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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: 

NETWORK HEALTH PLAN 
Menasha, Wisconsin 

 
and this report is respectfully submitted.

 
 

I.  INTRODUCTION 

 The previous examination of Network Health Plan (NHP, 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 

insurer 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 
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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. 
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II.  HISTORY AND PLAN OF OPERATION 

 The Network Health Plan is described as a for-profit, network 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 network model, the company 

provides care through contracts with two or more hospitals, independent health associations 

(IPAs) or other providers.  HMOs compete with traditional fee-for-service health care delivery. 

 The company was incorporated on September 30, 1982, and commenced business 

on April 1, 1983, as a not-for-profit HMO.  As of December 31, 1986, NHP was reincorporated as 

a for-profit HMO.  Effective October 31, 1995, the company received an amended certificate of 

authority as an indemnity insurer.   

 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).  

Effective December 6, 2001, the company received an amended certificate of authority reverting 

back to an HMO.  Also in 2001, NHP established Network Health Insurance Corporation (NHIC) 

as a wholly owned subsidiary that provides indemnity health insurance coverage to NHP’s Point 

of Service (POS) members.  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 resulted 

in transferring the 100% ownership interest of NHIC from NHP to Ministry Holdings, Inc.  Then, 

effective April 1, 2013, NHIC went through a second reorganization converting it from a for-profit 
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corporation to a not-for-profit corporation.  For additional information related to the latter 

reorganization refer to the NHIC examination report as of December 31, 2014. 

 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. 

 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.  Contracts have a provision stating that there will be no recourse 

against members.  In addition, there is an insolvency provision in place.  The contracts generally 

have a one-year term and may be terminated with 60 days’ prior notice.  A complete list of NHP 

hospitals can be found in Section XII of this report. 

 According to its business plan, the company’s service area is comprised of 

22 counties.  The list of counties follows: 

Brown Kewaunee Shawano Ozaukee1 
Calumet Manitowoc Sheboygan Milwaukee1 
Dodge Marquette Waupaca Racine1 
Door Oconto Waushara Waukesha1 
Fond du Lac Outagamie Winnebago  
Green Lake Portage Washington1  

 
 The company offers comprehensive health care coverage which may be changed by 

riders to include deductibles and copayments.  The following basic health care coverages are 

provided: 

 Physician services 
 Inpatient services 
 Outpatient services 
 Mental health, drug, and alcohol abuse services 
 Ambulance services 
 Special dental procedures (oral surgery) 
 Prosthetic devices and durable medical equipment 
 Newborn services 
                                                      
1 Five expansion counties were added during 2014 as part of the southeast Wisconsin strategy.   
OCI did not disapprove of the expansion counties.   
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 Home health care 
 Preventive health services 
 Family planning 
 Hearing exams and hearing aids 
 Diabetes treatment 
 Routine eye examinations 
 Convalescent nursing home service 
 Prescription drugs 
 Cardiac rehabilitation, physical, speech, and/or occupational therapy 
 Physical fitness or health education 
 Kidney disease treatment 
 Certain transplants 
 
 Inpatient and outpatient mental health and AODA coverage follows the state 

mandated benefits.  Emergency services may have a copayment or a deductible and 

coinsurance, which are waived upon admission into an inpatient facility.  Skilled nursing care is 

limited to 40 days.  Plan coverage is contingent on nonemergency services being provided by 

participating physicians and hospitals or on the referral to a non-participating provider. 

 NHP has point-of-service products, which provide comprehensive benefits similar to 

those listed above when participating providers are used.  The enrollee may elect, at the time of 

service, to use providers that are not part of NHP’s network for higher deductibles and 

coinsurance levels.  Out-of-network maternity, skilled nursing facility, extended care facility, and 

inpatient and some outpatient hospital services require precertification.  If precertification is not 

received, benefits are denied.  Out-of-network services are covered by Network Health Insurance 

Corporation. 

