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State of Wisconsin / OEEICE OF THE COMMISSIONER OF INSURANCE

Ik 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

December 31. 2011 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:

PHYSICIANS PLUS INSURANCE CORPORATION
Madison, Wisconsin

and this report is respectfully submitted.

I. INTRODUCTION
The previous examination of Physicians Plus Insurance Corporation (PPIC or the
company) was conducted in 2007 as of December 31, 2006. The current examination covered
the intervening period ending December 31, 2010, and included a review of such 2011
transactions as deemed necessary to complete the examination.
The examination was conducted using a risk-focused approach in accordance with

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

performing an examination to evaluate the financial condition and identify prospective risks of an
insurer. This approach includes the obtaining of information about the company including
corporate governance, the identification and assessment of inherent risks within the company,
and the evaluation of system controls and procedures used by the company to mitigate those
risks. The examination also included an assessment of the principles used and significant

estimates made by management, as well as an evaluation of the overall financial statement



presentation and management’s compliance with statutory accounting principles, annual
statement instructions, and Wisconsin laws and regulations.

The examination consisted of a review of all major phases of the company's
operations and included the following areas:

History

Management and Control

Corporate Records

Conflict of Interest

Fidelity Bonds and Other Insurance

Provider Contracts

Territory and Plan of Operations

Affiliated Companies

Growth of the Company

Reinsurance

Financial Statements

Accounts and Records

Data Processing

Emphasis was placed on the audit of those areas of the company's operations
accorded a high priority by the examiner-in-charge when planning the examination. Special
attention was given to the action taken by the company to satisfy the recommendations and
comments made in the previous examination report.

The company is annually audited by an independent public accounting firm as
prescribed by s. Ins 50.05, Wis. Adm. Code. An integral part of this compliance examination was
the review of the independent accountant's work papers. Based on the results of the review of
these work papers, alternative or additional examination steps deemed necessary for the
completion of this examination were performed. The examination work papers contain

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

the course of the examination.



Il. HISTORY AND PLAN OF OPERATION

Physicians Plus Insurance Corporation is a for-profit network 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,
Wis. Stat., or issued a certificate of authority under ch. 618, Wis. Stat., 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 agreements with two or more clinics. HMOs compete with
traditional fee-for-service health care delivery.

The company was incorporated August 6, 1986, and commenced business
October 3, 1986. Meriter Health Services, Inc. (MHS) owns two-thirds of PPIC, and Physicians
Plus Investment Group, LLP (PPIG) owns the remaining one-third. Prior to December 15, 2000,
PPIC was owned one-third each by Meriter Hospital, Inc. (Meriter), Wausau Service Corporation,
and PPIG.

The company contracts with approximately 3,550 providers of health care. Of this
number, there are approximately 575 primary care physicians, 1,575 specialists and 1,400 non-
physician providers such as chiropractors, behavioral health providers, optometrists, nurse
practitioners, and physician assistants. Enrollees are required to choose a primary care
physician.

Under PPIC’s standard provider agreement, a provider agrees to provide medical
services, covered under a member’s benefit policy, in accordance with the standard of practice of
the provider's community. The provider agrees to establish effective procedures to provide for
the availability and accessibility of medically necessary services 24 hours a day, seven days a
week. The provider also agrees to not refer a member to any health care provider outside the
participating network, without obtaining prior authorization from PPIC, except in the event of a
medical emergency. The provider agreement includes insolvency and hold-harmless clauses for
the protection of policyholders. Agreements are for a one-year term, automatically renewing for

successive calendar years thereafter. An agreement may be terminated by either party upon



90 to 180 days’ written notice to the other party. Providers are compensated on a capitation, fee
schedule or discounted fee-for-service basis. The agreements include a provision for withholding
fees by PPIC if a provider defaulted by continued over utilization of health facilities/services after
notice to desist.

The company has entered into provider agreements with the University of Wisconsin
Medical Foundation (UWMF) and Meriter. The agreements define services to be provided by
UWMF and Meriter in terms of “risk pools.” The risk pools are defined as follows:

(1) members with a Dane County UWMF primary care provider (PCP)

(2) members with a non-Dane County PCP or a Dane county non-UWMF PCP
Meriter and UWMF each receive capitation payments based on a percentage of premium as
compensation for the medical services provided to members in Category (1), above. In addition,
the Meriter agreement contains a provision for capitation as compensation for the medical
services that it provides to members in Category (2), above. Under the agreement, Meriter is
entitled to receive any reinsurance recoveries received by PPIC relevant to services that are the
responsibility of Meriter. PPIC is responsible for the administration and payment of claims. PPIC
delegates this task, through a contractual arrangement, to Dell Services USA (formerly Perot
Systems Healthcare Services, LLC). The agreement with Meriter has an amended and restated
effective date of April 1, 1998, and was amended to extend the initial term to December 31, 2012.
The agreement with UWMF has an amended and restated effective date of January 1, 2003, and
was amended to extend the initial term to December 31, 2012.

