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Honorable Theodore K. Nickel 
Commissioner of Insurance 
State of Wisconsin 
125 South Webster Street 
Madison, Wisconsin 53703 
 
 
 
Commissioner: 

 In accordance with your instructions, a compliance examination has been made of 

the affairs and financial condition of: 

WPS Health Plan, Inc. 
Madison, Wisconsin 

 
and this report is respectfully submitted. 

 

I.  INTRODUCTION 

 The previous examination of WPS Health Plan, Inc. (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 Financial Condition Examiners Handbook, which sets forth guidance for planning and 

performing an examination to evaluate the financial condition and identify prospective risks of an 

insurer.  This approach includes the obtaining of information about the company including 

corporate governance, the identification and assessment of inherent risks within the company, 

and the evaluation of system controls and procedures used by the company to mitigate those 

risks.  The examination also included an assessment of the principles used and significant 

estimates made by management, as well as an evaluation of the overall financial statement 
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presentation and management’s compliance with statutory accounting principles, annual 

statement instructions, and Wisconsin laws and regulations. 

 The examination consisted of a review of all major phases of the company's 

operations and included the following areas:  

 History 
 Management and Control 
 Corporate Records 
 Conflict of Interest 
 Fidelity Bonds and Other Insurance 
 Provider Contracts 
 Territory and Plan of Operations 
 Affiliated Companies 
 Growth of the Company 
 Reinsurance 
 Financial Statements 
 Accounts and Records 
 Data Processing 
 
 Emphasis was placed on the audit of those areas of the company's operations 

accorded a high priority by the examiner-in-charge when planning the examination.  Special 

attention was given to the action taken by the company to satisfy the recommendations and 

comments made in the previous examination report. 

 The company is annually audited by an independent public accounting firm as 

prescribed by s. Ins 50.05, Wis. Adm. Code.  An integral part of this compliance examination was 

the review of the independent accountant's work papers.  Based on the results of the review of 

these work papers, alternative or additional examination steps deemed necessary for the 

completion of this examination were performed.  The examination work papers contain 

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

the course of the examination. 



 3

II. HISTORY AND PLAN OF OPERATION 

 WPS Health Plan, Inc., is described as a for-profit mixed model health maintenance 

organization (HMO) insurer.  An HMO insurer is defined by s. 609.01 (2), Wis. Stat., as ". . . a 

health care plan offered by an organization established under ch. 185, 611, 613, or 614 or issued 

a certificate of authority under ch. 618 that makes available to its enrolled participants, in 

consideration for predetermined fixed payments, comprehensive health care services performed 

by providers selected by the organization."  Under the mixed model, the company has a delivery 

system consisting of 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 April 19, 2005, and commenced business 

June 1, 2005.  The company is a wholly owned subsidiary of Wisconsin Physicians Service 

Insurance Corporation (WPS), a nonprofit service insurance corporation.  On June 1, 2005, WPS 

Health Plan, Inc., entered into an Asset Purchase Agreement with PHP Insurance Plan, Inc. 

(PHP), Prevea Health Services, Inc., and Prevea Clinic, Inc.  Under this agreement, all of PHP’s 

group and individual health insurance policies and certificates were transferred to WPS Health 

Plan, Inc.  The company began doing business under the trade name of Arise Health Plan in 

October of 2006. 

 The company contracts with more than 2,000 primary care and nearly 10,000 

specialty care providers.  Referrals must be preauthorized by an enrollee’s primary care provider 

for non-participating provider care and tertiary (specialty) care. 

 The company contracts generally have a one-year term and automatically renew for 

additional one-year terms.  The contracts include hold-harmless provisions for the protection of 

policyholders.  Typically, contracts may be terminated by either party giving 60 days’ written 

notice prior to the end of a contract term but some contracts require 90 days’ notice.  Providers 

are compensated based on fee schedules that are percentages of RBRVS (Medicare rates) or on 

a discounted fee-for-service basis.   
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 The company contracts with 20 hospitals to provide inpatient services, plus a variety 

of additional facilities to provide tertiary care, as listed below.  Hospitals are reimbursed on a 

discounted fee-for-service basis.  The contracts include hold-harmless provisions for the 

protection of policyholders. 