 NHP has contracted with the Wisconsin Department of Health Services (DHS) to 

provide and pay for services to recipients enrolled in the company under the Medicaid SSI HMO 

and BadgerCare Plus HMO Programs.  The company has entered into a subcontract with 

Managed Health Services Insurance Corporation (MHSIC) to provide health care services to 

NHP’s Medical Assistance enrollees.  In consideration for the services to be provided, the 

company agreed to pay MHSIC the Medicaid HMO capitation rate per member per month less a 

base fee, plus an amount to cover the Health Insurance Risk-Sharing Plan assessment for all 

NHP’s Medical Assistance enrollees.  The agreement was effective on January 1, 2001, for a 

period of 5 years.  The agreement was amended on July 1, 2006, to extend the initial agreement 

to 15 years.  On July 1, 2014, the agreement was amended again to change the initial term of the 
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agreement to 17 years with an agreement effective date of January 1, 2001, and to allow for 

automatic 3-year renewals unless terminated by mutual consent or pursuant to the agreement’s 

termination language. 

 The company currently markets to groups and individuals.  The company markets 

through 537 independent agents licensed to sell the company’s insurance products.  Current 

marketing efforts are directed toward the company’s commercial group major medical plans 

through NHP.  Large and small commercial employer groups are targeted throughout northeast 

Wisconsin.  In southeast Wisconsin, the company started marketing for large employer group 

products in the spring of 2015. 

 The company uses an actuarially determined base as a beginning point in 

commercial major medical premium determination.  This rate is adjusted to reflect the age, sex, 

occupation, and coverage characteristics for new groups.  Experience is reviewed for renewal 

groups and, based on the review, a recommendation is made regarding adjusting the rate or 

cancelling the group.  The base rate is adjusted annually for inflation and other trending factors.  
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III.  MANAGEMENT AND CONTROL 

Board of Directors 

 The board of directors consists of ten directors.  Directors are appointed by the sole 

shareholder (NHI).  Directors are elected at the board's annual meeting.  Removal of directors, 

with or without cause, may be performed by the shareholder.  Directors may resign at any time by 

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

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

 Currently the board of directors consists of the following persons: 

Name and Residence Principal Occupation Term Expires 
   
Catherine A. Jacobson Froedtert Health, Inc. 2016 
Brookfield, WI President and CEO  
   
Scott R. Hawig Froedtert Health, Inc. 2016 
Whitefish Bay, WI Senior VP and CFO  
   
David A. Olson Froedtert Health, Inc. 2016 
Mequon, WI Chief Strategy Officer  
   
Daniel E. Neufelder Ministry Health Care, Inc. 2016 
Neenah, WI President and CEO  
   
Jonathan W. Sohn Wheaton Franciscan Healthcare 2017 
Brookfield, WI Senior VP and CFO  
   
Travis D. Andersen Columbia St. Mary’s Hospital 2016 
Whitefish Bay, WI Chief Executive Officer  
   
Christopher C. Zwygart West Bend Mutual Insurance Company 2016 
West Bend, WI Chief Risk Officer  
   
David J. Gitter M&I Bank 2016 
Little Chute, WI Retired  
   
John Bykowski Secura Insurance A Mutual Insurance Company  2016 
Appleton, WI Retired  
   
Larry A. Rambo Humana of Southeast Wisconsin 2016 
Hartland, WI Retired  
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Officers of the Company 

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

Name Office 
2015 

Compensation2 
   
Sheila A. Jenkins President and Chief Executive Officer* $1,061,869 
Marcia E. Broeren Chief Operating Officer* 462,820 
Edward S. Scanlan Chief Medical Officer* 452,629 
Mary P. Davis Chief Medical Officer 403,597 
Elena M. Kambitsi Chief Strategy and Sales Officer* 322,336 
Timothy J. Byrne VP Medical Economics* 335,879 
Amy J. Grinnell Treasurer and Chief Financial Officer 283,108  
Penelope A. Ransom Secretary and Chief Administrative Officer 277,269 
Deborah S. Anderson VP of Sales and Strategy* 248,185 
Donald J. Schumann VP of Provider Strategies* 245,525 
David P. Bloedorn Technology Officer 241,686 
Joan E. Merwin Director Ind. Med. and Agt. 211,164 
Kent R. Davidson VP of Sales* 192,251 
David L. Orlando Chief Operating Officer 175,927 
Thomas Zoch VP Associate Medical Director* 174,651 
Charles S. Rynearson Director of Pharmacy Benefits 165,964 
Linda J. Tanner VP of Operations 165,907 
Jeffrey D. Fox Director of Actuarial Services 157,720 
Mark A. Kapler Director of Managed Care Contracts 154,100 
Jeffrey Desing Director of Finance* 152,972 
Erin M. Kelly Director of Business Development 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 Audit Committee 
Catherine A. Jacobson, Chair Christopher C. Zwygart, Chair 
Daniel E. Neufelder John Bykowski 
David A. Olson David J. Gitter 

 Scott R. Hawig 
 
 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; advises the board; maintains 

accounting and financial records; recruits 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.
                                                      
2 The amount of compensation received in 2015 is a combined total for both NHP and NHIC. 
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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 

 Network Health Plan 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., 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:  

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

 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.)  

