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125 South Webster Street  P.O. Box 7873
Madison, Wisconsin 53707-7873

Phone: (608) 266-3585  Fax: (608) 266-9935 
E-Mail: ociinformation@wisconsin.gov 

Web Address: oci.wi.gov

Scott Walker, Governor 
Theodore K. Nickel, Commissioner 
 
Wisconsin.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: 

SECURITY HEALTH PLAN OF WISCONSIN, INC. 
Marshfield, Wisconsin 

 
and this report is respectfully submitted. 

 

I.  INTRODUCTION 

 The previous examination of Security Health Plan of Wisconsin, Inc. (Security, SHP, 

the Plan, or the company) was conducted in 2010 as of December 31, 2009.  The current 

examination covered the intervening period ending December 31, 2014, and included a review of 

such 2015 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 financial condition, either currently 

or prospectively), and evaluate system controls and procedures used to mitigate those risks. 

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

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

management and evaluating management’s compliance with statutory accounting principles, 
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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. 
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II.  HISTORY AND PLAN OF OPERATION 

 The Security Health Plan of Wisconsin, Inc., is described as a nonprofit 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 or 193, 

611, 613, or 614 or issued a certificate of authority under ch. 618 that makes available to its 

enrollees, in consideration for predetermined periodic fixed payments, comprehensive health care 

services performed by providers participating in the plan."  Under the mixed model, the company 

has a delivery system consisting of a combination of staff physicians and/or one or more clinics 

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

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

 The company was incorporated under the provisions of ch. 613, Wis. Stat., as a 

nonstock service insurance corporation on April 25, 1986, and commenced business on 

September 3, 1986.  The company’s sole corporate member is Marshfield Clinic Health System, 

Inc. (MCHS).  Security is a tax-exempt organization as described in s. 501(c) (4) of the Internal 

Revenue Code. 

 Security has over 8,000 affiliated providers, including ancillary providers, of which 

there were 2,973 specialists, 1,369 primary care physicians, and 569 non-physician providers as 

of September 28, 2015.  Contracts with hospitals and affiliated providers include hold-harmless 

provisions for the protection of policyholders.  Referrals outside of the network require prior 

approval of the Security Chief Medical Officer or designee. 

 In some products, upon becoming enrolled, every member is encouraged to select a 

primary care physician.  Participating primary care physicians may be from general practice, 

family practice, family medicine, geriatric medicine, general internal medicine, 

obstetrics/gynecology, and pediatrics.  These physicians agree to provide high-quality, cost-

effective medical care to members 24 hours a day, 7 days a week. 

 Security contracts with the Marshfield Clinic, Inc. (Marshfield Clinic, Clinic or MC) for 

the provision of health care services to Security enrollees within the MCHS system.  The Clinic is 

paid a per-member/per-month capitation.  The Clinic is at risk for capitation shortfalls, if any.  The 
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contract became effective on January 1, 1996, and has a term of one year for each year 

thereafter.  The contract automatically renews for a one-year term unless either party gives notice 

to the other party to terminate 60 days prior to the end of a contract year.  In addition, either party, 

upon 30 days’ advance written notice at any time, may terminate the contract for cause.  

Physician services rendered by affiliated providers are paid based on discounted fee-for-service 

rates, which are subject to Security fee maximums. 

 With respect to Medicare Select, providers accept assignment for Medicare Part B 

services.  Security pays a discounted rate on charges for Security-covered services not covered 

by Medicare and the balance of the charge up to the Medicare-approved amount for any 

Medicare deductibles or coinsurance.  In accordance with the contract’s hold-harmless provision 

and Wisconsin law, affiliated providers may not seek compensation from participants for covered 

services but must look exclusively to Security for payment.  An agreement to abide by this 

provision is mandatory for all affiliated providers and opting out of this requirement constitutes 

good cause for termination. 

 Security contracts with RxEDO, Inc., to provide a pharmacy network, adjudication of 

pharmacy claims and implementation of the Security formulary.  Security pays the pharmacies for 

the covered prescriptions and supplies dispensed to participants. 

 Security contracts with Allied Health of Wisconsin, S.C., to provide chiropractic 

services.  Security pays a per-member/per-month capitation to Allied Health of Wisconsin, S.C. 

 Security contracts with 70 hospitals to provide inpatient services.  Hospitals are 

reimbursed for commercial and SAS members on a discounted fee-for-service basis, Advocare 

members per Medicare’s fee schedule and Medicaid per the Medicaid fee schedule.  A list of 

contracting hospitals and a list of hospitals with referring privileges is included in Appendix I of 

this report. 

 Effective December 1, 1996, Security contracted with the Department of Health 

Services (DHS) of the State of Wisconsin to participate in the Medicaid HMO program.  The 

program expanded in 2000 to include the BadgerCare population.  In 2008, DHS merged family 

Medicaid with BadgerCare to create BadgerCare Plus.  Security maintains the BadgerCare Plus 
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program as a separate HMO or product line with about the same service area footprint as their 

Qualified Health Plan (QHP) now occupies.  Security has contracted with the Clinic and affiliated 

providers on a fee-for-service rate based on the State of Wisconsin Medicaid fee-for-service rate.  

Hospitals are paid based on Diagnostic Related Groupings (DRGs) for inpatient care and Fee-

For-Service Enhanced Ambulatory Patient Grouping (EAPG) rates for outpatient.  The Security 

BadgerCare Plus program does not include chiropractic or dental services. 

 In 2001 Security signed a contract with the Centers for Medicaid and Medicare 

Services (CMS) to provide a Medicare+Choice product (M+C), now called Medicare Advantage, 

in a 28-county service area.  The product was marketed for enrollees beginning coverage on 

January 1, 2002.  The product is marketed through employed representatives and independent 

agents and features coordinated care, benefits in excess of Medicare, and a flat monthly 

premium, regardless of age.  This product is monitored by CMS through monthly reports, routine 

site visits, and member feedback.  On January 1, 2006, Security also offered coverage under 

Part D of Medicare as an additional drug benefit available to its Advocare members for an 

additional premium.  The product has now been expanded into 41 counties of the state as of 

January 2015. 

 Security also has a product named Security Administrative Services (SAS) to serve 

as a Third-Party Administrator (TPA) for customers desiring to self-fund their health insurance 

risk.  The product features administration, coupled with Security’s medical management 

expertise.  Stop-loss coverage for TPA business is provided by insurers licensed to do business 

in the state of Wisconsin. 
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 Security offers comprehensive health care coverage through various plans to groups 

and individuals.  Although covered benefits are generally consistent among groups, Security is 

capable of designing benefit plans to meet the specific requests of employers.  Individual policies 

come with a variety of benefit options, including a Medicare Supplement program.  The following 

basic health care coverage is generally provided: 

 Physician services Prosthetics/durable medical equipment 
 Hospital services Mental health and alcohol chemical dependency 
 X-ray and laboratory services Skilled nursing home 
 Diabetic services Maternity (except on individual products) 
 Home health care Emergency services 
 Kidney disease treatment Prescription drug co-payment/catastrophic 
 Chiropractic care Ambulatory surgery 
 Hospice Hearing and eye exams 
 Certain transplants Some dental services 
 
 Security offers a wide variety of product cost-sharing designs associated with these 

benefits, including Health Savings Account eligible plans. 

 Generally, health plan coverage is contingent on non-emergency services being 

provided by affiliated physicians and hospitals or on the authorization of a Security medical 

director or designee.  In addition to an HMO network option, Security offers Point of Service 

(POS) and indemnity plans that give enrollees out-of-network coverage for covered benefits. 