The majority of PPIC’s providers are included under agreements with UWMF for the
south central service area. Beyond this arrangement, the next five largest entities contracting
with PPIC are as follows:

Meriter Medical Group

Associated Physicians LLP

Wisconsin Heart SC

St. Mary’s Dean Ventures

Madison Anesthesiology Consultants LLP

PPIC contracts with 25 hospitals to provide inpatient services. Hospitals are

reimbursed on a Diagnostic Related Groups (DRG) or discounted fee-for-service basis. The



agreements include hold-harmless provisions for the protection of policyholders. Agreement
terms vary based on the specific hospital. In the south central Wisconsin service area, PPIC

contracts with the following hospitals:

Agnesian Healthcare Moundview Memorial Hospital

Beaver Dam Community Hospitals, Inc. Reedsburg Area Medical Center

Berlin Memorial Hospital Richland Hospital, Inc.

Boscobel Area Health Care Riverview Hospital

Children's Hospital of Wisconsin Rogers Memorial Hospital

Columbus Community Hospital Sauk Prairie Memorial

Divine Savior Healthcare Select Specialty Hospital

Edgerton Hospital and Health Services St. Clare Hospital

Fort Healthcare, Inc. St. Joseph's Community Health Services
Froedert & Community Health, Inc. St. Mary's

Grant Regional Health Center Stoughton Hospital

Hess Memorial Hospital University of Wisconsin Hospital and Clinics
Lifecare Hospitals of Wisconsin Upland Hills Health

Memorial Hospital of Lafayette County UW Health Partners Watertown Network, LLC
Meriter Hospital, Inc. Wild Rose Community Memorial Hospital

PPIC contracts with Chirotech America, Inc. (CTA) for chiropractic care services and
Madison Family Dental Associates (MFDA) for dental services. Under the agreements, CTA and
MFDA receive a monthly capitation fee as compensation for services provided.

As of October 2011, PPIC’s service area was comprised of the following counties:
Columbia, Dane, Dodge, Grant, Green, lowa, Jefferson, Juneau, LaFayette, Marquette, Richland,
Rock, Sauk and Vernon.

PPIC offers comprehensive health care coverage which may be changed by riders to
include deductibles and copayments. The following basic health care coverages are provided:

Professional services

Inpatient services

Outpatient services

Behavioral health, drug, and alcohol abuse services
Ambulance services

Oral surgery

Prosthetic devices and durable medical equipment
Well-child services

Home health care

Preventive health services

Infertility

Hearing exams and hearing aids

Diabetes treatment

Prescription drugs

Routine eye examinations

Skilled nursing home services

Cardiac rehabilitation, physical, speech, and/or occupational therapy



e Health education

e Certain transplants

e Chiropractic services
Emergency services have a copayment which is waived upon admission into an inpatient facility.
Skilled nursing care is limited to 100 days and home health care to 100 visits. Benefit coverage
on HMO policies is contingent on nonemergency services being provided by a participating
physician and hospital or on the referral of participating physicians. PPIC also has various
copayment plans in which specified preventive and outpatient services have a copayment ranging
from $10 to $70. Some plans have a coinsurance amount ranging from 10% to 50%. There is a
maximum out-of-pocket amount ranging from $250 to $10,000 for individuals and $500 to
$20,000 for families. Members are required to choose a primary care physician from the listing of
participating physicians available.

The company also has point-of-service products offered in conjunction with their
HMO product that 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 the HMO network for higher deductibles and coinsurance levels.
Non-emergency out-of-network services that require precertification include:

Coverage Without
Precertification Requirement Precertification

Inpatient care and services including: 50% benefit reduction
hospital care, hospice care and skilled

nursing confinements (facility and

professional charges).