 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) 

 Froedtert & The Medical College of Wisconsin Community Physicians  
 Progressive Physician Network, Inc. 

Froedtert Health, Inc. 
(Froedtert)

Ministry Health Care, Inc. 
(Ministry)

Network Health, Inc. 

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

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

Network Health Plan 

(NHP)

[100% owned by NHI]

Network Health Insurance 
Corporation (NHIC)

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

 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. 
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Network Health Insurance Corporation (NHIC) 

 Network Health Insurance Corporation is a non-stock, taxable not-for-profit 

corporation organized to provide Medicare Advantage, 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 Insurance Corporation reported admitted assets of $176.0 million, 

liabilities of $94.3 million, and capital and surplus of $81.7 million.  Operations for 2015 produced 

net losses of $5.7 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 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 NHP and/or NHIC may be cured via  

capital contributions by Ministry and Froedtert if, along with other conditions, the capital and 

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

Tax Allocation Agreement (TAA), effective January1, 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 10th 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 10th day of the month and the service fees are due 

and payable within 30 days.   

 NHP leased office space to Ministry under a Lease Agreement, dated 

October 8, 2014.  NHP owns the property located at 1570 Midway Place in Menasha, Wisconsin.  

Ministry leased approximately 5,691 square feet of the premises.  Rent was paid monthly by 
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Ministry.  The original lease ran from January 1 through December 31, 2014.  The lease expired 

and was not extended. 

 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.  

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. 

 NHP and Ministry Health Care, Inc., have an Administrative Services Agreement 

(ASA), effective January 1, 2014.  The ASA governs the administrations of the Ministry self-

insured health care coverage for its employees.  Ministry ensures that sufficient funds are 

available on a timely basis to honor all claims payments and other administrative duties.  NHP 

processes the claims of Ministry’s enrollees in accordance with the plan provisions.  Ministry’s 

payments for administrative fees are due on the first day of the month in which the services are to 

be provided.  NHP prepares a monthly invoice on or around the 15th calendar day of each month 

for services provided in the current month.  The parties make retroactive adjustments as needed. 

 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 
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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 warrant 

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 Delegation 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.   

 NHP and Affinity Health System have an Occupational Health Agreement, effective 

July 1, 2007.  This agreement covers the occupational health products described in the 

agreement.  NHP pays the cost basis fees included on the Affinity Health System monthly 

invoice, net 15 days.  This agreement includes an engagement statement, dated August 8, 2011, 

which includes revised descriptions of services.  Services include biometric data, depression 

intervention, university health classes, lab services, health coaching, wellness specialist, and 

telephonic engagement.  Affinity Health System supplies an annual summary report to client 

companies within 30 days of receipt of data. 

 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.  The agreement was terminated on April 30, 2015.  

 NHP and Ministry had a Provider Data Service Agreement, effective 

November 1, 2014.  NHP provided monthly provider demographic data to Ministry which included 
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monthly IT support.  Services were charged, at cost, on an hourly basis, by NHP invoice on the 

10th of the month and were payable by Ministry on or before the last day of the month.  This 

agreement was terminated on April 30, 2016.  

 NHP, Ascension Health Alliance (Ascension) and BlueCross BlueShield of 

Tennessee, Inc. (BCBST) have an Information Sharing Agreement, effective September 10, 

2014.  Ascension is a plan sponsor of a self-funded group of health plans known as the 

Ascension SmartHealth Medical Plan (SmartHealth).  BCBST provides TPA services to 

Ascension with respect to SmartHealth.  NHP has been given access to certain information of 

BCBST necessary for NHP to perform various services for Ascension.  The services are 

described in the agreement and the agreement stipulates that all confidential information will 

remain confidential and will be used for those services only. 