 Security’s service area for Individual and Family Plans is comprised of the following 

32 counties: 

Adams Clark Jackson Oneida Shawano Waushara 
Ashland Douglas Juneau Pepin Taylor Wood 
Barron Dunn  Langlade Portage Trempealeau  
Bayfield Eau Claire Lincoln Price Vilas  
Burnett Forest Marathon Rusk Washburn  
Chippewa Iron Monroe Sawyer  Waupaca  
 
 Security’s service area for Group Plans is comprised of the following 32 counties: 

Adams Clark Jackson Oneida Shawano Waushara 
Ashland Douglas Juneau Pepin Taylor Wood 
Barron Dunn  Langlade Portage Trempealeau  
Bayfield Eau Claire Lincoln Price Vilas  
Burnett Forest Marathon Rusk Washburn  
Chippewa Iron Monroe Sawyer  Waupaca  
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 Security offers Medicare Supplement in all counties in Wisconsin and the company 

offers Medicare Advantage Plans in the following 41 counties: 

Adams Columbia Iowa Marathon Richland Vilas 
Ashland Dane Iron Marquette Rusk Washburn 
Barron Douglas Jackson Monroe* Sauk Waukesha 
Bayfield Dunn  Jefferson Oneida Sawyer  Waupaca 
Burnett Eau Claire Juneau Pepin Shawano* Waushara 
Chippewa Forest Langlade Portage Taylor Wood 
Clark Green Lincoln Price Trempealeau*  
 
 Security’s service area for BadgerCare Plus is comprised of the following 32 counties: 

Adams Clark Jackson Oneida Shawano* Waushara 
Ashland Douglas Juneau Pepin Taylor Wood 
Barron Dunn* Langlade Portage Trempealeau*  
Bayfield Eau Claire Lincoln Price Vilas  
Burnett Forest Marathon Rusk Washburn  
Chippewa Iron Monroe* Sawyer  Waupaca  
 
* Limited availability within county. 
 
 Security currently markets to employer groups and individuals.  Business is solicited 

through in-house sales consultants and independent sales agents.  For some group policies, 

independent agents are paid commission on a sliding scale based on the number of contracts.  

The in-house sales consultants are paid base salaries plus incentives. 

 Premium is actuarially determined to obtain sufficient revenue to cover anticipated 

net incurred claims for the contract period plus allocated administrative expenses and a 

contribution of 2% of premium to contingency reserves.  For Individual (non-Medicare) and Small 

Group, rates are developed using the criteria set by the Affordable Care Act (age, geography, 

family size, medical trend and smoking status).  Rates are filed annually for each of these 

products.  Small Group rates are increased quarterly to account for increased medical trend for 

groups coming on after January 1. 

 Security also maintains two pools of products that supplement Medicare.  Both a 

Medicare Supplement and Medicare Select product are offered by the Plan.  Initial rates are 

determined by age, sex and geography and renewal rates also include a factor for the overall 

health of the pool and general Medicare medical cost trend along with the previously mentioned 

factors.  Both products are medically underwritten on a pass/fail basis.  The product is 

guaranteed renewable for the life of the product or until the member cancels their policy. 
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 For Large Group business, distinctions are made for the age, gender and average 

family size makeup of a group.  Further adjustment is made for the group’s location and benefits.  A 

pooling charge for high-cost claims is also applied.  For Large Group renewal business, where 

information is available, the rate determination incorporates up to 24 months of the group’s actual 

claim experience on a credibility-weighted basis as a modifier to the demographics and group 

characteristics.  At approximately 400 average employees, a group will reach full credibility so that 

its rates will be determined entirely on its own claim experience and not on the basis of pool rates. 
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III.  MANAGEMENT AND CONTROL 

Board of Directors 

 The board of directors consists of nine members.  The chairperson and vice-

chairperson of the Marshfield Clinic, Inc., board of directors and the executive director of the 

Marshfield Clinic, Inc., serve as ex officio directors so long as they continue to hold such offices.  

The other directors have staggered terms of three years.  Officers are elected by the board of 

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

directors in the holding company group.  The board members may establish reasonable 

compensation for director services. 

 Currently the board of directors consists of the following persons: 

Name and Residence Principal Occupation Term Expires 
 
Ivan Schaller, MD Internal Medicine/MC Chair n/a 
Wausau, Wisconsin Marshfield Clinic, Inc. 
 
John Przybylinski, MD Internal Medicine/MC Vice Chair n/a 
Marshfield, Wisconsin Marshfield Clinic, Inc. 
 
Nayarana Murali, MD Executive Director n/a 
Marshfield, Wisconsin Marshfield Clinic, Inc. 
 
Terry Frankland President and Chief Executive Officer 2018 
Marshfield, Wisconsin V and H Heavy Truck 
 
Timothy Peterson Retired 2017 
Excelsior, Minnesota  
 
Robert Crist, PhD Superintendent 2018 
Burlington, Wisconsin Delvan Darien School District 
 
Mary Jo Johnson Chief Executive Officer/Owner 2018 
Wausau, Wisconsin EO Johnson 
 
Michael Luebke Retired 2017 
Pound, Wisconsin 
 
Matthew Thomas Urologist 2016 
Minocqua, Wisconsin Marshfield Clinic, Inc. 
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Officers of the Company 

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

 Name Office 2014 Salary 
 
 Michael J Luebke Board Chair $    8,000 
 Ivan Schaller, MD Secretary 0 
 Timothy Peterson Treasurer 10,000 
 Mathew Thomas Vice Chair 0 
 Julie Brussow Chief Executive Officer 454,569* 
 Mark LePage Chief Medical and Financial Officer 438,132* 
 John Kelly Chief Marketing and Operations Officer 256,016 
 David Marksteiner Chief Information Officer 202,969 
 Lisa Boero Chief Legal Officer 190,571 
 Angela Kissinger Chief Government and Compliance Officer 221,435* 
 
* Projected current salary due to the individual not holding the position for the whole year. 
 
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: 

SHP Audit and Compliance Committee Finance Committee 
Michael Luebke, Chair Timothy Peterson, Chair 
Timothy Peterson Michael Luebke 
Robert Crist, PhD Matthew Thomas, MD 
Terry Frankland Geraldine Batten 
Mary Jo Johnson Julie Brussow 

 Gordon Edwards 
 Mark LePage, MD 
 
The company also participates in committees which belong to their affiliate Marshfield Clinic as 

follows:   

 Marshfield Clinic Audit Committee 

 Marshfield Clinic Investment Committee 

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

management agreement with Marshfield Clinic, Inc.  Under the agreement, effective 

October 7, 1986, the Clinic agrees to provide such administrative, medico administration and 

managerial services as are reasonably necessary for the efficient administration and operation of 

the Plan.  Such services shall include, but are not limited to, plan administration, program 

planning and development, financial systems and services, claims administration, coordination of 

benefits, data processing services, provider and subscriber services, peer review and utilization 



 11

review services, account administration, marketing and legal services.  Security pays the Clinic 

an agreed upon rate per member per month as compensation for services provided by the Clinic 

on behalf of Security.  The prepayment is adjusted each month based on the previous month’s 

actual cost.  The term of the agreement is two years and automatically renews for two-year terms 

unless either party notifies the other of the intent to terminate in writing six months prior to the end 

of the contract period.   
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IV.  AFFILIATED COMPANIES 

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

Marshfield Clinic Health System, Inc.  The organizational chart below depicts the relationships 

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

follows the organizational chart. 

Holding Company Chart 
As of December 31, 2014 

 

 
 * Ministry (separate organization) is also a member of Flambeau. 

 ** St. Clares’s Hospital (owned by Ministry) is also a member of DTC. 

 *** Effective January 1, 2015, Marshfield Clinic Information Services, Inc., merged into MCIS, 
Inc., and ceased to exist. 
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Marshfield Clinic Health System, Inc. 

Marshfield Clinic Health System, Inc., was incorporated in October 2012 as part of a 

prospective reorganization of Marshfield Clinic and its affiliated entities.  In particular, MCHS was 

formed to serve as a parent entity for a reorganized health care system that includes Marshfield 

Clinic, Inc., Lakeview Medical Center, Inc. of Rice Lake, Flambeau Hospital, Inc., and Security 

Health Plan of Wisconsin, Inc.  MCHS is a Section 501(c)(3) tax-exempt organization.  As of 

September 30, 2014, the MCHS’s audited financial statement reported assets of $1,551,303,000, 

liabilities of $648,770,000, and net assets of $902,533,000.  Revenues for the fiscal year ending 

September 30, 2014, totaled $1,986,524,000.  Increase in unrestricted net assets for the same 

fiscal year totaled $48,119,000. 