Home and home health care 50% benefit reduction
Cochlear Implants No benefit
Behavioral health and/or alcohol or drug No benefit

abuse services (participating providers)

Durable medical equipment and No benefit
prosthetics which exceeds $5,000 in cost

All transplants No benefit
PPIC currently markets to both groups and individuals. PPIC uses internal sales

staff, as well as outside agencies. Nongroup and groups in the range of 2-100 employees are



sold primarily through agents. Agents are paid commissions on new and renewal business on a

per capita basis according to the following schedule:

New Group Renewal
Number in Group Commission Commission
Individual $20.05 $20.05
2-9 22.50 15.25
10-49 245.00 then 27.50 180.00 then 20.50
50-74 1,345.00 then 10.00 1,000.00 then 8.00
75-125 1,595.00 then 5.75 1,200.00 then 5.00
126 - 500 1,888.25 then 3.50 1,455.00 then 3.25
500+ Negotiated Negotiated

PPIC uses an actuarially sound base as a beginning point in premium determination.
This rate is adjusted to reflect the age, gender, geographic, and coverage characteristics for new
groups. For renewals, experience is reviewed for large groups with “ongoing group conditions”
being considered for small groups (2-50 employees). The base rate is adjusted annually for
trending factors. A large group manual rate may be adjusted by the Underwriting Department

based on other risk evaluation factors (for example, claims experience and health status).



[l. MANAGEMENT AND CONTROL

Board of Directors

The board of directors consists of seven members. Meriter Health Services, Inc.,

nominates four directors, Physicians Plus Investment Group, LLP, nominates two directors and

MHS and PPIG jointly nominate one director. Directors are elected annually at the shareholders’

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

directors in the holding company group. Eligible board members currently receive $150 per

meeting attended for serving on the board unless a separate agreement has been entered into.

The board chair, if eligible, receives $2,000 per month. Board members who are employees of

Meriter Health Services, Inc., or its subsidiaries are not eligible for compensation. Executive

committee members receive $150 per meeting attended, and the finance and audit committee

chair receives $150 per meeting attended.

Currently the board of directors consists of the following persons:

Name and Residence Principal Occupation

Ashley Anderson, MD Physician/Surgeon

Madison, WI UW Health

Laurence Rothstein, MD Physician/Anesthesiologist

Verona, WI Madison Anesthesia Consultants

Virginia Graves Principal

Madison, WI The Management Group

Linda Hoff Vice President-Finance & Chief Financial Officer
Mt. Horeb, WI Meriter Health Services, Inc.

Geoffrey R. Priest, MD Senior Vice President for Medical Affairs

Madison, WI Meriter Hospital

James Woodward President & Chief Executive Officer

Verona, WI Meriter Health Services, Inc.

Paul A. Zucarelli Principal

Marana, AZ Gordon Zucarelli & Handley Business Services, Inc.

Term Expires

2010

2010

2011

2011

2011

2011

2011



Officers of the Company
The officers appointed by the board of directors and serving at the time of this

examination are as follows:

Name Office 2010 Salary
Linda Hoff President $ o*
Michael Mohoney Chief Executive Officer 388,917
Dawn Witek Vice President — Finance 182,968
Theresa Lowe Vice President — Operations 199,163
Scott Kowalski Vice President & Chief Sales/Marketing Officer 254,949**

* The President’s salary is paid by Meriter Health Services, Inc. The above information
represents the portion of the President’s salary allocated to the company.
** Scott Kowalski left the company in 2011.
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 Finance Committee

Ashley Anderson, Chair Linda Hoff, Chair

James Woodward Geoffrey Priest, MD

Linda Hoff David Ringdahl, MD

Larry Rothstein, MD Kok-Peng Yu, MD
Dawn Witek

Audit Committee Mike Mohoney

Virginia Graves, Chair Terri Lowe

Geoffrey Priest, MD Larry Kay, MD

Linda Hoff

Mike Mohoney Quality and Utilization Mgmt Committee

Dawn Witek Larry Kay, MD

Bill Schellpfeffer Robert Turngren, MD
Geoffrey Priest, MD

Credentialing Committee Gail Allen, MD

Gail Allen, MD Doug Kramer, MD

Larry Kay, MD Brad Manning, MD

Carl Weston, MD Derek Clevidence, MD

Geoffrey Priest, MD James Bencivenga, MD

Terri Michel, CNP Kather Werner, RN

Cynthia Pickney, DO Mary Howick, MSW

Mary Howick, LPC Mike Mohoney

Mary D Strasser Deborah Wubben, MD

Sarah Linda Marcia Hladilek

Leah Manke Sonja Petermann, RN

Jon Norenberg Bill Reay, PharmD



Physicians Plus employs a staff of approximately 130 individuals. In addition, the
company has the following agreements:

1. Administrative Services Agreement with Dell Perot Systems — Effective June 30, 2003, the
company entered into an agreement with Dell Perot Systems. Under this agreement, Dell
Perot provides services and functions related to group and premium administration, claims
administration, and configuration associated with receiving and processing group information,
membership, provider, premium, and claims. The agreement will automatically renew for a
two-year period at the end of the initial term and each term thereafter unless either party
provides written notice six months prior to the expiration of the term. PPIC is charged a fixed
fee for services for members less than or equal to 120,000 on the 15" day of each month and
a fixed per-member per-month fee for members greater than 120,000.