Contracted hospitals are: 

 Appleton Medical Center, Appleton 
 Aspirus Wausau Hospital, Wausau 
 Bay Area Medical Center, Marinette 
 Bellin Hospital, Green Bay 
 Community Memorial Hospital, Oconto Falls 
 Dickinson Memorial Hospital, Iron Mountain 
 Door County Memorial Hospital, Sturgeon Bay 
 Holy Family Memorial Medical Center, Manitowoc 
 Langlade Memorial Hospital, Antigo 
 Memorial Health Center, Medford 
 New London Family Medical Center, New London 
 Riverside Medical Center, Waupaca 
 Riverview Hospital, Wisconsin Rapids 
 Shawano Medical Center, Shawano 
 St. Agnes Hospital, Fond du Lac 
 St. Mary’s Hospital Medical Center, Green Bay 
 St. Nicholas Hospital, Sheboygan 
 St. Vincent Hospital, Green Bay 
 Theda Clark Medical, Neenah 
 Waupun Memorial Hospital, Waupun 
 
Tertiary facilities are: 
 
 Children’s Hospital of Wisconsin, Milwaukee 
 Columbia St. Mary’s Hospital of Milwaukee, Milwaukee 
 Froedtert Memorial Hospital, Milwaukee 
 Sacred Heart Rehab Institute, Milwaukee 
 St. Mary’s Hospital - Ozaukee, Mequon 
 University of Wisconsin Hospitals and Clinics, Madison 
 
 According to its business plan, the service area is comprised of the following 

counties:  Brown, Calumet, Door, Fond du Lac, Kewaunee, Langlade, Lincoln, Manitowoc, 

Marathon, Marinette, Oconto, Oneida, Outagamie, Portage, Shawano, Sheboygan, Taylor, Vilas, 

Waupaca, Winnebago and Wood. 

 The company offers comprehensive health care coverage that may include 

deductibles, coinsurance, and copayments.  The following health care coverages are provided for 

group customers: 
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 Physician services 
Prescription drugs—copayment level varies by type 
Preventive health services 

 Routine eye examinations 
 Routine hearing examinations 
 Inpatient services 
 Outpatient services 
 Emergency care 
 Chiropractic services 
 Mental health, drug, and alcohol abuse services 
 Special dental procedures 
 Prosthetic devices and durable medical equipment 
 Newborn services 
 Home health care 
 Diabetes treatment 
 Convalescent nursing home service 
 Cardiac rehabilitation, physical, speech, and/or occupational therapy 
 Hospice care 
 Kidney disease treatment 
 Certain transplants 
 Autism treatment 
 
 Mental health and AODA coverage is limited to 10 days inpatient, 20 days of 

transitional care, and 30 outpatient visits, but is transitioning to coverage as any other illness in 

accordance with state and federal mandates.  Skilled nursing care is limited to 30 days per 

confinement.  Except for emergency care, the HMO product requires members to seek care from 

a participating provider.  The company also offers point-of-service (POS) plans, under which a 

member may choose to seek services from nonparticipating providers, for lesser levels of 

coverage.  Members are encouraged to choose a primary care physician from the listing of 

participating physicians available.  The company offers individual products that are similar to the 

group products, except they do not cover routine pregnancy, treatment for mental health, or 

AODA. 

 The company markets group, self-funded, and individual products.  The company 

uses a mixed distribution force consisting of selected agencies in the Northeastern Wisconsin/Fox 

Valley and North Central Wisconsin Area. 