Marshfield Clinic, Inc. 

 Marshfield Clinic, Inc., founded in 1916, is a nonprofit group medical practice 

engaged in providing health care, health care education, medical research, and community 

service.  For auditing purposes, the Marshfield Clinic, Inc., is part of an obligated group that 

consists of the following companies. 

 Lakeview Medical Center, Inc. of Rice Lake 

 Marshfield Clinic, Inc. 

 Marshfield Clinic Heritage Foundation, Inc. 

 Diagnostic & Treatment Center, LLC 

 Family Health Center of Marshfield, Inc. 

 MCIS, Inc. 

As of September 30, 2014, the obligated group’s audited financial statement reported assets of 

$1,217,321,000, liabilities of $544,962,000, and net assets of $672,359,000.  Revenues for the 

fiscal year ending September 30, 2014, totaled $1,250,264,000.  Increase in unrestricted net 

assets for the same fiscal year totaled $28,166,000. 

Family Health Center of Marshfield, Inc. 

 Family Health Center of Marshfield, Inc. (FHC) operates community health centers to 

serve the medically underserved populations in central and northern Wisconsin.  FHC, in 
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partnership with MC, also operates eight dental practices.  As of September 30, 2014, FHC’s 

audited financial statement reported assets of $94,163,000, liabilities of $29,049,000, and net 

assets of $65,113,000.  Revenues for the fiscal year ending September 30, 2014, totaled 

$75,436,000.  Decrease in unrestricted net assets for the same fiscal year totaled $(132,000).  

Please note that the financials disclosed are also part of the obligated group financials reported in 

the previous section. 

MCIS, Inc. 

On October 22, 2014, MCIS, Inc., a stock, for-profit corporation and wholly owned 

subsidiary of MC, was formed to become the comprehensive provider of all information 

technology services and functions to MCHS and its affiliated entities effective November 1, 2014.  

MCIS, Inc., did not exist on September 30, 2014, so there is no audited financial information to 

report.  Effective January 1, 2015, Marshfield Clinic Information Services, Inc., merged into MCIS, 

Inc., and ceased to exist. 

Agreements with Affiliates 

 The company has various agreements with its affiliates, as follows. 

Administrative Service Agreement with Marshfield Clinic 

 Effective October 7, 1986, SHP entered into an administrative service agreement with 
Marshfield Clinic.  Under this agreement, SHP will reimburse MC for administrative and 
managerial services provided to SHP that are reasonably necessary for the efficient 
administration and operation of SHP.  MC’s compensation for services each month is the 
actual cost of these services.  SHP pays MC each month based on an estimate of that cost 
per category of member for the month multiplied by the number of members in that category, 
with a true up/reconciliation of that estimate to actual cost made in the next month’s payment. 

 
Affiliated Provider Agreements with Marshfield Clinic 

 There are three affiliated provider agreements between SHP and Marshfield Clinic.  There is 
a Commercial Affiliated Provider Agreement, effective January 1, 1996.  There is a 
BadgerCare Plus Affiliated Provider Subcontractor Agreement, effective October 1, 1996.  
There is a Medicare Advantage Affiliated Provider Subcontractor Agreement, effective 
June 15, 2005. 
 
Under these agreements, SHP will reimburse MC for medical and related services within 
SHP’s service area.  Reimbursement terms are included in these agreements.  MC agrees to 
submit itemized claims to SHP under the Commercial Affiliated Provider Agreement and the 
BadgerCare Plus Affiliated Provider Subcontractor Agreement within 180 days from the date 
the claim is incurred.  MC agrees to submit itemized claims to SHP under the Medicare 
Advantage Affiliated Provider Subcontractor Agreement following Medicare claims 
submission guidelines. 
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Under the Commercial Affiliated Provider Agreement, SHP agrees to pay clean claims on a 
twice a month basis and claims for employer self-insured groups and members pursuant to 
agreement terms.  Under the Medicare Advantage Affiliated Provider Subcontractor 
Agreement, SHP agrees to pay clean claims on a twice a month basis.  Under the 
BadgerCare Plus Affiliated Provider Subcontractor Agreement, SHP agrees to pay fully 
completed covered claims on a twice a month basis. 
 
The term of these agreements is one year and automatically extends for like periods unless 
either party notifies the other of the intent to terminate in writing 60 days prior to the end of 
the contract period. 
 
Under the Commercial Affiliated Agreement, if upon a showing of good cause or material 
breach by one of the parties, the other party shall have the right and privilege of cancelling 
and terminating this Agreement upon 30 days’ written notice to the breaching party. 
 
These agreements contain the required hold-harmless and continuity of care provisions. 

 
Ground Lease Agreement with Marshfield Clinic 
 
 Effective January 1, 1999, SHP entered into a Ground Lease Agreement with Marshfield 

Clinic.  In consideration of rent, SHP leases the ground its facilities are located on.  The rent 
is $1,750 per month, adjusted periodically by changes to the Consumer Price Index.  The 
term of the lease runs through December 31, 2049, unless terminated earlier.  SHP is 
granted one option to extend the lease for 20 years.  At the end of the lease, all of SHP’s 
facilities become property of MC. 

 
Maintenance Agreement with Marshfield Clinic 
 
 Effective October 16, 1999, SHP entered into a Maintenance Agreement with Marshfield 

Clinic.  MC agrees to perform maintenance and repairs on the building, maintenance of the 
parking lot, snow and ice removal, and custodian services.  SHP will pay a monthly fee based 
on estimated budgeted costs for the fiscal year grossed up 5% with sales tax applied.  The 
Agreement was effective for a term of one year beginning October 16, 1999, and will be 
automatically renewed for successive terms of one year unless and until either of the parties 
gives to the other party six months’ written notice that the Agreement shall not be extended.  
Notwithstanding the foregoing, upon showing of good cause, either party shall have the right 
and privilege of canceling and terminating this Agreement by providing the other party at least 
six months’ written notice to the other party. 

 
Delegation of Credentialing Agreement with Marshfield Clinic 
 
 Effective November 1, 2004, SHP entered into a Delegation of Credentialing Agreement with 

Marshfield Clinic.  SHP shall credential and recredential all MC providers.  The Agreement 
was effective for a term of one year beginning November 1, 2004, and will be automatically 
renewed for successive terms of one year unless and until either of the parties gives to the 
other party 60 days’ written notice that the Agreement shall not be so extended.  Either party 
may terminate this Agreement by providing the other party at least 90 days’ prior written 
notice to the other party. 

 
Specialty Pharmacy Agreement with Marshfield Clinic 

 Effective August 4, 2009, SHP entered into a Specialty Pharmacy Agreement with Marshfield 
Clinic.  A significant amendment occurred effective August 31, 2010, that greatly reduced the 
scope of the original agreement.  The current agreement states that SHP will continue to 
support utilization of Marshfield Clinic Specialty Pharmacy (MCSP) as the preferred specialty 
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pharmacy provider with the same negotiated rates that are in effect in the original agreement.  
SHP will continue to support MCSP clinical endeavors as negotiated. 

 
Pay for Performance Agreement with Marshfield Clinic 
 
 Effective January 1, 2010, SHP entered into a Pay for Performance Agreement with 

Marshfield Clinic within its Medicare Advantage Affiliated Provider Subcontractor Agreement, 
effective January 1, 2010.  The Pay for Performance Agreement has been amended six times 
since its inception.  The January 1, 2015, amendment changes how SHP compensates MC 
for quality and performance related initiatives.  It is designed to transition from fee-for-service 
to a value-based model of care through the creation of value pools that will be used to incent 
MC’s primary care providers for improved quality, lower cost of care, and improvement in 
population health. 