2. Management Services Agreement with Argus Health Systems — Effective January 1, 2000,
the company entered into an agreement with Argus Health Systems, Inc. (Argus) for the
administration of drug claims. Services provided by Argus include:

Receipt, processing, and adjudication of all drug claims

Preparation of checks

Submission of checks for verification

Issuance of checks upon approval

Assistance with rebate preparation and administration

Compensation to Argus consists of a specified amount per claim processed, varying by the

volume of claims per month. The fee schedule outlines additional charges which are incurred

for other specified services.

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.

10



IV. AFFILIATED COMPANIES
The company is a member of a holding company system with Meriter Health
Services, Inc., being the ultimate parent. The organizational chart below depicts the relationships
among major affiliates of the company. A brief description of significant affiliates of the company
follows the organizational chart.

Holding Company Chart
As of December 31, 2010

Meriter Health Physicians Plus
Services, Inc. Investment
Group, LLP
I
67% 33%
I I
Meriter Meriter Meriter Hospital, Physicians Plus
Management Foundation, Inc. Inc. Insurance
Services, Inc. Corporation
Meriter Health Meriter Medical Shared Magnetic
Enterprises, Group, Inc. Resonance Imaging
Inc.! (100% Interest) Facility, Inc.?
(50% Interest)
Wisconsin Madison
Dialysis, Inc. Surgery Center,
(45% Interest) Inc.
(33% Interest)
Madison Madison United
Environmental Healthcare
Resourcing, Inc. Linen, Ltd.
(36% Interest) (20% Interest)
Center for
Nursing
Excellence, Inc.
(33% Interest)

! d/b/a Meriter Laboratories and Meriter Home Health
2 d/bla Turville Bay MRI and Southern Wisconsin Radiotherapy Center

11



Meriter Health Services, Inc.

Meriter Health Services, Inc., is a nonstock, not-for-profit organization that serves as
a parent corporation for the holding company group and supports its subsidiary corporations.
MHS and its subsidiaries provide health-related services to residents of Dane County and
southern Wisconsin from multiple facilities located in the greater Madison, Wisconsin, area.

As of December 31, 2010, MHS's consolidated audited financial statement reported
assets of $657 million, liabilities of $289 million, and net assets including minority interest of
$368 million. Operations for 2010 produced an increase in excess of unrestricted revenues,
gains and other support over expenses of $35 million on revenues of $725 million.

Meriter Management Services, Inc.

Meriter Management Services, Inc. (MMS) is a for-profit stock corporation that
provides centralized management services to the holding company group. Effective January 1,
2010, PPIC entered into a management consulting services agreement with MMS, where MMS
will provide consulting to PPIC for the development, management and achievement of strategic
initiatives. PPIC pays for services provided on a monthly basis. The agreement is continuous but
may be terminated at the end of any calendar quarter upon 60 days’ written notice.

Meriter Health Enterprises, Inc.

Meriter Health Enterprises, Inc. (MHE) provides a variety of health care related
services including operating a medical laboratory and home health agency. The company has
entered into an agreement with each division of MHE for the purpose of setting forth the terms
and conditions under which MHE will provide medical services to members covered by PPIC.
The divisions of MHE are doing business as Meriter Laboratories and Meriter Home Health.
Meriter Hospital, Inc.

Meriter Hospital, Inc., is a nonstock, not-for-profit acute care general hospital with
448 licensed beds. The company has entered into a provider agreement with Meriter as

discussed in the “History and Plan of Operation” section of the examination report.
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Meriter Medical Group, Inc.

Meriter Medical Group, Inc. (MMG), supports certain employed physicians and
physician clinics. The company has entered into a medical services agreement with Meriter on
behalf of MMG for the purpose of setting forth the terms and conditions under which MMG will
provide medical services to members covered by PPIC.

Madison Surgery Center, Inc.

Madison Surgery Center, Inc. (MSC) was formed in 1996 to operate an ambulatory
surgery center. Meriter, UWMF and University of Wisconsin Hospitals and Clinics Authority are
equal members of MSC. The company has entered into a provider services agreement with MSC
for the purpose of setting forth the terms and conditions under which MSC will provide covered
services to members covered by PPIC.

Shared Magnetic Resonance Imaging Facility, Inc.