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

determination.  This rate is adjusted for age/gender distribution, benefit plan, area, and 

administrative cost on a group-by-group basis.  Experience is reviewed for renewal groups; 

credibility factors are used to blend the “book” rate with the experience rate, giving more weight to 
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the experience portion of the rate as the group size increases.  A portion of the large claim 

amounts are pooled or removed from the experience in determining the subsequent renewal 

rates.  This pooled claim amount is replaced with a pooling charge that is spread out to all groups 

in the large group block of business.  Small groups are handled separately at the home office in 

Madison.  New business and renewal rates are determined by reviewing the health and claim 

history of the group and rates are assigned within the rating requirements set forth by the state. 

 The underwriting for individual plans also entails review of the responses to detailed 

health questions on the application for insurance.  A decision is made on each application to 

approve the application standard, apply exclusion riders which exclude benefits for certain 

preexisting medical conditions or decline the applicant for coverage.  Current federal health care 

law prohibits the company from declining or placing a rider on any dependent children.  In some 

cases, the company offers coverage with an additional surcharge on the premium billed due to a 

substandard risk.  If an exclusion rider or decline decision is made, a letter is sent to the applicant 

notifying them of the reason for the decision and informing them of their rights and process of 

applying for the state Health Insurance Risk-Sharing Plan. 
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III. MANAGEMENT AND CONTROL 

Board of Directors 

 The board of directors consists of nine members.  All directors are elected to serve a 

one-year term.  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 currently receive $600 per meeting for serving on the board.  Employees on 

the board are not paid fees.  Currently the board of directors consists of the following persons: 

 
Name and Residence Principal Occupation Term Expires 
 
Brad Anderson Human Resources Consultant 2012 
Lake Mills, WI Partnership in Human Resources 
 
Kristine Euclide Attorney 2012 
Madison, WI Madison Gas and Electric, Co. 
 
Timothy Flaherty, M.D. Retired Physician 2012 
Neenah, WI  
 
Edwin Hill, Jr. Retired Bank Vice Presdent 2012 
Madison, WI 
 
Leland Kauth Retired Financial Consultant 2012 
Wisconsin Rapids, WI 
 
John Matthews President 2012 
Madison, WI Madison Teachers, Inc. 
 
Eugene Nordby, M.D. Chairman of the Board 2012 
Madison, WI Retired 
 
James Riordan President and Chief Executive Officer Ex. Officio 
Madison, WI Wisconsin Physicians Service Insurance Corp. 
 
David Vogel Civil Engineer and President 2012 
Madison, WI Vogel Bros. Building Company 
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Officers of the Company 

 The officers elected by the board of directors and serving at the time of this 

examination are as follows: 

 Name Office 2010 Salary 

 James Riordan President $787,844* 
 William Beisenstein Treasurer 377,166* 
 Kim Rene Goke Secretary 94,979* 
 
* This is total compensation paid by WPS, a portion of which is allocated to subsidiaries. 
 
Committees of the Board 

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

directors.  There were no committees appointed by the board at the time of the examination. 

 The company has its own employees to carry out the general operations of the 

organization.  Additional administrative staff is provided through a services and supplies 

agreement with Wisconsin Physicians Service Insurance Corporation (WPS).  Under the 

agreement, effective June 1, 2005, WPS agrees to provide the company with general 

management services, the services and expertise of WPS’ officers and staff and other services 

and supplies as required by the company.  Each party shall pay the other party, as full 

compensation for services and supplies rendered, the cost of services and supplies provided, 

including a reasonable allocation of overhead expenses.  The agreement shall be in effect and 

enforceable against the parties unless terminated by written mutual agreement of the parties. 

 PHP Insurance Plan, Inc., entered into the following administrative agreements with 

non-affiliated companies.  The administrative agreements were assigned to WPS Health Plan, 

Inc., following the purchase of PHP Insurance Plan, Inc.’s book of business and amended to 

reflect the change.  The assigned 2001 administrative agreement with Express Scripts was 

replaced with one effective January 2009 to include Wisconsin Physicians Service Insurance 

Corporation. 