 
Revolving Credit Note with Marshfield Clinic 

 Effective June 25, 2010, SHP entered into a revolving credit note with Marshfield Clinic.  
Under the credit note, MC may borrow up to $25 million at any time.  MC agrees to repay any 
unpaid principal on demand to SHP.  MC will pay interest on any outstanding principal 
balance under this note.  The interest rate is adjusted on the first day of each month and 
equals the most recent one-month London InterBank Offered Rate (LIBOR) in effect on or 
before the close of business on that day plus 100 basis points.  Interest on the outstanding 
balance for a calendar month shall be payable monthly on the 15th day of each month. 

 
Administrative Services Agreement with Family Health Center 

 Effective August 1, 2013, SHP entered into an administrative services agreement with Family 
Health Center of Marshfield, Inc.  Under this agreement, FHC will reimburse SHP for certain 
administrative support services to effectuate FHC’s day-to-day operations.  SHP’s 
compensation for services was determined by the parties outside of the agreement along with 
a Community Benefit Grant between SHP and FHC.  SHP agreed to accept such 
compensation as payment in full for the administrative services provided. 

 
Assignment of Lease from Marshfield Clinic to MCIS, Inc. 
 
 Effective October 16, 1999, Marshfield Clinic became a tenant of SHP under a Lease 

Agreement.  MC assigned their lease to MCIS, Inc., on November 1, 2014.  SHP 
acknowledged and consented to the assignment of this lease. 
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V.  REINSURANCE 

 The company has reinsurance coverage under the commercial reinsurance contract 

outlined below: 

Reinsurer: RGA Reinsurance Company 
 
Type: HMO Excess Risk Reinsurance 
 
Effective date: January 1, 2015, through December 31, 2015 
 
Retention: The following are the limits per agreement period: 
      $1,100,000 per commercial member  
      $1,100,000 per commercial exchange member  
      $2,000,000 per Marshfield Clinic employee member(s)  
      $550,000 per Medicaid member  
 
Coinsurance: 90% (Plan retains 10%) 
 
Reinsurance limit: Unlimited per member per agreement period (commercial members) 
 Unlimited per member per agreement period (Marshfield members) 
 $5,000,000 per member per agreement period (Medicaid members) 
 
Coverage: Inpatient Hospital Services 
 Inpatient Rehabilitation Services 
 Skilled Nursing Facility Services 
 Outpatient Health Services 
 Physician Services 
 Drug Related Services (including Retail Rx) 
 

Excludes charges by Marshfield Clinic and its subsidiaries under the 
SHP capitation agreement (this does not apply to Medicaid services 
billed at Medicaid allowable rates) 

 
Premium: $0.54 per commercial member per month 
 $0.67 per commercial exchange member per month 
 $0.23 per Marshfield Clinic employee member per month 
 $0.22 per Medicaid member per month 
 
 $300,000 Minimum Premium Required 
 
Experience refund: A credit in the amount of 70% of the premium received by the 

reinsurer for this agreement period, less the final amount of losses 
that have been or shall be reimbursed to the Plan for the agreement 
period shall be the net balance.  The experience refund shall be 35% 
of the net balance, provided the net balance is greater than zero. 

 
Termination: The agreement automatically terminates at the end of the agreement 

period.  In the event that premiums are not paid within 60 days of the 
due date, coverage will terminate at the reinsurer’s discretion.  The 
agreement does contain an appendix for the continuation of coverage 
in the event of insolvency.   
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 The company has reinsurance coverage under the ACA Transitional Reinsurance 

Program as described below: 

Affordable Care Act (ACA) Transitional Reinsurance Program (through 2016) 
 
 The transitional reinsurance program based on Section 1341 of the ACA is effective 

for plan years 2014 through 2016.  Reinsurance assessments will be collected and distributions 

will be issued during the three-year term.  Reinsurance is provided under this program once an 

insured member reaches his or her Maximum out of Pocket (MOOP) cost.  The MOOP depends 

on the type of program selected but is typically $6,350 for a Silver Plan.  The next $45,000 is the 

full responsibility of SHP to pay.  For 2015, if the claim exceeds $45,000, the reinsurance 

program covers 50% of the claim up to $250,000.  SHP is responsible for the remaining 50% of 

the amount between $45,000 and $250,000.  The amount over $250,000 up to $350,000 is the 

full responsibility of SHP. 
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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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Security Health Plan of Wisconsin, Inc. 
Assets 

As of December 31, 2014 
 
 

Assets 
Nonadmitted 

Assets 
Net Admitted 

Assets 
    
Bonds  $  53,872,321 $                  $  53,872,321 
Stocks:    

Common stocks  86,665,281  86,665,281 
Real estate:    

Properties occupied by the company 2,821,074  2,821,074 
Cash, cash equivalents and short-term 

investments 18,042,218  18,042,218 
Other invested assets  91,723,562  91,723,562 
Investment income due and accrued 364,789  364,789 
Uncollected premiums and agents' balances 

in the course of collection 3,275,750  3,275,750 
Amounts recoverable from reinsurers 29,300,000  29,300,000 
Amounts receivable relating to uninsured 

plans 67,558  67,558 
Electronic data processing equipment and 

software 18,536,778 17,851,509 685,269 
Furniture and equipment, including health 

care delivery assets 873,946 873,946  
Receivables from parent, subsidiaries and 

affiliates 19,130,358  19,130,358 
Health care and other amounts receivable 14,834,043 1,547,056 13,286,987 
Aggregate write-ins for other than invested 

assets       4,144,435 
 

    3,178,688          965,747 
    
Total Assets  $343,652,113 $23,451,199  $320,200,914 
 
 

Security Health Plan of Wisconsin, Inc. 
Liabilities and Net Worth 
As of December 31, 2014 

 
Claims unpaid  $  95,701,431 
Unpaid claims adjustment expenses   1,410,000 
Aggregate health policy reserves  2,268,702 
Aggregate health claim reserves  224,000 
Premiums received in advance   20,644,282 
General expenses due or accrued   2,341,321 
Borrowed money and interest thereon  709,232 
Aggregate write-ins for other liabilities [including $(0) current]        8,959,476 
Total liabilities  132,258,445 
 
Aggregate write-ins for special surplus funds  $  10,500,000  
Unassigned funds (surplus)    177,442,469  
Total capital and surplus     187,942,469 
   
Total Liabilities, Capital and Surplus   $320,200,914 
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Security Health Plan of Wisconsin, Inc. 
Statement of Revenue and Expenses 

For the Year 2014 
 
Net premium income   $1,098,011,394
Medical and hospital:  

Hospital/medical benefits $   777,303,499 
Other professional services  46,364,777 
Outside referrals 72,749,011 
Emergency room and out-of-area 21,063,165 
Prescription drugs      111,157,533 
Subtotal 1,028,637,986 

Less  
Net reinsurance recoveries        34,020,639 

Total medical and hospital 994,617,347 
Claims adjustment expenses 18,415,932 
General administrative expenses 68,594,554 
Increase in reserves for life and accident and health contracts        (3,256,298) 
Total underwriting deductions    1,078,371,534
Net underwriting gain or (loss)  19,639,860
Net investment income earned 7,375,105 
Net realized capital gains or (losses)         1,256,811 
Net investment gains or (losses)           8,631,916
  
Net Income (Loss)   $     28,271,776
 
 
 

Security Health Plan of Wisconsin, Inc. 
Capital and Surplus Account 

For the Five-Year Period Ending December 31, 2014 
 
 

 2014 2013 2012 2011 2010
     
Capital and surplus, 

beginning of year  $152,522,721 $176,342,522 $167,699,031 $123,511,571 $124,870,250 
Net income (loss) 28,271,776 (19,266,651) 8,497,887 34,409,853 31,654,376 
Change in net unrealized 

capital gains/losses 2,625,934 (6,053,095) 4,822,632 (192,182)  
Change in nonadmitted 

assets 4,522,038 1,499,945 (4,677,028) 10,767,173 (32,151,876) 
Write-ins for gains and 