Shared Magnetic Resonance Imaging Facility, Inc. (SMRIF) is a not-for-profit
corporation providing magnetic resonance imaging and radiation therapy services to residents of
Madison and surrounding communities. Meriter and St. Mary’s Hospital Medical Center are equal
members of SMRIF. SMRIF also does business as Turville Bay MRI and Southern Wisconsin
Radiotherapy Center. The company has entered into a provider agreement with SMRIF for the
purpose of setting forth the terms and conditions under which SMRIF will provide medical
services to members covered by PPIC.

Physicians Plus Investment Group, LLP

Physicians Plus Investment Group, LLP, is a partnership, established on
September 1, 1986, to purchase and own PPIC common stock. The majority of PPIG members
are practicing physicians of UWMF. Management and conduct of partnership business is vested
in an executive committee.

Other Affiliated Agreements

Effective December 15, 2000, the company entered into an agreement with its

shareholders. Shareholders agreed on certain terms regarding ownership, transfers of shares

including restrictions on transfers, right of first refusal, involuntary transfers, merger transactions

13



and permitted transfers, number of directors, nomination procedures, and elections of
directors. The agreement may not be terminated, modified or amended unless consent is

obtained from 100% of shareholders.

14



V. REINSURANCE

The company has reinsurance coverage under the agreement outlined below:

Reinsurer: HM Life Insurance Company

Type: Specific Excess of Loss Reinsurance

Effective date: October 1, 2010

Retention: $250,000 Commercial; $200,000 Medicaid

Coverage: 90% excess up to $1,000,000 per member per year and $2,000,000 per

member per lifetime

Premium: $1.55 per member per month for Commercial
$0.52 per member per month for Medicaid

Termination: The agreement is for one year, but may be terminated for nonpayment,
merger or acquisition, Office of the Commissioner of Insurance (OCI) order,
liquidation, receivership, loss of 50% or more of members, or insolvency

The reinsurance policy has the following endorsements to protect members in the
case of insolvency:

1. HM Life Insurance Company will continue plan benefits for members who are confined in

an acute-care hospital on the date of insolvency until their discharge, a replacement of
coverage by other policy or plan, or 365 days from company’s insolvency.

2. HM Life Insurance Company will continue plan benefits for any member insured plan until

the end of the agreement period for which premiums have been paid to plan by that

member or on his behalf.

3. HM Life Insurance Company offers the above insolvency provisions to an aggregate
maximum of $5,000,000.

HM Life Insurance Company does not offer each member the right to convert
without evidence of insurability to other coverage ordinarily being offered by the reinsurer.
HM Life Insurance offers members moving out of area the right to conversion without evidence

of insurability to other coverage.

15



VI. FINANCIAL DATA
The following financial statements reflect the financial condition of the company as
reported in the December 31, 2010, annual statement to the Commissioner of Insurance. Also
included in this section are schedules that reflect the growth of the company for the period under

examination.
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Physicians Plus Insurance Corporation

Assets

As of December 31, 2010

Bonds

Stocks:
Preferred stocks
Common stocks

Cash, cash equivalents and short-term investments

Other invested assets

Investment income due and accrued

Uncollected premiums and agents' balances in the
course of collection

Amounts recoverable from reinsurers

Current federal and foreign income tax recoverable
and interest thereon

Net deferred tax asset

Electronic data processing equipment and software

Furniture and equipment, including health care
delivery assets

Receivables from parent, subsidiaries and affiliates

Health care and other amounts receivable

Aggregate write-ins for other than invested assets

Total Assets

Physicians Plus Insurance Corporation

Nonadmitted

Net Admitted

Liabilities and Net Worth
As of December 31, 2010

Claims unpaid

Accrued medical incentive pool and bonus payments
Unpaid claims adjustment expenses

Premiums received in advance

General expenses due or accrued

Remittance and items not allocated

Amounts due to parent, subsidiaries and affiliates
Total liabilities

Common capital stock

Gross paid in and contributed surplus
Unassigned funds (surplus)

Total capital and surplus

Total Liabilities, Capital and Surplus

17

Assets Assets Assets

$51,700,064 $ $51,700,064
14,325 14,325
10,653,090 10,653,090
10,208,581 10,208,581
208,646 208,646 0
522,839 522,839
1,786,559 1,786,559
79,785 79,785
980,399 980,399
1,661,893 221,400 1,440,493
249,925 12,042 237,833
565,827 565,827 0
2,003,261 81,706 1,921,555
9,979,252 9,979,252
2,121,330 2,121,330 0
$92,735,776 $3,210,952 $89,524,824
$20,334,331
648,000
450,666
8,349,513
5,505,434
5,626,642
964,354
41,878,941

