of December 31, 2014, as newly appointed officers, did
not have a biographical report on file with this office. It was not until October 27, 2015, that the
company provided a copy of the recently completed biographical reports to this office. Itis
recommended that the insurer promptly file biographical reports of newly elected or appointed
directors, trustees, and officers within 15 days of their election or appointment in accordance with
s. Ins 6.52 (5), Wis. Adm. Code.
Conflict of Interest Policy

The examiners’ review of the company's conflict of interest policy section Il (A) (1)
found that it requires "each officer, director and committee member to sign an annual statement

agreeing to be bound by the terms of this policy and disclosing any known or potential conflicts."
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During 2012, three members of the board did not sign a conflict of interest statement as required
under the policy. During 2013, three members of the board, of which two were the same
individuals that did not sign one in 2012, did not sign a conflict of interest statement as required.
During 2014, one individual did not sign a conflict of interest statement as required under the
policy. It is recommended that the insurer comply with its conflict of interest policy and have each
of its officers, directors and committee members sign an annual conflict of interest statement.
Investment Policy

During the review of the investment policy it was noted that the policy is a legacy
policy from Affinity Health System that has not been updated to reflect the recent ownership
changes. Furthermore, the investment policy is in the name of Network Health Plan only and
does not cover Network Health Insurance Corporation. The investment strategy outlined in
NHP’s policy was applied to NHIC, but NHIC should also be named in the investment policy to
provide guidelines to those making investment decisions. It is recommended that the investment
policy be amended to reflect all changes in ownership, that amendment dates be included in the
policy, and that the policy specify the name of the insurer covered.
Investment Transactions Approval

The board of directors approves investment transactions semiannually per
discussions with the Chief Financial Officer. The review of the minutes for 2014 shows that
investment transactions were approved once during 2014. Additionally this control is not required
in the investment policy, which describes a semiannual review by the Finance Department only.
It is recommended that the board approve the insurer's investment transactions at least
semiannually.
Direct Administrative Costs

The examiners’ review of related party transactions identified that $811,578 in
invoices for the 2016 Medicare Advantage Bid had been charged to an NHP cost center that is
then partially allocated to NHIC. These invoices only relate to NHIC'’s line of business; therefore,
NHIC should be charged for 100% of the invoices in accordance with Statement of Statutory

Accounting Principle (SSAP) No. 70 (Allocation of Expenses), paragraphs 8 and 9. SSAP No. 70
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states that expenses related to the operation of one entity must be borne solely by the reporting
entity and are not to be allocated to other entities in the group. It is recommended that
identifiable expenses directly related to the operation of NHIC be allocated to NHIC in accordance
with SSAP No. 70.
Administrative Services Program Agreement

The Administrative Services Program Agreement (ASPA) between NHIC and NHP,
effective July 1, 2001, was amended in 2005 to incorporate general expense allocation guidelines
between NHP and NHIC as related to the Medicare and POS products. The agreement, as
written, serves multiple purposes including describing the method whereby the POS revenue is
allocated between NHP and NHIC at a ratio of 90% to 10%, respectively. The agreement does
not specify a clear methodology in which administrative expenses are to be allocated between
NHP and NHIC. Section 617.21 (1), Wis. Stat., requires that records be fair to the interest of the
insurer and that records be kept in a manner that clearly and accurately discloses the nature and
details of the transaction. The examiners also noted that the allocation percentages were
changed during the second quarter of 2015 to 53% and 47% between NHIC and NHP,
respectively, without entering into an amendment to the agreement. The allocation change
between the entities appears reasonable due to the growth in NHIC’s Medicare Advantage
business, but the ability to change the percentage allocation was not clear in the contract. It is
recommended the Administrative Services Program Agreement be amended to make the
agreement fair to each insurer and that records be maintained in a clear and accurate manner in
accordance with s. 617.21 (1), Wis. Stat.
Internal Audit Services Agreement

The Internal Audit Services Agreement, dated October 1, 2015, between the insurer
and the third-party vendor contains a clause (Provision 7b) granting the vendor ownership of the
reports, information, data and other intellectual property created. Since the work product is not
the property of the insurer, the vendor is not acting as an internal auditor but as an external

auditor. It is recommended that the Internal Audit Services Agreement, dated October 1, 2015,
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either be terminated or amended to grant ownership of reports, information, data or other
intellectual property to the insurer.
Other-Than-Financial Reporting Risks

The examiners noted that formal narratives and flowcharts necessary to obtain an
understanding of the risk mitigation strategies governing the financial reporting risks for key
functional activities of the insurer were well documented by a service provider responsible for
MAR compliance testing. However, risk mitigation strategies governing other-than-financial
reporting risks were not formally documented for all key functional activities, with the exceptions
of a sufficient narrative supplied by corporate strategy and sufficient narratives and flowcharts
involving Medicare Advantage pricing. Key functional activities of the insurer lacking narratives
and flowcharts are the following:
Enterprise Risk Management
Risk Adjustment
Commercial Underwriting
Capital & Surplus Management
Cash Management
Investment Management

Related Party Transactions
Reserving

The review and testing of risk mitigation strategies is crucial to assessing the
insurer's ability to continue producing accurate financial information and mitigating other-than-
financial reporting risks in the years between examinations. It is recommended that the insurer
prepare formal narratives and flowcharts for all key functional activities of the insurer depicting the
risk mitigation strategies governing other-than-financial reporting risks.