(losses) in surplus: 
    Contribution to parent                                                                          (797,384)        (861,177) 
      
Surplus, End of Year $187,942,469 $152,522,721 $176,342,522 $167,699,031 $123,511,571 
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Security Health Plan of Wisconsin, Inc. 
Statement of Cash Flows 
As of December 31, 2014 

 
Premiums collected net of reinsurance   $1,093,411,883 
Net investment income            7,906,897 
Total   1,101,318,779 
Less:    

Benefit- and loss-related payments  $1,011,462,931  
Commissions, expenses paid and aggregate 

write-ins for deductions         86,789,693  
Total     1,098,252,624 
Net cash from operations   3,066,155 
Proceeds from investments sold, matured or repaid:    

Bonds $25,061,239   
Stocks 33,000,000   
Other invested assets 37,500,000   
Miscellaneous proceeds        304,198   

Total investment proceeds  95,865,437  
Cost of investments acquired—long-term only:    

Bonds 8,019,221   
Stocks 61,058,936   
Real estate 809,525   
Other invested assets   37,482,831   
Total investments acquired       107,370,513  

Net cash from investments   (11,505,077) 
Cash provided/applied:    

Borrowed funds received  (128,743)  
Other cash provided (applied)         10,951,711  

Net cash from financing and miscellaneous sources          10,822,968 
Net change in cash, cash equivalents, and short-

term investments 
  2,384,047 

Cash, cash equivalents, and short-term investments:    
Beginning of year          15,658,171 
    
End of Year   $     18,042,218 
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Growth of Security Health Plan of Wisconsin, Inc. 
 

     Medical  
   Capital and Premium Expenses Net 

Year Assets Liabilities Surplus Earned Incurred Income 
       

2014 $320,200,914 $132,258,445 $187,942,469 $1,098,011,394 $994,617,347 $28,271,776 
2013 280,050,495 127,527,774 152,522,721 1,001,790,748 945,083,156 (19,266,651)
2012 308,582,304 132,239,781 176,342,522 978,001,135 899,373,985 8,497,887 
2011 297,116,666 129,417,635 167,699,031 942,224,093 857,681,843 34,409,853 
2010 254,440,514 130,928,943 123,511,571 909,996,316 812,482,859 31,654,376 
2009 214,044,005 89,173,755 124,870,250 804,093,819 725,957,368 37,041,085 

 
 

  Medical Administrative Change 
 Profit Expense Expense in 

Year Margin Ratio Ratio Enrollment 
     

2014 2.6% 90.6% 7.9% 7.2% 
2013 (1.9) 94.3 7.9 2.9 
2012 0.9 92.0 8.0 0.3 
2011 3.6 91.0 7.0 (0.6) 
2010 3.5 89.3 8.0 6.8 
2009 4.6 90.3 6.1 10.4 

 
 

Enrollment and Utilization 
 

   Average 
  Hospital Length 

Year Enrollment Days/1,000 of Stay 
   

2014 194,185 420.7 4.3 
2013 181,111 452.3 4.1 
2012 176,026 391.0 3.8 
2011 175,542 412.2 4.1 
2010 176,531 413.9 4.0 
2009 165,336 438.6 4.0 
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Per Member Per Month Information 

 
   Percentage 
 2014 2013 Change 

Premiums:    
Commercial $475.27 $451.82 5.2% 
Medicare supplement 249.40 249.25 0.1 
Medicare 839.45 828.38 1.3 
Medicaid  161.38  202.41 (20.3) 
    
Expenses:    
Hospital/medical benefits 336.03 328.51 2.3 
Other professional services 20.04 17.80 12.3 
Outside referrals 31.45 25.88 21.5 
Emergency room and out-of-area 9.11 7.66 18.9 
Prescription drugs 48.05 41.42 16.0 
Other medical and hospital 0.00 13.98 (100.0) 
Net reinsurance recoveries   (14.71)      0.00  
Total medical and hospital 429.98 435.26 (1.2) 
    
Claims adjustment expenses 7.96 8.56 (7.0) 
General administrative expenses 29.65 27.79 6.7 
Increase in reserves for accident and health contracts     (1.41)      1.33 (205.8) 
    
Total Underwriting Deductions $466.19 $472.94 (1.4) 
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Security Health Plan of Wisconsin, Inc., was profitable in four of the past five years.  

A portion of the 2014 net income was due to a return of a $10 million donation made to the Clinic 

to build a dental school in 2010.  The donation was returned because the dental school was 

never built.  Assets increased by 50% and capital and surplus increased 51% during the five-year 

period due to favorable operating results.  The company’s enrollment increased 17% during the 

five-year period.  During 2014 the growth in enrollment was primarily due to affordable care act 

members.  Premium earned increased 37% during the five-year period despite a decrease in per 

member/per month Medicaid revenues from DHS.  The medical expense ratio decreased in 2014 

after a trend of increases from 2010 to 2013 while the administrative expense ratio remained 

relatively 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, as modified for examination 

adjustments is as follows: 

Assets  $320,200,914  
Less:     

Special deposit  8,750,000  
Liabilities  132,564,183  
Investments in excess of limitations of 

ch. 620, Wis. Stat., as determined by 
the examination 

 

  122,004,623  
    
Assets available to satisfy surplus 

requirements 
 

 $56,882,108
    
Incidental indemnity premium $     15,876,611   
Compulsory factor                      10%   
   Subtotal  1,587,661  
HMO business 1,082,134,783   
Compulsory factor                        3%   
   Subtotal      32,464,043  
Compulsory surplus     34,051,704
    
Compulsory Surplus Excess/(Deficit)   $22,830,404
    
Assets available to satisfy surplus 

requirements 
 

 $56,882,108
    
Compulsory surplus  $   34,051,704  
Security factor                  110%  
    
Security surplus     37,456,874
    
Security Surplus Excess/(Deficit)   $19,425,234
 
 The compulsory surplus calculation was adjusted for overages of the Wisconsin 

investment limitations.  This is discussed in further detail in the “Summary of Current Examination 

Results” in section VII of the report. 

 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 $8,750,000 with the State 

Treasurer. 
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Reconciliation of Capital and Surplus per Examination 

 The examination made no adjustments to the company’s reported capital and surplus 

at December 31, 2015.   

Examination Reclassifications 
 

 Debit Credit 
   
Receivables from parent, subsidiaries and affiliates $                 $1,548,727 
Amounts due to parent, subsidiaries and affiliates  305,738 
Uncollected premiums and agents’ balances in the course 

of collection 
2,531,465  

Premiums received in advance                       677,000 
   
Total Reclassifications $2,531,465 $2,531,465 
 



 28

VII.  SUMMARY OF EXAMINATION RESULTS 

Compliance with Prior Examination Report Recommendations 

 There were four specific comments and recommendations in the previous 

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

and actions taken by the company are as follows: 

1. Committees of the Board—It is recommended that the company establish an audit 
committee as required by s. Ins 50.15, Wis. Adm. Code. 

 
 Action—Compliance 
 
2. Committees of the Board—It is recommended that the company either adhere to the terms 

of its bylaws by holding an annual meeting at which officers are elected, committees are 
appointed, including the standing committees of the quality improvement and the audit 
committee, and other organizational duties, or amend the bylaws to reflect current practice.   

 
 Action—Compliance 
 
3. Annual Statement—It is again recommended that the company correctly code foreign 

investments on Schedule D – Part 1, Summary Investment Schedule.  
 
 Action—Compliance 
 
4. Annual Statement—It is recommended that the company correctly complete the Notes to 

Financial Statements in accordance to the NAIC Annual Statement Instruction – Health. 
 