$ 2,145,000

10,492,742

35,008,141
47,645,884
$89,524,825



Physicians Plus Insurance Corporation
Statement of Revenue and Expenses
For the Year 2010

Net premium income $431,019,589
Aggregate write-ins for other health care related revenues 791,499
Total revenues 431,811,088
Medical and hospital:

Hospital/medical benefits $339,961,979

Other professional services 7,204,255

Emergency room and out-of-area 11,254,408

Prescription drugs 39,251,497

Aggregate write-ins for other medical and hospital 6,112,835

Incentive pool and withhold adjustments 967,794

Subtotal 404,752,767
Less

Net reinsurance recoveries 1,619,556
Total medical and hospital 403,133,211
Claims adjustment expenses 6,022,849
General administrative expenses 26,004,668
Total underwriting deductions 435,160,728
Net underwriting gain or (loss) (3,349,641)
Net investment income earned 1,642,634
Net realized capital gains or (losses) 1,589,067
Net investment gains or (losses) 3,231,701
Aggregate write-ins for other income or expenses 285,133
Net income or (loss) before federal income taxes 167,193
Federal and foreign income taxes incurred (241,987)
Net Income (Loss) $ 409,180

Physicians Plus Insurance Corporation
Capital and Surplus Account
As of December 31, 2010

Capital and surplus prior reporting year $ 46,383,737
Net income or (loss) $ 409,180
Net unrealized capital gains and losses (280,388)
Change in net deferred income tax 821,028
Change in nonadmitted assets 312,328
Net change in capital and surplus 1,262,148
Capital and Surplus End of Reporting Year $ 47,645,885

18



Physicians Plus Insurance Corporation
Statement of Cash Flows
As of December 31, 2010

Premiums collected net of reinsurance
Net investment income
Miscellaneous income
Total
Less:
Benefit- and loss-related payments
Commissions, expenses paid and aggregate
write-ins for deductions
Federal and foreign income taxes paid
(recovered)
Total
Net cash from operations
Proceeds from investments sold, matured or repaid:
Bonds
Stocks
Net gains (losses) on cash, cash equivalents, and
short- term investments
Miscellaneous proceeds
Total investment proceeds
Cost of investments acquired - long-term only:
Bonds
Stocks
Total investments acquired
Net cash from investments
Cash provided/applied:
Surplus notes, capital notes
Capital and paid-in surplus, less treasury stock
Borrowed funds received
Net deposits on deposit-type contracts and other
insurance liabilities
Dividends to stockholders
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

19

$403,017,052

31,068,830
167,829
$16,265,840
10,198,429
407
1
26,464,676
36,417,138
8,291,626
44,708,764
250,000
3,456,924

$433,667,864
1,700,367

714,124

436,082,355

434,253,711
1,828,644

(18,244,088)

3,206,924
(13,208,520)

23417,101

$ 10,208,581



Growth of Physicians Plus Insurance Corporation

Year

2010
2009
2008
2007
2006

Medical
Capital and Premium Expenses Net
Assets Liabilities Surplus Earned Incurred Income
$89,524,824 $41,878,941 $47,645,883 $431,019,589 $403,133,211 $ 409,180
80,986,430 34,602,695 46,383,735 393,469,378 362,378,546 3,174,125
74,003,699 33,213,299 40,790,400 363,480,280 329,271,928 2,606,259
72,038,646 31,595,717 40,442,929 348,066,145 318,399,866 2,915,655
64,280,584 24,317,486 39,963,098 295,820,051 266,300,898 4,084,473
Medical Administrative Change
Profit Expense Expense in
Year Margin Ratio Ratio Enrollment
2010 (0.1)% 93.4% 7.4% 5.5%
2009 1.2 91.9 7.3 5.0
2008 1.4 90.4 8.1 (1.2)
2007 1.3 91.0 8.5 6.2
2006 1.2 90.0 9.4 4.5
Enrollment and Utilization
Average
Hospital Length
Year Enrollment Days/1,000 of Stay
2010 111,336 299.98 4.15
2009 105,772 507.87 6.74
2008 100,756 323.94 4.44
2007 101,948 322.52 4.84
2006 96,029 266.72 4.46
Per Member Per Month Information
Percentage
2010 2009 Change
Premiums:
Commercial $337.13 $324.85 3.8%
Medicare 185.14 178.09 4.0
Medicaid 184.50 210.33 (12.3)
Expenses:
Hospital/medical benefits 256.01 244.83 4.6
Other professional services 5.43 5.80 (6.4)
Emergency room and out-of-area 8.48 8.10 4.7
Prescription drugs 29.56 29.06 1.7
Other medical and hospital 4.60 4.30 7.0
Incentive pool and withhold adjustments 0.73 0.91 (20.1)
Less: Net reinsurance recoveries (1.22) (0.59) 107.0
Total medical and hospital 303.58 292.41 3.8
Claims adjustment expenses 454 4.21 7.8
General administrative expenses 19.58 18.97 3.2
Total Underwriting Deductions $327.70 $315.58 3.8
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The company has reported favorable results over the four-year examination period
presented above. Assets have increased 39.3% to $89.5 million, while capital and surplus has
increased 19.2% to $47.6 million. Premiums earned have increased 45.7% to $431.0 million,
while enrollment has increased by 15.9% to 111,336 members. Although the company
experienced an underwriting loss of $3.3 million in 2010, it has shown a net income in each of the
four years under examination, with a reported net income of $409,180 in 2010. The company’s
administrative expense ratio has decreased significantly over the examination period, while the
medical expense ratio has increased over the examination period. The company experienced an
increase in hospital days incurred in 2009, which accounts for the average length of stay of
6.74 days in 2009. Hospital days incurred in 2010 were at a level consistent with 2006-2008.
Reconciliation of Capital and Surplus per Examination