 Ascension, SmartHealth, and Ascension Prescription Drug Plan (collectively the 

plans) and NHP have a Case Management Engagement Statement, effective January 1, 2014.  

Ascension offers population health management under the plans and uses NHP to provide such 

services solely with respect to the participants in the plans who are employed by Columbia 

St. Mary’s located in Milwaukee, Wisconsin.  Services include data integration, system and data 

management, associate support, reports and documents.  NHP is paid by way of monthly billing 

for the cost of time spent on these services. 

 Ascension and NHP have a Population Health Management & Wellness Purchased 

Services Agreement, effective January 1, 2014.  Under the plans, Ascension offers population 

health management and uses NHP to provide such services.  Services include wellness portal, 

reward tracking, data integration, reward files, biometric files, associate support, reports, third-

party charges, and systems and data management.  NHP is paid by way of monthly billing on or 

before the 10th of the month for the cost of time spent on these services.  The agreement’s first 

amendment, effective January 1, 2014, was written to include both the Ascension SmartHealth 

Medical Plan and the Ascension Prescription Drug Plan.   
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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 contract contained insolvency provisions as noted.  

Nonaffiliated Ceding Contract 
 
1. Reinsurer: PartnerRe America Insurance Company 
 
 Type: HMO Specific Excess of Loss Reinsurance 
 
 Reinsured: Network Health Plan and Network Health Insurance Corporation 
 
 Effective date: January 1, 2015 
 
 Services covered: 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 
 
 Covered member types: Commercial HMO, POS, PPO, Individual and Family Plan 

Covered Persons, Medicare Advantage Covered Persons, NHP 
and NHIC employee and dependent covered persons  

 
 Retention: $450,000 per covered member per agreement term  
 
 Coverage: 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 
 
 Reinsurance limit: Unlimited. In the case of insolvency maximum aggregate 

continuation limit is $5.0 million 
 
 Premium: 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 
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 Insolvency: 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. 
 

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 
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VI.  FINANCIAL DATA 

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

reported to the Commissioner of Insurance in the December 31, 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 Capital and Surplus per Examination."  Also included in this section 

are schedules that reflect the growth of the company for the period under examination.   
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Network Health Plan 
Assets 

As of December 31, 2014 
 
 

Assets 
Nonadmitted 

Assets 
Net Admitted 

Assets 
    
Bonds  $49,033,982 $                 $49,033,982 
Real estate:    

Properties occupied by the company 2,756,825  2,756,825 
Cash, cash equivalents and short-term investments 20,373,419  20,373,419 
Investment income due and accrued 300,177  300,177 
Uncollected premiums and agents' balances in the 

course of collection 4,167,851  4,167,851 
Amounts recoverable from reinsurers 1,537,790  1,537,790 
Net deferred tax asset 3,101,436 233,572 2,867,864 
Guaranty funds receivable or on deposit    
Electronic data processing equipment and software 1,485,692 1,477,667 8,025 
Furniture and equipment, including health care 

delivery assets 1,574,986 1,574,986  
Receivables from parent, subsidiaries and affiliates 3,725,849 1,225,849 2,500,000 
Health care and other amounts receivable 1,506,986   1,240,159 266,827 
Aggregate write-ins for other-than-invested assets        938,698      924,767          13,931 
    
Total Assets  $90,503,691 $6,677,000 $83,826,691 

 
 

Network Health Plan 
Liabilities and Net Worth 
As of December 31, 2014 

 
Claims unpaid  $24,982,327 
Accrued medical incentive pool and bonus amounts  2,525,381 
Unpaid claims adjustment expenses   1,135,000 
Aggregate health policy reserves  3,188,038 
Premiums received in advance   1,908,768 
General expenses due or accrued   2,032,668 
Current federal and foreign income tax payable and 

interest thereon  
 

2,586,993 
Ceded reinsurance premiums payable  991,794 
Amounts withheld or retained for the account of others  492,592 
Amounts due to parent, subsidiaries and affiliates   3,996,359 
Payable for securities  657,983 
Aggregate written-ins for other liabilities             8,705 
Total liabilities 
 