 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 company’s bylaws state the board of directors shall consist of nine members, 

which includes the Executive Director of the Marshfield Clinic, Inc., as an Ex-Officio Director.  A 

review of the quarterly financial statements submitted to this office determined that from the 

second quarter 2014 statement to the third quarter 2015 statement, the company’s board of 

directors had fewer than nine members.  Management represented that the Executive Director of 

Marshfield Clinic was added to the board May 21, 2015.  However, the jurat pages of the second 

and third quarter statements for 2015 failed to disclose the Executive Director.  It is 

recommended that the company maintain nine directors in accordance with their bylaws and 

report all directors on the jurat page of the quarterly and annual statements.   

 Article III, Section 3, of the company’s bylaws call for directors which are not Ex-

Officio to have staggered terms of three years commencing with the close of the annual meeting.  

The minutes for Security Health Plan of Wisconsin, Inc., were reviewed as part of the examination 

and the company was unable to provide evidence of the election of directors in accordance with 

the terms established by the company's bylaws.  It is recommended that the company comply 

with their bylaws and hold director elections as part of the annual meeting with representatives of 

the sole corporate member.   

Officers and Directors 

 There were some changes in officers during the year 2014 which were not properly 

indicated on the 2014 Annual Statement Jurat Page in accordance with NAIC Health Annual 

Statement Instructions.  This also occurred in 2011 in regards to changes in the board of 

directors.  It is recommended that the company comply with NAIC Health Annual Statement 

Instructions indicating those officers and directors who did not occupy the officer or director 

position in the prior annual statement with a number sign (#). 
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Finance Committee 

 The company’s Finance Committee is composed of both board members and 

members of management which all have voting rights.  Under s. 611.56 (1), Wis. Stat., board 

committees may have members who are not directors but they must be nonvoting members so as 

to not relieve the board of any responsibilities imposed by law.  It is recommended that members 

of a board committee who are not directors not have voting rights in accordance with s. 611.56 

(1), Wis. Stat. 

Investment Policy 

 The examination’s review of the company’s Investment Policy disclosed that the 

policy did not have specific references to the Wisconsin investment laws and regulations.  The 

company made changes to its investment portfolio during the examination period in an effort to 

increase yield.  The limitations set forth in the investment laws determine which assets may be 

used to satisfy Wisconsin’s compulsory and security surplus requirements.  It is recommended 

that the company include reference to ch. 620, Wis. Stat., and s. Ins 6.20, Wis. Adm. Code, in 

their investment policy and monitor the impact the investment portfolio has on the compulsory 

and security surplus calculation.   

 Under s. 620.21 (1), Wis. Stat., “Assets may be counted towards satisfaction of the 

compulsory surplus requirement or security surplus standard only so far as they are invested in 

compliance with this chapter and applicable rules promulgated by the commissioner.”  The 

examination review of the company’s investments disclosed that the company invested over 10% 

of admitted assets in a single family of mutual funds, which is above the limitation established by 

s. 620.23 (2) (b), Wis. Stat.  The company has over 2% of admitted assets in foreign investments, 

which is above the limitation established by s. Ins 6.20 (8) (k), Wis. Adm. Code.  The company 

also holds several other invested assets which are not otherwise permitted or specifically 

prohibited by statute above the 5% of admitted assets (the “basket clause”) permitted by 

s. 620.22 (9), Wis. Stat.  Overall the company’s portfolio exceeded the Wisconsin investment 

limitations by $122.0 million.  This amount should have been deducted from assets in the 

calculation of the compulsory and security surplus.  As reflected in the table on page 26 of this 
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report, the company continues to meet the minimum compulsory and security surplus 

requirements after the examination adjustment.  It is recommended the company deduct excess 

investments from assets when completing the compulsory and security surplus calculation. 

Investments 

 The examination review of the company's board and committee meeting minutes 

disclosed the Marshfield Clinic Investment Committee monitors the company’s investment 

performance.  The company’s board minutes did not appear to document the approval of 

investment transactions made by the company, including bonds held by the company in addition 

to mutual funds and other assets.  The board of directors is required to manage the business and 

affairs of the insurer including, but not limited to, the oversight of the company’s investments in 

accordance with s. 613.51 (4), Wis. Stat.  To ensure that the company’s investment transactions 

are made in accordance with the plan’s investment policy, the board or a subordinate committee 

thereof should review and approve purchases or sales of all investments in the future on at least 

a quarterly basis in accordance with s. 613.51 (4), Wis. Stat.  It is recommended that the board or 

a subordinate committee thereof review and approve purchases or sales of all investments in the 

future on at least a quarterly basis in accordance with s. 613.51 (4), Wis. Stat.   

 The company has four mutual funds listed on Schedule D, Part 2, and Section 2 of 

the annual statement.  It was determined that the company failed to report the number of shares 

or units per fund, the price per share, or the NAIC market indicator as instructed by the NAIC 

Health Annual Statement Instructions.  Two of the investments were unregistered funds through 

the Northern Trust Company and totaled 14.5% of admitted assets which exceeds the 10% 

investment limitation noted above for compulsory surplus calculation purposes, the remaining 

10% was disallowed for compulsory surplus purposes due to the security not being registered 

under the Federal Investment Company Act of 1940 as required under s. Ins 6.20 (8) (n), Wis. 

Adm. Code.  Northern Trust Company offers a variety of funds.  In Schedule D the company 

reported owning $13.2 million of “NT ACWI ex US.”  This is the NT Common All Country World 

Ex-US Investable Market Index Fund – Non-Lending.  Based on the audit report for this fund, it 
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invests in securities from other countries and as of December 31, 2014, the fund’s investments 

(excluding short-term investments) were denominated in the following currencies: 

Euro 20.8% 
Japanese Yen 15.7% 
British Pound 15.0% 
Canadian Dollar 7.6% 
Hong Kong Dollar 6.8% 
Swiss Franc 6.1% 
Australian Dollar 5.2% 
Other (each less than 5%) 22.8% 

 Due to the fact that this fund invests almost solely in foreign securities, it is 

considered a foreign security for which the company failed to properly indicate on Schedule D, 

Part 2, Section 2.  The company also failed to complete the column for the total foreign exchange 

change in book/adjusted carrying value, which should show the portion of the $1.0 million total 

reported unrealized loss which is attributable to foreign exchange differences; this amount should 

also be reported on the Capital and Surplus account page on a separate line.  It is recommended 

that the company properly complete Schedule D, Part 2, Section 2, and the Capital and Surplus 

Account page in accordance with the NAIC Health Annual Statement Instructions.   

Custodial Agreement 

 Although in the General Interrogatories of the annual statement the company 

reported having a custodial agreement which complies with the NAIC Financial Condition 

Examiner’s Handbook, it was determined that the company does not have a custodial agreement 

for their investments.  The company is in the process of obtaining an agreement.  It is 

recommended that the company obtain a custodial agreement which meets the requirements 

promulgated by the NAIC Financial Condition Examiners Handbook and s. 610.23, Wis. Stat. 

Transactions with Affiliates 

 The NAIC Health Annual Statement Instructions for Schedule Y note that "a chart or 

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

and reporting entities; and other affiliates" should be attached.  It was determined that the 

company did not include all affiliates in the holding company system as directed in the NAIC 

Health Annual Statement Instructions for Schedule Y, Part 1A.  It was further noted that a 

separate organization is also a member of Flambeau Hospital, Inc., an affiliate noted on 



 33

Schedule Y without disclosure of the other entity’s membership status.  It was also noted that the 

company combined revenue and expenditures related to Family Health Center of Marshfield, Inc., 

with amounts related to Marshfield Clinic, Inc., instead of reporting them separately.  As directed 

by the NAIC Health Annual Statement Instructions for Schedule Y, Part 2, the company shall 

provide a summary of all transactions among the insurance holding company system members 

which involve an affiliated insurer.  It is recommended that the company include all affiliates and 

disclose interrelationships in accordance with the NAIC Health Annual Statement Instructions for 

Schedule Y.  It is recommended that the company disclose all affiliates in Schedule Y, Part 1A, 

and provide an overview of all transactions among holding company system members in 

Schedule Y, Part 2, which involve an affiliated insurer in accordance with the NAIC Health Annual 

Statement Instructions.   