 Effective January 1, 2009, the company and WPS entered into a 
managed prescription drug agreement with Express Scripts, Inc.  
Under this agreement Express Scripts, Inc., agrees to provide 
prescription drug benefits management services to the 
two companies. 
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 Effective February 18, 2002, the company entered into an 
administrative agreement with CHCS Services, Inc.  Under this 
agreement CHCS Services, Inc., shall provide the company with 
general support service, including, but not limited to, data entry, 
premium accounting, claims, and billing. 

 
 Effective April 5, 2004, the company entered into an outbound mail 

service agreement with Emdeon.  Under this agreement Emdeon 
agrees to print, insert, and mail claims communications on behalf of 
the company to addresses provided by the company. 
 

 Effective March 11, 2004, the company entered into a services and 
licenses agreement with CLAIMSNET.COM, Inc. (Claimsnet).  Under 
this agreement Claimsnet agrees to provide claims submission 
systems and other related services including, but not limited to, Web 
site development and payer-specific editing and formatting over the 
internet. 

 
Insolvency Protection for Policyholders 

 Section Ins 9.04 (6), Wis. Adm. Code, requires HMOs 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 was not in compliance with this requirement.  Refer to the “Summary of 

Examination Results” section for the findings and recommendation. 



 10

IV. AFFILIATED COMPANIES 

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

Wisconsin Physicians Service Insurance Corporation.  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, 2010 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Wisconsin Physicians Service Insurance Corporation (WPS) 

 The company provides hospital, medical, and dental coverage for groups as well as 

claims administration for self-insured employers and governmental agencies.  As of 

December 31, 2010, WPS’ audited financial statement reported assets of $313,270,966, liabilities 

of $146,061,798, and capital and surplus of $167,209,168.  Operations for 2010 produced net 

income of $7,928,549 on revenues of $457,832,826. 

The EPIC Life Insurance Company (EPIC) 

 EPIC was incorporated under the laws of Wisconsin in 1984 as a wholly owned 

subsidiary of WPS.  EPIC offers term life, long-term and short-term disability, dental and vision 

insurance products to group subscribers and life conversion policies to individuals in 27 states 

with a concentration in Wisconsin and surrounding Midwestern states.  EPIC also offers medical 

products, which are assumed and administered by WPS.  In addition, EPIC offers Administrative 

Services Contracts products marketed to larger group.  As of December 31, 2010, the audited 

Wisconsin Physicians Service 
Insurance Corporation 

The EPIC Life 
Insurance Company 

WPS Health 
Plan, Inc. 

WPS Community 
Bank, FSB 

adtec 
Services, Inc. 

The Westwood 
Conference Center, LLC 

30.1288% Share

Madison Research 
Technologies, LLC 

95% Share 
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financial statements of EPIC reported assets of $51,534,641, liabilities of $25,666,318, and 

capital and surplus of $25,868,323.  Operations for 2010 produced net income of $1,083,387. 

WPS Community Bank, FSB  

 WPS Community Bank, FSB (the Bank) was incorporated on January 20, 2009, as a 

wholly owned subsidiary of WPS.  The Bank was capitalized with a $10 million investment by 

WPS.  The Bank grants commercial and consumer loans and accepts deposits from customers 

primarily in the Bank’s local area of Dane County.  The Bank is subject to competition from other 

financial institutions and nonfinancial institutions providing financial products and services.  

Additionally, the Bank is subject to the regulations of certain regulatory agencies and undergoes 

periodic examination by those agencies.  As of December 31, 2010, audited financial statements 

of WPS Community Bank, FSB, reported assets of $34,452, 000 liabilities of $25,679, 000 and 

stockholders’ equity of $8,773,000.  Operations for 2010 produced a net income (loss) of 

$(485,117). 

adtec Services, Inc. (adtec) 

 adtec Services, Inc., is a wholly owned corporation incorporated in 1979 that sells 

temporary help services and computer consulting services to customers who are predominately 

small to middle market Wisconsin businesses.  During 2009, adtec closed its offices and ceased 

operations in Green Bay, the Fox Valley and Milwaukee.  As of December 31, 2010, the audited 

financial statements of adtec reported assets of $2,256,364, liabilities of $288,690, and 

stockholders’ equity of $1,967,674.  Operations for 2010 produced net income (loss) of $(75,875).  