 44,506,608 

Aggregate write-ins for special surplus funds $  7,743,923  
Common capital stock       200,000  
Gross paid in and contributed surplus  27,672,596  
Unassigned funds (surplus)      3,703,564  
Total capital and surplus     39,320,083 
 
Total Liabilities, Capital and Surplus  

  
$83,826,691 
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Network Health Plan 
Statement of Revenue and Expenses 

For the Year 2014 
 
Net premium income   $403,181,729 
Change in unearned premium reserves and reserve for 

rate credits         (606,843) 
Total revenue  402,574,886 
   
Medical and hospital:   

Hospital/medical benefits $274,232,484  
Other professional services 19,825,993  
Emergency room and out-of-area 18,268,482  
Prescription drugs 31,198,062  
Incentive pool, withhold adjustments and bonus amounts       2,595,125  
Subtotal 346,120,146  

Less   
Net reinsurance recoveries       2,931,851  

Total medical and hospital 343,188,295  
Claims adjustment expenses 16,714,865  
General administrative expenses     35,444,131  
Total underwriting deductions    395,347,291 
Net underwriting gain or (loss)  7,227,595 
Net investment income earned 1,584,123  
Net realized capital gains or (losses)              1,447  
Net investment gains or (losses)  1,585,570 
Net gain or (loss) from agents’ or premium balances charged off  (62,583) 
Aggregate write-ins for other income or expenses             (12,979) 
Net income or (loss) before federal income taxes   8,737,603 
Federal and foreign income taxes incurred         6,248,174 
 
Net Income (Loss)   

 
$    2,489,429 

 
 
 

Network Health Plan 
Capital and Surplus Account 

As of December 31, 2014 
 
Capital and surplus prior reporting year   $40,582,850 
Net income or (loss) $ 2,489,429  
Change in net deferred income tax  912,796  
Change in nonadmitted assets  (2,164,992)  
Surplus adjustments: 

Paid in    2,499,999  
Dividend to stockholders  (5,000,000)  
Net change in capital and surplus      (1,262,768) 
 
Capital and Surplus End of Reporting Year   

 
$39,320,082 
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Network Health Plan 
Statement of Cash Flows 
As of December 31, 2014 

 
Premiums collected net of reinsurance   $397,710,206 
Net investment income         2,154,655 
Total   399,864,862 
Less:    

Benefit- and loss-related payments  $346,588,874  
Commissions, expenses paid and aggregate 

write-ins for deductions  
 

57,582,960  
Federal and foreign income taxes paid 

(recovered) $0 net tax on capital gains 
(losses)         (154,307)  

Total     404,017,527 
Net cash from operations   (4,152,666) 
Proceeds from investments sold, matured or repaid:    

Bonds  8,512,592  
Miscellaneous proceeds          657,983  
Total investment proceeds  9,170,575  

Cost of investments acquired—long-term only:    
Bonds $9,382,742   
Total investments acquired       9,382,742  

Net cash from investments   (212,167) 
Cash provided/applied:    

Capital and paid in surplus, less treasury stock  2,499,999  
Dividends to stockholders  5,000,000  
Other cash provided (applied)      (3,677,301)  

Net cash from financing and miscellaneous sources       (6,177,303) 
Net change in cash, cash equivalents, and short-

term investments   (10,542,135) 
Cash, cash equivalents, and short-term 

investments:    
Beginning of year       30,915,554 
 
End of Year   

 
$  20,373,419 
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Network Health Plan 
Capital and Surplus Account 

For the Five-Year Period Ending December 31, 2014 
 

 2014 2013 2012 2011 2010 
      
Capital and surplus, 

beginning of year  $40,582,850 $91,242,063 $91,907,879 $75,405,926 $69,802,712 
Net income (loss) 2,489,429 13,122,451 5,091,089 12,079,256 19,522,481 
Change in net unrealized 

capital gains/losses  3,041,933 5,690,886 9,934,793 (3,089,948)
Change in net deferred 

income tax 912,796 (83,110) 649,130 (356,490) 542,864 
Change in nonadmitted 

assets (2,164,992) (3,152,177) (2,311,572) 1,219,394 (1,072,183)
Paid in capital 2,499,999     
Dividends to 

stockholders (5,000,000) (63,588,286) (10,500,000) (6,375,000) (10,300,000)
Write-ins for gains and 

(losses) in surplus                                   (23)       714,651                                         
      
Surplus, End of Year $39,320,082 $40,582,850 $91,242,063 $91,907,879 $75,405,926 
 

The 2013 stockholder dividend was related to the reorganization of Network Health 

Insurance Corporation, which ceased to be a subsidiary of NHP.  The 2012 write-in for surplus 

gain was related to a minimum pension adjustment made during that year. 