Unpaid Claims 

 The examination review of Exhibit 4 of the annual statement, Claims Unpaid and 

Incentive Pool, Withhold and Bonus (Reported and Unreported), Aging Analysis of Unpaid 

Claims, disclosed that the company reported all unpaid claims as between 1 and 30 days old 

while some claims were outstanding longer than 30 days.  It is recommended that the company 

establish a procedure to ensure that the aging of unpaid claims in Exhibit 4 is reasonably 

accurate and in accordance with the NAIC Health Annual Statement Instructions.   

Affiliated Balances 

 Upon review of the company’s affiliated balances it was determined that the company 

was including balances related to an insurance policy issued to the Marshfield Clinic.  The NAIC 

Health Annual Statement Instructions for Schedule Y, Part 2, state that routine transactions such 

as the purchase of insurance coverage should be excluded from “transactions with affiliates.”  An 

insurance policy issued in the normal course of business to a non-insurance affiliate does not 

constitute an affiliated agreement for annual statement reporting purposes.  The related 

receivables of $2,523,707 for Clinic employee insurance and $7,758 for MC Patient Liability 

Settlements should be reported not under affiliated receivables, but instead under uncollected 

premiums and agents’ balances in the course of collection and the MC group insurance payable 
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of $677,000 should be reported as premiums received in advance as a liability.  It is 

recommended that the company properly report balances due under the insurance policy with the 

Marshfield Clinic.   

 Under s. Ins 9.10, Wis. Adm. Code, “A receivable, note or other obligation of an 

affiliate to a health maintenance organization insurer and limited service health organization 

insurer shall be valued at zero by the insurer for all purposes including, but not limited to, the 

purpose of reports or statements filed with the office, unless the commissioner specifically 

approves a different value.”  Under this provision $3,077,878 of the reported affiliated receivable 

should have been nonadmitted.  It was further noted that as part of the affiliated receivable 

balance the company included an affiliated payable of $305,738 as a contra asset.  Under SSAP 

No. 64 amounts due to or from affiliates should not be offset unless there is a valid right of setoff.  

Upon review of the company’s affiliated agreements it was determined that there was no clear 

provision for the offset of payables against receivable balances.  Therefore, the affiliated payable 

should be recorded as a liability.  Overall, the result would be a decrease to admitted assets, 

increase in liabilities, and a decrease in the amount of excess compulsory and security surplus.  It 

is recommended that the company properly nonadmit affiliated balances in accordance with 

s. Ins 9.10, Wis. Adm. Code.  It is recommended that the company properly report affiliated 

payable balances as a liability in accordance with SSAP No. 64. 

 Since the total amount of adjustments was less than the calculated tolerable error, it 

is not considered necessary to adjust the financial statement balance.  The examination made 

several reclassifications related to affiliated transactions.  Balances related to the affiliated 

insurance policy with Marshfield Clinic should be reclassified and accounted for as an insurance 

policy which would result in $2,531,465 being reclassified from the affiliated receivable to 

uncollected premiums and agents’ balances in the course of collection and $677,000 being 

reclassified to premiums received in advance.  It was additionally noted that an affiliated payable 

of $305,738 was netted against the affiliated receivable; however, since offset rights were not 

included in the affiliated agreement, the balance would need to be reclassified to amounts due to 

parent, subsidiaries and affiliates.  Overall this contributed to a $1,548,727 decline in the affiliated 
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receivable balance.  These amounts are reflected in the section of this report captioned 

“Reconciliation of Capital and Surplus per Examination.” 

Unclaimed Property 

 The examination reviewed the unclaimed property filings for the company during the 

years under examination.  It was determined that the company submits unclaimed property 

reports to the state on an annual basis; however, as of December 31, 2014, two unpaid checks 

over five years old were not properly remitted to the state in accordance with s. 177.02, Wis. Stat.  

The company will be filing a corrected unclaimed property report and adding additional controls to 

their process.  It is recommended that the company establish procedures around escheats to 

ensure the accurate and timely filing of unclaimed property reports.   

Executive Compensation 

 The company filed its Report on Executive Compensation (Form OCI 22-060) as 

required by ss. 601.42 and 611.63 (4), Wis. Stat.  Part 1 of the report requires the company to 

report on the compensation of the chief executive officer and four most highly paid officers along 

with all officers whose total annual compensation is in excess of a threshold amount.  Upon 

examination it was found that the company did not report any information and stated that the 

company had no employees, since management is provided through a management agreement 

with the Clinic, an affiliate, at cost.  The form is designed to obtain information on compensation 

at a group level and therefore the company should report the compensation of its officers and 

directors paid by any member of the group.  Additionally, in part 2, which requires director 

compensation, the company only reported directors who received compensation.  The company 

should include all directors and indicate accordingly if no compensation was provided.  It is 

recommended that the company complete the Report on Executive Compensation in accordance 

with ss. 601.42 and 611.63 (4), Wis. Stat.   
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VIII.  CONCLUSION 

 The Security Health Plan of Wisconsin, Inc., is described as a nonprofit mixed model 

health maintenance organization insurer.  Security Health Plan of Wisconsin, Inc., was profitable 

in four of the past five years.  Assets increased by 50% and capital and surplus increased 51% 

during the five-year period due to favorable operating results.  Security had a 17% increase in 

enrollment during the five-year period.  Premium earned increased 37% during the five-year 

period. 

 The examination made a $90 million adjustment to the compulsory and security 

surplus calculation due to the company’s investment portfolio.  The investment policy changed 

during the examination period and the company sought to increase investment yield.  Many of the 

more recent investments fell outside the limitations set forth in ch. 620, Wis. Stat., and s. Ins 6.20, 

Wis. Adm. Code.  The company still had adequate surplus to meet the minimum compulsory and 

security surplus requirement after adjusting for the investments in excess of limitations. 

 The previous examination of Security Health Plan of Wisconsin, Inc., resulted in 

4 recommendations.  The company was found to be in compliance with the prior exam 

recommendations.  The current examination resulted in 17 recommendations summarized on the 

following section.  No adjustments were made to surplus as a result of the examination.   
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IX.  SUMMARY OF COMMENTS AND RECOMMENDATIONS 

 1. Page 29 - Board of Directors—It is recommended that the company maintain nine 
directors in accordance with their bylaws and report all directors on the jurat 
page of the quarterly and annual statements. 

 
 2. Page 29 - Board of Directors—It is recommended that the company comply with their 

bylaws and hold director elections as part of the annual meeting with 
representatives of the sole corporate member. 

 
 3. Page 29 - Officers and Directors—It is recommended that the company comply with 

NAIC Health Annual Statement Instructions indicating those officers and 
directors who did not occupy the officer or director position in the prior annual 
statement with a number sign (#). 

 
 4. Page 30 - Finance Committee—It is recommended that members of a board committee 

who are not directors not have voting rights in accordance with s. 611.56 (1), 
Wis. Stat. 

 
 5. Page 30 - Investment Policy—It is recommended that the company include reference to 

ch. 620, Wis. Stat., and s. Ins 6.20, Wis. Adm. Code, in their investment 
policy and monitor the impact the investment portfolio has on the compulsory 
and security surplus calculation. 

 
 6. Page 31 - Investment Policy—It is recommended the company deduct excess 

investments from assets when completing the compulsory and security 
surplus calculation. 

 
 7. Page 31 - Investments—It is recommended that the board or a subordinate committee 

thereof review and approve purchases or sales of all investments in the 
future on at least a quarterly basis in accordance with s. 613.51 (4), Wis. 
Stat. 

 
 8. Page 32 - Investments—It is recommended that the company properly complete 

Schedule D, Part 2, Section 2, and the Capital and Surplus Account page in 
accordance with the NAIC Health Annual Statement Instructions. 

 
 9. Page 32 - Custodial Agreement—It is recommended that the company obtain a 

custodial agreement which meets the requirements promulgated by the NAIC 
Financial Condition Examiners Handbook and s. 610.23, Wis. Stat. 