Affiliated Agreements 

 Effective June 1, 2005, the company entered into a services and supplies agreement 

with WPS.  Under this agreement WPS agrees to provide the company with general management 

services including, but not limited to, the hiring of sufficient experienced individuals to run the day-

to-day operations of the health plan and to provide services and expertise of WPS’ officers and 

staff.  WPS also agrees to provide services and supplies required by the health plan as needed. 

The company has a tax allocation agreement, effective December 1, 2009, with its 

parent company, WPS, for the purpose of filing consolidated federal income tax returns and 
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combined Wisconsin franchise and income tax returns along with other members of the holding 

company group.  WPS Health Plan, Inc., receives monthly tax calculations from WPS and is 

responsible for its share of estimated quarterly tax payments when due.  On or before the annual 

income tax returns filing dates the company will pay to or receive from WPS the final amount of 

federal and state tax liability or benefit as calculated on a separate return basis.  WPS also 

prepares a computation of deferred federal and state tax liability for WPS Health Plan, Inc.  All 

deferred tax settlements and income tax payment owed to or owed by either party will be made 

within 30 days or no later than each quarterly due date of the taxes. 
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V.  REINSURANCE 

 The company has reinsurance coverage under the contract outlined below: 

Reinsurer: American Fidelity Assurance Company 
 
Type: HMO Medical Excess of Loss Reinsurance 
 
Effective date: July 1, 2011 
 
Retention: Attachment point:  $300,000 per member per contract year 
 

In addition to the above retention, there is an aggregate retention 
equal to $6.17 times the number of employee or individual policies in 
force at the end of each month 

 
Coverage: First layer: 90% of $700,000 in excess of $300,000 
 Second layer: 100% of $1,000,000 in excess of $1,000,000 
 Third layer: 100% of $3,000,000 in excess of $2,000,000 
 Contract year per member maximum:  $5,000,000. 
 
Premium: First layer: $11.31 per employee or individual policy per month 
 Second layer: $0.78 per employee or individual policy per month 
 Third layer: $0.45 per employee or individual policy per month 
 
Experience refund 30% of the difference between total ultimate net losses in excess of 

amounts retained and 70% of gross premium 
 
Termination: July 1, 2012 
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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.  Adjustments made as a result of the examination are noted at the end of this 

section in the area captioned "Reconciliation of Net Worth per Examination." 
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WPS Health Plan, Inc. 
Assets 

As of December 31, 2010 
 

 Assets 
Nonadmitted 

Assets 

Net 
Admitted 
Assets 

    
Bonds  $22,546,402 $                 $22,546,402 
Cash, cash equivalents and short-term investments 2,490,867  2,490,867 
Investment income due and accrued 194,278  194,278 
Uncollected premiums and agents' balances in the 

course of collection 155,347  155,347 
Amounts recoverable from reinsurers 249,901  249,901 
Amounts receivable relating to uninsured plans 1,458  1,458 
Net deferred tax asset 926,102 696,618 229,484 
Electronic data processing equipment and software 33,011  33,011 
Furniture and equipment, including health care 

delivery assets 48,000 48,000 0 
Receivables from parent, subsidiaries and affiliates 225,820 225,820 0 
Health care and other amounts receivable 427,524 90,112 337,412 
Aggregate write-ins for other than invested assets          71,038        71,038                     
    
Total Assets  $27,369,748 $1,131,588 $26,238,160 
 
 