Growth of Network Health Plan 
 

     Medical  
   Capital and Premium Expenses Net 

Year Assets Liabilities Surplus Earned Incurred Income 
       

2014 $  83,826,691 $44,506,608 $39,320,083 $402,574,886 $343,188,295 $  2,489,429 
2013 94,290,015 53,707,168 40,582,851 417,970,365 360,622,135 13,122,451 
2012 114,942,800 53,700,761 91,242,040 435,373,777 387,250,493 5,091,089 
2011 133,782,676 41,874,796 91,907,879 415,126,015 359,347,956 12,079,256 
2010 104,613,857 29,207,931 75,405,926 396,063,987 329,610,659  19,522,481 

 
  Medical Administrative Change 
 Profit Expense Expense in 

Year Margin Ratio Ratio Enrollment 
     

2014 0.6% 85.2% 13.0% 1.4% 
2013 3.1 86.3 9.3 (6.5) 
2012 1.2 88.9 9.7 (1.0) 
2011 2.9 86.6 9.5 8.5 
2010 4.9 79.9 9.7 (15.7) 
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Enrollment and Utilization 
 

   Average 
  Hospital Length 

Year Enrollment Days/1,000 of Stay 
   

2014 106,927 233 3.7 
2013 105,481 238 3.8 
2012 112,838 239 3.9 
2011 113,956 241 3.9 
2010 105,009 233 3.6 

 
Per Member Per Month Information 

 
   Percentage 
 2014 2013 Change 

Premiums:    
Commercial $387.49 $381.67 1.53% 
Medicaid 172.66 201.71 (14.40) 
    
Expenses:    
Hospital/medical benefits 216.66 213.90 (1.29) 
Other professional services 15.66 14.70 (6.53) 
Prescription drugs 24.65 23.60 (4.45) 
Emergency room and out-of-area 14.43 14.30 (0.95) 
Other medical and hospital  14.83 (100.00) 
Incentive pool and withhold 2.05 1.05 95.97 
Less:  Net reinsurance recoveries      2.32       2.67 (13.12) 
Total medical and hospital 271.15 279.71 (3.06) 
Claims adjustment expenses 13.21 15.99 (17.41) 
General administrative expenses     28.00     14.24 96.65 
    
Total Underwriting Deductions $312.35 $309.94 (0.78) 

 

The company has a conservative investment policy and in 2014 invested in bonds of 

$49.0 million, real estate of $2.8 million, and cash, cash equivalents and short-term investments 

of $20.4 million.  At year-end 2014 net admitted assets were $83.8 million, and total liabilities 

were $44.5 million.  Capital and surplus of $39.3 million satisfied the compulsory and security 

excess surplus requirement at year-end 2014.  Total dividends of $5.0 million were paid to the 

parent in 2014. 

The company reported net income of $2.5 million in 2014.  Underwriting gains were 

$7.2 million based on total revenue $402.5 million and total underwriting deductions of 

$395.3 million.  Total premiums earned declined slightly in 2014 while enrollment increased 

slightly.  On a per member per month basis, premiums increased slightly, by 1.5%, for 
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commercial enrollees and declined sharply, by 14.4%, for Medicaid enrollees.  Total per member 

per month medical and hospital expenses declined slightly in 2014 from the prior year.   

Capital and surplus declined 47.9% over five years, to $39.3 million at year-end 2014 

from $75.4 million at year-end 2010, due in part to the dividends paid to the parent and a 

reorganization which removed NHP’s ownership of NHIC.  The reported five-year average 

Hospital and Medical Expense Ratio is 85.4%.  The average Administrative Expense Ratio is 

10.2% and reached a five-year high of 13.0% in 2014.  The Change in Enrollment Ratio is (2.7%) 

per year showing the decline in commercial membership of the company over the past five years.   

Reported utilization over the five-year period is stable. 