The examination made no adjustments to capital and surplus as reported at

December 31, 2010. In addition, there were no examination reclassifications.
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VIl. SUMMARY OF EXAMINATION RESULTS

Compliance with Prior Examination Report Recommendations

There were 24 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.

Management and Control—It is recommended that the company designate three separate
individuals who hold principal offices of the corporation, in accordance with s. 611.12 (3),
Wis. Stat., to sign the jurat page of the quarterly and annual statements as required by the
Health Maintenance Organization Insurer Annual Statement Packet pursuant to

s. Ins 50.20, Wis. Adm. Code.

Action—Compliance.

Management and Control—It is recommended that the company file any amendments to its
bylaws with the commissioner within 60 days after adoption according to s. 611.12 (4), Wis.
Stat.

Action—Compliance.

Management and Control—It is recommended that the company file biographical affidavits
for all directors and officers in accordance with s. Ins 6.52, Wis. Adm. Code.

Action—Compliance.

Affiliated Transactions—It is recommended that the company file affiliated agreements for
non-disapproval in the timeframe permitted by s. Ins 40.04, Wis. Adm. Code, and report
affiliated agreements on the holding company registration statement in accordance with
s. Ins 40.03, Wis. Adm. Code.

Action—Compliance.

Affiliated Transactions—It is recommended the company report affiliates on Schedule Y,
Part 1, in accordance with NAIC Annual Statement Instructions — Health and on the holding
company registration statement form B and C in accordance with s. Ins 40.03, Wis. Adm.
Code.

Action—Compliance.

Affiliated Transactions—It is recommended the company complete Schedule Y, Part 2, of
the annual statement in accordance with the NAIC Annual Statement Instructions — Health.

Action—Compliance.

Affiliated Transactions—It is recommended that the company properly disclose affiliated
transactions in the notes to financial statements in accordance with the NAIC Annual
Statement Instructions — Health.

Action—Compliance.

Insolvency Protection for Policyholders—It is recommended that the company either
arrange for a third party to provide the alternative coverage required by s. Ins 9.04 (6), Wis.
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10.

11.

12.

13.

14.

15.

16.

17.

18.

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

Action—Compliance.

Other Invested Assets—It is recommended that the company report investments in limited
liability companies in accordance with SSAP No. 48.

Action—Compliance.

Reinsurance—It is again recommended the company correctly report amounts ceded under
reinsurance agreements on Schedule S.

Action—Compliance.

EDP Equipment and Software—It is recommended that the company depreciate computer
equipment for no longer than three years in accordance with SSAP No. 16, paragraph 3.

Action—Compliance.

EDP Equipment and Software—It is further recommended that the company nonadmit all
nonoperating system software in accordance with SSAP No. 16, paragraph 2.

Action—Compliance.

Affiliated Balances—It is recommended that the company nonadmit affiliated receivables in
accordance with s. Ins 9.10, Wis. Adm. Code.

Action—Compliance.

Affiliated Balances—It is recommended the company properly report affiliated transactions
in accordance with the NAIC Annual Statement Instructions — Health.

Action—Compliance.

Health Care and Other Amounts Receivable—It is recommended that the company break
out the health care receivables from other receivables in accordance with the NAIC Annual
Statement Instructions — Health.

Action—Compliance.

Health Care and Other Amounts Receivable—It is recommended that the company
properly disclose information related to health care receivables in the Notes to Financial
Statements in accordance with the NAIC Annual Statement Instructions — Health.