Financial Reporting Risks

The examination’s review of controls in place to mitigate identified risks concluded
that multiple internal controls were not fully implemented and documented as working effectively.
Examples include, but are not limited to:

¢ Reviews of SOC 1 reports on third-party administrators are not being

reviewed to assess the adequacy of the administrators’ controls.
e Audits on data accuracy within the Risk Adjustment Department do

not contain names of the individual completing the audit, selection
criteria, signature of reviewer, etc.
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Section Ins 50.17, Wis. Adm. Code, requires insurers with premium of $500 million or
greater to file a Management’s Report of Internal Controls over Financial Reporting. This report
shall include several statements including a statement regarding the inherent limitations of the
internal control system. NHIC was not required to be compliant with s. Ins 50.17, Wis. Adm.
Code, at December 31, 2014 (due to premiums of $499 million), but did exceed the threshold in
2015. Section Ins 50.18, Wis. Adm. Code, allows insurers two years to become compliant with
s. Ins 50.17, Wis. Adm. Code. It is recommended that NHIC take the necessary steps to ensure
compliance with s. Ins 50.17, Wis. Adm. Code, by December 31, 2017, and that NHIC report its
progress towards meeting the requirement to this office no later than six months from adoption of
this report.

Accrued Retrospective Premiums $4,985,466

Network Health Insurance Corporation reported uncollected premiums and agents’
balances in the course of collection of $7,951,021 and accrued retrospective premiums of
$133,000. The uncollected premiums were mainly comprised of risk adjustment receivables
totaling $7,852,466 associated with the company's Medicare Advantage program. SSAP No. 66
(Retrospectively Rated Contracts) states that additional accrued retrospective premiums should
be classified as accrued retrospective premiums (Line 15.3). Itis recommended that the company
report premium receivables associated with Medicare Advantage as accrued retrospective
premiums (Line 15.3) in accordance with SSAP No. 66. The examination determined from a
review of the Audit Committee minutes as of September 15, 2015, and a review of the supporting
accounting details that the above risk adjustment receivable balance was overstated and should
have been $3,000,000 lower than recorded. This adjustment brings the company’s ending surplus
balance as of December 31, 2014, to $61.7 million, which is in agreement with the revised
statutory audit report surplus balance as filed by the company with this office. After the
reclassification and adjustment, accrued retrospective premiums balance is $4,985,466. The
reclassification and adjustment are reflected in the “Reconciliation of Surplus per Examination”

section.
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Escheatable Property

The insurer submitted a 2014 Holder Verification Report to the Wisconsin
Department of Revenue for its 2014 abandoned property submission to the state. The
examination noted that the insurer did not include the last known address of the owner, the date
the property became payable, demandable or returnable, and the date of the last transaction with
the apparent owner to the property on the submission form. Section 177.17 (2) (a) and (e), Wis.
Stat., requires the aforementioned items on the submission form to the state. Itis recommended
that the insurer submit all of the required information when submitting abandoned property to the

state of Wisconsin in accordance with s. 177.17 (2) (a) and (e), Wis. Stat.
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VIIl. CONCLUSION

At year-end 2014 net admitted assets were reported at $155.2 million. This balance
was overstated by $3.0 million and the balance was adjusted to $152.2 million by this
examination after this issue was identified by NHIC management. There was a $21.0 million
affiliated receivable which was the result of a retroactive capital infusion made by the parent in
early 2015, with the approval of this office. The total liabilities were $90.4 million at year-end
2014. A $21.8 million premium deficiency reserve was established by the company due to
anticipated 2015 underwriting losses primarily from Medicare Advantage business. Adjusted
capital and surplus of $61.7 million failed to satisfy the security surplus for year-end 2014, which
was subsequently remediated by management. Total capital contributions of $36.0 million were
made by the parent in 2014 to maintain capital levels.

The company reported a $42.9 million underwriting loss for 2014. The losses are
generally attributable to the company’s largest Medicare Advantage product. The loss resulted
partly from an across-the-board 2% CMS sequestration adjustment in 2014, together with a
county-by-county CMS rate adjustment, which affected the company’s two largest counties
adversely in 2014 and 2015. Additionally, the product was priced low by the company for 2014
and enrollment came in unexpectedly high. This was further complicated by additional enroliment
gains resulting from a major competitor exiting the Medicare Advantage market. The underwriting
losses produced a net loss of $33.2 million for 2014.

Capital and surplus increased by 62.2% over five years, to $64.7 million (as reported,
$61.7 million per examination) at year-end 2014 from $39.9 million at year-end 2010, due to the
capital infusions made by the sole corporate member(s). The five-year average Hospital and
Medical Expense Ratio is 90.5% and appeared stable. The average Administrative Expense
Ratio is 9.5% and also appeared stable. The average Change in Enroliment Ratio is 18.5% per
year showing the growth of Medicare Advantage membership over the past five years.