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 

 
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. 
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The company's calculation as of December 31, 2014, is as follows: 

Assets $  83,826,691  
Less:   

Special deposit 4,296,667  
Liabilities     44,506,608  
   
Assets available to satisfy surplus requirements  $35,023,416 

   
Net premium earned 333,049,867  
Compulsory factor 3%  
   
Medicaid premium 70,131,862  
Compulsory factor 0.5%  
   
Compulsory surplus    10,342,155 
   
Compulsory Surplus Excess/(Deficit)  $24,681,261 
   
Assets available to satisfy surplus requirements  $35,023,416 
   
Compulsory surplus $  10,342,155  
Security factor                 129%  
   
Security surplus    13,341,379 
   
Security Surplus Excess/(Deficit)  $21,682,037 
   
 
 In addition, there is a special deposit requirement equal to the lesser of the following: 

 1. An amount necessary to maintain a deposit equaling 1% of premium 
written in this state in the preceding calendar year; 

 
 2. One-third of 1% of premium written in this state in the preceding 

calendar year. 
 
The company has satisfied this requirement for 2014 with a deposit of $4,296,667 with the State 

Controllers Office. 

 
Reconciliation of Capital and Surplus per Examination 

 There were no adjustments or reclassifications as a result of this examination.  
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VII.  SUMMARY OF EXAMINATION RESULTS 

Compliance with Prior Examination Report Recommendations 

 There were five specific comments and recommendations in the previous 

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

and actions taken by the company are as follows: 

1. Claim Checks not Properly Signed—It is recommended that NHP develop a written policy 
regarding signatures for checks over $10,000 and that NHP develop procedures to ensure 
that the policy is enforced. 

 
 Action—Compliance. 
 
2. Audit Committee—It is recommended that the company come into compliance with 

s. Ins 50.15, Wis. Adm. Code, regarding the appointment and operation of its audit 
committee. 

 
 Action—Compliance. 
 
3. 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. 
 
4. Claims Reserve Deficiency—It is suggested that the company review its process for 

estimating claims reserves and consider selecting a reserve estimate toward the mid-point 
rather than the low end of the actuarial range. 

 
 Action—Compliance. 
 
5. 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, 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 the commissioner's office.  It was not until October 27, 2015, that 

the company provided a copy of the recently completed biographical reports to the 

commissioner's office.  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 

 The examiners’ review of the company's conflict of interest policy section III (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."  



 

 29

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.  A company should review and update its investment policy periodically to ensure that 

the policy is consistent with their investment strategy and investment risk appetite.  NHP was 

unable to provide any documentation to demonstrate that its investment policy is reviewed 

periodically or has been updated to reflect recent ownership changes.  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 Principles (SSAP) No. 70 (Allocation of Expenses), paragraphs 8 and 9.  SSAP 
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No. 70 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 specifically 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 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 insurer does not have an internal audit department but relies on a third-party 

vendor to perform its internal audit functions.  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 
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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 

 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.  

Escheatable Property 

 Network Health Plan’s escheat process is not in accordance with s. 177.17 (2) (d), 

Wis. Stat., in that the statute requires an insurer to turn over abandoned property with a value 

less than $50 to the state but gives the insurer the option to report the properties in the aggregate 

instead of individually.  NHP’s current process states that checks that have a value of $50 or less 

are to be written off and do not need to be turned over to the state.  It is recommended that the 

escheat process be changed to reflect the reporting requirements described under s. 177.17 (2) 

(d), Wis. Stat. 
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 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, the date of the last transaction, and 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.  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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VIII.  CONCLUSION 

At year-end 2014 reported net admitted assets were $83.8 million and liabilities were 

$44.5 million.  Capital and surplus of $39.3 million satisfied the compulsory and security excess 

surplus requirements at year-end 2014.  Total dividends of $5.0 million were reported as paid to 

the parent in 2014.  

The company reported net income of $2.4 million in 2014.  Underwriting gains were 

$7.2 million based on total revenue of $402.5 million and total underwriting deductions of 

$395.3 million.  Total premiums earned declined slightly in 2014 while enrollment increased 

slightly.  On a per member per month basis, premiums increased slightly, by 1.5%, for 

commercial enrollees and declined sharply, by (14.4%), for Medicaid enrollees.  Total per 

member per month medical and hospital expenses declined slightly in 2014 from the prior year.  