Action—Compliance.

Claims—It is again recommended that the company complete the Underwriting and
Investment Exhibit, Part 2B, using actual paid claim data.

Action—Compliance.

Claims—It is recommended that the company report all unpaid claim and capitation
liabilities in accordance with SSAP No. 55, paragraph 7.

Action—Compliance.
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19.

20.

21,

22.

23.

24,

General Expenses Due or Accrued—It is recommended that the company report a liability
for HIRSP assessments and charge it to expense in the year the premiums were written
using management's best estimate to determine the amount of this liability in accordance
with SSAP No. 5.

Action—Compliance.

General Expenses Due or Accrued—It is recommended that the company expense the
effects of scheduled rent increases on a straight-line basis over the lease term in
accordance with SSAP No. 22 on a going-forward basis.

Action—Compliance.

General Expenses Due or Accrued—It is recommended that the company record an
accrual for expenses incurred in the reporting year but not paid in accordance with SSAP
No. 5.

Action—Compliance.

Remittances and Items not Allocated—It is recommended that the company report
remittances and items not allocated in accordance with SSAP No. 67 (9).

Action—Compliance.

Agent Appointments—It is recommended that the insurer report to the commissioner all
appointments and terminations of insurance agents in compliance with s. 628.11, Wis. Stat.

Action—Compliance.

Agent Appointments—It is further recommended that the insurer not allow unlicensed
and/or unlisted agents to solicit, negotiate, place insurance or advise other persons about
insurance needs and coverages on behalf of the insurer in order to comply with s. 628.03
(1), Wis. Stat., and s. Ins 6.57 (5), Wis. Adm. Code.

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.
Cancelled Policies

During the review of cancelled and terminated policies, the examiners found multiple
policies that were listed as active and past due. A further review of these policies showed that
they were actually terminated but had not been terminated in the company’s system. By not
terminating overdue policies in a timely manner, the company is exposing itself to additional risk
exposure. Itis recommended that the company cancel or terminate policies in a timely manner to
avoid additional risk exposure.
Health Care and Other Receivables

During the examination review of health care and other receivables, the examiners
noted that the company was including state income tax receivable of $205,042 as an “other
receivable” in the health care and other receivables balance. This should be included as a write-

in for other than invested assets, in accordance with the NAIC Annual Statement Instructions —

Health. It is recommended that the company properly report state income tax receivable as a

write-in for other than invested assets, in accordance with the NAIC Annual Statement

Instructions — Health.

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

25



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.

The company's calculation as of December 31, 2010, as modified for examination

adjustments is as follows:

Assets $ 89,524,824
Less:

Special deposit 3,980,393

Liabilities 41,878,942
Assets available to satisfy surplus requirements $43,665,489
Net premium earned 431,019,589
Compulsory factor 3%
Compulsory surplus 12,930,588
Compulsory Surplus Excess/(Deficit) $30,734,901
Assets available to satisfy surplus requirements $43,665,489
Compulsory surplus $ 12,930,588
Security factor 128%
Security surplus 16,551,153
Security Surplus Excess/(Deficit) $27,114,336

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
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The company has satisfied this requirement for 2010 with a deposit of $4.4 million with the State

Treasurer.
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VIIl. CONCLUSION

Physicians Plus Insurance Corporation is a for-profit network model health
maintenance organization (HMO) insurer. Under the network model, the company provides care
through agreements with two or more clinics. HMOs compete with traditional fee-for-service
health care delivery. The company’s primary provider agreements are with Meriter Health
Services, Inc., and the University of Wisconsin Medical Foundation.

The company was incorporated August 6, 1986, and commenced business
October 3, 1986. Meriter Health Services, Inc., owns two-thirds of PPIC, and Physicians Plus
Investment Group, LLP, owns the remaining one-third.

PPIC was in compliance with all 24 of the prior examination recommendations. The
current examination resulted in 2 recommendations and did not make any reclassification of
account balances or adjustments to surplus as reported by the company in its year-end 2010
statutory financial statements. The examination determined that, as of December 31, 2010, the
company had admitted assets of $89,524,824, liabilities of $41,878,941, and policyholders'

surplus of $47,645,883.
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IX. SUMMARY OF COMMENTS AND RECOMMENDATIONS

1. Page 25 - Cancelled Policies—It is recommended that the company cancel or terminate
policies in a timely manner to avoid additional risk exposure.

2. Page 25 - Health Care and Other Receivables—It is recommended that the company
properly report state income tax receivable as a write-in for other than
invested assets, in accordance with the NAIC Annual Statement Instructions
— Health.
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