 
 10. Page 33 - Transactions with Affiliates—It is recommended that the company include all 

affiliates and disclose interrelationships in accordance with the NAIC Health 
Annual Statement Instructions for Schedule Y. 

 
 11. Page 33 - Transactions with Affiliates—It is recommended that the company disclose all 

affiliates in Schedule Y, Part 1A, and provide an overview of all transactions 
among holding company system members in Schedule Y, Part 2, which 
involve an affiliated insurer in accordance with the NAIC Health Annual 
Statement Instructions. 

 
 12. Page 33 - Unpaid Claims—It is recommended that the company establish a procedure 

to ensure that the aging of unpaid claims in Exhibit 4 is reasonably accurate 
and in accordance with the NAIC Health Annual Statement Instructions. 
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 13. Page 34 - Affiliated Balances—It is recommended that the company properly report 
balances due under the insurance policy with the Marshfield Clinic. 

 
 14. Page 34 - Affiliated Balances—It is recommended that the company properly nonadmit 

affiliated balances in accordance with s. Ins 9.10, Wis. Adm. Code. 
 
 15. Page 34 - Affiliated Balances—It is recommended that the company properly report 

affiliated payable balances as a liability in accordance with SSAP No. 64. 
 
 16. Page 35 - Unclaimed Property—It is recommended that the company establish 

procedures around escheats to ensure the accurate and timely filing of 
unclaimed property reports. 

 
 17. Page 35 - Executive Compensation—It is recommended that the company complete 

the Report on Executive Compensation in accordance with ss. 601.42 and 
611.63 (4), Wis. Stat. 
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Appendix I 

 
Contracting Hospitals 

FACILITY NAME  Commercial  SAS  Medicaid  Advocare  City  State 

American Family Childrens Hospital           X  Madison  WI 

Amery Regional Medical Center  X  X  X  X  Amery  WI 

Aspirus Grand View Hospital  X  X  X  X  Ironwood  MI 

Aspirus Medford Hospital & Clinics Inc  X  X  X  X  Medford  WI 

Aspirus Wausau Hospital Inc  X  X  X  X  Wausau  WI 

Beaver Dam Community Hospitals           X  Beaver Dam  WI 

Bellin Memorial Hospital  X  X  X     Green Bay  WI 

Black River Memorial Hospital  X  X  X  X  Black River Falls  WI 

Burnett Medical Center  X  X  X  X  Gransburg  WI 

Chippewa Valley Hospital  X  X  X  X  Durand  WI 

Columbus Community Hospital           X  Columbus  WI 

Community Health Network  X  X  X  X  Berlin  WI 

Community Memorial Hospital  X  X  X  X  Cloquet  MN 

Cumberland Memorial Hospital  X  X  X  X  Cumberland  WI 

Divine Savior Healthcare Inc           X  Portage  WI 

Door County Memorial Hospital  X  X     X  Sturgeon Bay  WI 

Eagle River Memorial Hospital  X  X  X  X  Eagle River  WI 

Edgerton Hospital and Health Services           X  Edgerton  WI 

Essentia Health Deer River Hospital  X  X  X  X  Deer River  MN 

Essentia Health Duluth  X  X  X  X  Duluth  MN 

Essentia Health Northern Pines  X  X  X  X  Aurora  MN 

Essentia Health St Mary's Hospital 
Superior  X  X  X  X  Superior  WI 

Essentia Health St Mary's Medical Center  X  X  X  X  Duluth  MN 

Essentia Health Virginia  X  X  X  X  Virgina  MN 

Flambeau Hospital Inc  X  X  X  X  Park Falls  WI 

Fort Memorial Hospital           X  Fort Atkinson  WI 

Good Samaritan Health Center  X  X  X  X  Merrill  WI 

Hayward Area Memorial Hospital  X  X  X  X  Hayward  WI 

Howard Young Medical Center  X  X  X  X  Woodruff  WI 

Indianhead Medical Center  X  X  X  X  Shell Lake  WI 

Lakeview Medical Center  X  X  X  X  Rice Lake  WI 

Lakeview Memorial Hospital  X  X  X  X  Two Harbors  WI 

Langlade Memorial Hospital  X  X  X  X  Antigo  WI 

Memorial Hospital  X  X  X  X  Neillsville  WI 

Memorial Medical Center  X  X  X  X  Ashland  WI 

Meriter Hospital Inc           X  Madison  WI 

Mile Bluff Medical Center  X  X  X  X  Mauston  WI 

Monroe Clinic Hospital           X  Monroe  WI 

Moundview Memorial Hospital & Clinic  X  X  X  X  Friendship  WI 

Oakleaf Surgical Hospital LLC  X  X  X  X  Eau Claire  WI 

Oconomowoc Memorial Hospital           X  Oconomowoc  WI 

Our Lady of Victory Hospital  X  X  X  X  Stanley  WI 

Reedsburg Area Medical Center        X  X  Reedsburg  WI 

Rehabilitation Hospital of Wisconsin           X  Waukesha  WI 

Richland Hospital Inc           X  Richland Ctr  WI 
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FACILITY NAME  Commercial  SAS  Medicaid  Advocare  City  State 

River Falls Area Hospital  X  X        River Falls  WI 

Riverside Medical Center  X  X  X  X  Waupaca  WI 

Riverview Hospital  X  X  X  X 
Wisconsin 
Rapids  WI 

Rusk County Memorial Hospital  X  X  X  X  Ladysmith  WI 

Sacred Heart Hospital  X  X  X  X  Eau Claire  WI 

Sacred Heart Hospital  X  X  X  X  Tomahawk  WI 

Sauk Prairie Memorial Hospital           X  Sauk Prairie  WI 

Select Specialty Hospital ‐ Madison Inc           X  Madison  WI 

Spooner Health System Inc  X  X  X  X  Spooner  WI 

St Clare's Hospital of Weston Inc  X  X  X  X  Weston  WI 

St Croix Regional Medical Center  X  X  X  X  St Croix Falls  WI 

St Elizabeths Medical Center  X  X  X  X  Appleton  WI 

St Joseph's Health Services  X  X  X  X  Hillsboro  WI 

St Josephs Hospital  X  X  X  X  Marshfield  WI 

St Josephs Hospital  X  X  X  X  Chippewa Falls  WI 

St Lukes Hospital Association of Duluth 
Inc  X  X  X  X  Duluth  MN 

St Mary's Hospital  X  X  X  X  Rhinelander  WI 

St Michaels Hospital  X  X  X  X  Stevens Point  WI 

Stoughton Hospital Association           X  Stoughton  WI 

Upland Hills Health Inc           X  Dodgeville  WI 

UW Hospital & Clinics           X  Madison  WI 

Watertown Regional Medical Center Inc           X  Watertown  WI 

Waukesha Memorial Hospital           X  Waukesha  WI 

Westfields Hospital  X  X        Westfields  WI 

Wild Rose Community Memorial Hospital  X  X  X  X  Wild Rose  WI 

 

Hospitals with Referral Arrangements and Pricing Agreements 

 Abbott Northwestern Hospital Minneapolis, MN 
 Allina Health System various, MN 
 Aurora Psychiatric Hospital Wauwatosa 
 Belin Psychiatric Center Green Bay 
 Children’s Health Care Minneapolis, MN 
 Children’s Hospital Milwaukee 
 Ann & Robert H Lurie Children’s Hospital of Chicago Chicago, IL 
 Fairview University Medical Center various, MN 
 Froedtert Memorial Hospital Milwaukee 
 Hazelden Center City, MN 
 Lakeview Neuro (LTAC) Waterford 
 Libertas Treatment Center Green Bay 
 Milwaukee Psychiatric Hospital Milwaukee 
 Rogers Memorial Hospital Oconomowoc 
 St. Luke’s Medical Center Milwaukee 
 University of Wisconsin Hospitals Madison 
 University of MN Physicians various, MN 
 

 