Broadly, the net income trend has been declining since 2010.  The five-year average net income 

is $10.5 million per year, making 2014 a below average year.  The company has paid out 

significant dividends to the parent over five years.  Capital and surplus declined 47.9% over 

five years, due in part to the dividends paid and due to the reorganization of NHIC from being a 

subsidiary of NHP.  The five-year average Hospital and Medical Expense Ratio and the 

Administrative Expense Ratio appeared stable.  The Change in Enrollment Ratio is (2.7%) per 

year showing the decline in commercial membership over the past five years.  Utilization over the 

five-year period is stable. 

The examination resulted in several recommendations.  There were no examination 

adjustments to capital and surplus and no examination reclassifications. 
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IX.  SUMMARY OF COMMENTS AND RECOMMENDATIONS 

 1. Page 28 - 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. 

 
 2. Page 28 - Biographical Reports—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.  

 
 3. Page 29 - 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. 

 
 4. Page 29 - 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.  

 
 5. Page 29 - Investment Transactions Approval—It is recommended that the board 

approve the insurer's investment transactions at least semiannually. 
 
 6. Page 30 - 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. 

 
 7. Page 30 - 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. 

 
 8. Page 30 - 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.  

 
 9. Page 31 - 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. 

 
 10. Page 31 - Escheatable Property—It is recommended that the escheat process be 

changed to reflect the reporting requirements described under s. 177.17 (2) 
(d), Wis. Stat. 

 
 11. Page 32 - 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 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.  
 

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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XII.  LIST OF IN NETWORK HOSPITALS 

The Schedule of Covered Expenses lists 56 hospitals contracted as of December 31, 

2014.  The list of these hospitals follows: 

 Agnesian Healthcare Beyond Boundaries of Autism 
 Agnesian Healthcare d/b/a Doll and Associates 
 Agnesian Healthcare d/b/a St. Agnes Home Care 
 Agnesian Healthcare Home Infusion 
 Appleton Medical Center 
 Aspirus Wausau Hospital 
 Breast Surgery Experts of Northeast Wisconsin LLC 
 Calumet Medical Center 
 Childrens Hospital of Wisconsin 
 Childrens Hospital of Wisconsin Fox Valley 
 CHN Anesthesia 
 CHN Home Care 
 Community Health Network d/b/a Berlin Memorial Hospital 
 Door County Memorial Hospital 
 Fond du Lac Regional Clinic 
 Holy Family Memorial Network Clinics 
 Holy Family Memorial, Inc. b/b/a Holy Family Memorial Home Health 
 Holy Family Memorial, Inc. b/b/a Holy Family Memorial Medical Center 
 Juliette Manor 
 Lakeshore Family Medicine 
 Mercy Medical Center 
 Ministry Behavioral Health of St. Michael’s Hospital 
 Ministry Behavioral Health Residential Treatment Center 
 Ministry Medical Group Northern Region 
 Ministry Medical Group Occupational Medicine 
 Our Lady of Victory Hospital 
 Prevea Health Sheboygan Plymouth 
 Psychiatric Associates 
 Ripon Medical Center d/b/a Ripon Internal Medicine 
 Riverside Medical Center 
 Rogers Memorial Hospital 
 Sacred Heart St. Mary’s Hospitals Inc. 
 St. Agnes Hospital 
 St. Agnes Hospital Home Care 
 St. Agnes Hospital Hospice Hope 
 St. Clare’s Hospital 
 St. Clare’s Hospital Weston 
 St. Clare’s Memorial Hospital, Inc. 
 St. Elizabeth Hospital 
 St. Joseph’s Hospital 
 St. Joseph’s Hospital d/b/a Liberteras 
 St. Mary’s Hospital Medical Center 
 St. Michael’s Hospital 
 St. Nicolas Hospital 
 St. Vincent d/b/a Prevea Health 
 St. Vincent Home Health Care 
 St. Vincent Hospital 
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 Theda Care Medical Center New London 
 Theda Clark Medical Center 
 Theda Clark Regional Medical Center 
 UW Hospitals and Clinics 
 Waupun Memorial Hospital 
 Waupun Memorial Hospital d/b/a Fond du Lac Dialysis Center 
 Waushara Family Physicians 
 Wild Rose Community Memorial Hospital 

 