The examination resulted in several recommendations. There was one examination

adjustment to capital and surplus for $3 million and one examination reclassification.
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IX. SUMMARY OF COMMENTS AND RECOMMENDATIONS

Board of Directors—It is recommended that the company comply with its
bylaws and consistently maintain the required number of members on its
board of directors.

Biographical Sketches—It is recommended that the insurer promptly file
biographical reports of newly elected or appointed directors, trustees, and
officers within 15 days of their election or appointment in accordance with
s. Ins 6.52 (5), Wis. Adm. Code.

Conflict of Interest Policy— It is recommended that the insurer comply with
its conflict of interest policy and have each of its officers, directors and
committee members sign an annual conflict of interest statement.

Investment Policy—It is recommended that the investment policy be
amended to reflect all changes in ownership, that amendment dates be
included in the policy, and that the policy specify the name of the insurer
covered.

Investment Transactions Approval—It is recommended that the board
approve the insurer's investment transactions at least semiannually.

Direct Administrative Costs—It is recommended that identifiable expenses
directly related to the operation of NHIC be allocated to NHIC in accordance
with SSAP No. 70.

Administrative Services Program Agreement—It is recommended the
Administrative Services Program Agreement be amended to make the
agreement fair to each insurer and that records be maintained in a clear and
accurate manner in accordance with s. 617.21 (1), Wis. Stat.

Internal Audit Services Agreement—It is recommended that the Internal Audit
Services Agreement, dated October 1, 2015, either be terminated or
amended to grant ownership of reports, information, data or other intellectual
property to the insurer.

Other-Than-Financial Reporting Risks—It is recommended that the insurer
prepare formal narratives and flowcharts for all key functional activities of the
insurer depicting the risk mitigation strategies governing other-than-financial
reporting risks.

Financial Reporting Risks—It is recommended that NHIC take the necessary
steps to ensure compliance with s. Ins 50.17, Wis. Adm. Code, by
December 31, 2017, and that NHIC report its progress towards meeting the
requirement to this office no later than six months from adoption of this
report.

Accrued Retrospective Premiums—It is recommended that the company
report premium receivables associated with Medicare Advantage as accrued
retrospective premiums (Line 15.3) in accordance with SSAP No. 66.

Escheatable Property—It is recommended that the insurer submit all of the
required information when submitting abandoned property to the state of
Wisconsin in accordance with s. 177.17 (2) (a) and (e), Wis. Stat.
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XI. SUBSEQUENT EVENTS

The examination noted that the insurer’s provider agreement with Theda Care
Community Health System will end on December 31, 2016. This change is expected to affect
significant numbers of members—there were 31,666 members who had claims with Theda Care
between September 2014 and November 2015. The affected enrollees will be cared for by
alternative providers under a plan that will be announced by the insurer in 2016.

The examination noted that the insurer’s provider agreement with UW Health System
ended on January 1, 2015.

The examination noted that the insurer paid back $37.3 million to CMS resulting from
a Risk Adjustment error in 2015 associated with inaccurate and/or incomplete diagnosis data
supplied to CMS in January of 2015. Management discovered the error and reported it to CMS
promptly. The payback of these funds was entered into the general ledger on December 1, 2015.

As part of NHIC's risk adjustment coding reviews in 2016 for 2015 and 2014 service
claims, it was discovered that diagnosis codes were included that should not have been. These
incorrect diagnosis codes resulted in NHIC receiving more risk adjustment revenue than it should
have. NHIC self-reported this coding error to CMS, and per CMS regulations is required to
submit files for up to six years in arrears. The net impact of this adjustment is $2.7 million pre-tax
and is reflected as a change in estimate in NHIC’s first quarter 2016.

The examination noted that subsequent to year-end 2014 the insurer added an
affiliated company to the organization chart. Network Health Administrative Services, LLC
(NHAS) became active at the start of 2015 as a sister company of NHIC and NHP and was added
as a party to the Tax Allocation and Leased Employee agreements discussed in the section titled
“Affiliated Companies.” NHAS is a third-party administrator that will administer self-funded plans.

In addition, two NHIC and NHP board members have replaced Nicholas Francis
Desien, President and CEO of Ministry Health Care, Inc., and Jeffrey Edward Francis, former
CFO of Ministry Health Care, Inc. The two new members follow:

1) Travis Andersen, Chief Executive Officer of Columbia St. Mary’s

Health System, was newly elected as a member of the board in
2015.
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2) Jonathan W. Sohn, Senior VP and Chief Financial Officer of
Wheaton Franciscan Healthcare, was newly elected as a
member of the board in 2016.
Effective April 7, 2016 Michael A. Muchnicki was made interim President and Chief

Executive Officer of Network Health, Inc. Mr. Muchnicki succeeds Sheila Jenkins as President

and Chief Executive Officer. Ms. Jenkins held that position for the last 14 years.
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