WPS Health Plan, Inc. 
Liabilities and Net Worth 
As of December 31, 2010 

 
Claims unpaid  $  9,131,000 
Accrued medical incentive pool and bonus payments   83,554 
Unpaid claims adjustment expenses   450,793 
Aggregate health policy reserves  602,982 
Premiums received in advance   2,942,692 
General expenses due or accrued   1,613,716 
Ceded reinsurance premium payable  208,423 
Amounts withheld or retained for the account of others  37,386 
Liability for amounts held under uninsured accident and health plans  1,362,756 
Aggregate write-ins for other liabilities [including $(1) current]           14,050 
Total liabilities  16,447,352 
Common capital stock $           100  
Gross paid in and contributed surplus  13,499,900  
Unassigned funds (surplus)    (3,709,192)  
Total capital and surplus       9,790,808 
   
Total Liabilities, Capital and Surplus   $26,238,160 
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WPS Health Plan, Inc. 
Statement of Revenue and Expenses 

For the Year 2010 
 
Net premium income   $93,612,814 
Change in unearned premium reserves and reserve for rate 

credits           (45,481) 
Total revenues   93,567,333 
Medical and hospital:   

Hospital/medical benefits $71,176,299  
Outside referrals 3,847,368  
Emergency room and out-of-area 5,129,823  
Prescription drugs 7,794,807  
Incentive pool and withhold adjustments          86,358  
Subtotal 88,034,655  

Less   
Net reinsurance recoveries     3,410,401  

Total medical and hospital 84,624,254  
Claims adjustment expenses 4,036,018  
General administrative expenses     8,438,438  
Total underwriting deductions    97,098,710 
Net underwriting gain or (loss)  (3,531,377) 
Net investment income earned 837,720  
Net realized capital gains or (losses)        484,093  
Net investment gains or (losses)     1,321,813 
Net income or (loss) before federal income taxes   (2,209,564) 
Federal and foreign income taxes incurred        (925,773) 
   
Net Income (Loss)   $(1,283,791) 
 
 

WPS Health Plan, Inc. 
Capital and Surplus Account 

As of December 31, 2010 
 
Capital and surplus prior reporting year   $10,855,674 
Net income or (loss) $(1,283,791)  
Net unrealized capital gains and losses  121,395  
Change in net deferred income tax  17,322  
Change in nonadmitted assets          80,208  
Surplus adjustments:   
Net change in capital and surplus      (1,064,866) 
   
Capital and Surplus End of Reporting Year   $  9,790,808 
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WPS Health Plan, Inc. 
Statement of Cash Flows 
As of December 31, 2010 

 
Premiums collected net of reinsurance   $93,747,218 
Net investment income          934,611 
Total   94,681,829 

Less: 
   

Benefit- and loss- related payments  $82,986,908  
Commissions, expenses paid and aggregate 

write-ins for deductions  10,536,927  
Federal and foreign income taxes paid (recovered) 

$0 net tax on capital gains (losses)       (555,730)  
Total     92,968,105 
Net cash from operations   1,713,724 
Proceeds from investments sold, matured or repaid:    

Bonds $64,347,588   
Total investment proceeds  64,347,588  
Cost of investments acquired - long-term only:    

Bonds   64,771,978   
Total investments acquired    64,771,978  

Net cash from investments   (424,390) 
Cash provided/applied:    

Other cash provided (applied)    
Net cash from financing and miscellaneous sources         (135,199) 
    
Net change in cash, cash equivalents, and short-term 

investments   1,154,135 
    
Beginning of year       1,336,732 
    
End of Year   $  2,490,867 
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Growth of WPS Health Plan, Inc. 
 

     Medical  
   Capital and Premium Expenses Net 

Year Assets Liabilities Surplus Earned Incurred Income 
       

2010 $26,238,160 $16,447,352 $  9,790,808 $93,612,814 $84,624,254 $(1,283,791) 
2009 24,510,822 13,655,148 10,855,674 92,057,062 82,453,888 (1,213,774) 
2008 25,489,233 14,908,596 10,580,637 82,305,133 72,518,414 (138,498) 
2007 24,740,805 13,922,060 10,818,745 78,650,562 68,360,031 1,109,886 
2006 19,478,151 12,755,044 6,723,107 82,531,811 72,328,407 962,280 

 
 

  Medical Administrative Change 
 Profit Expense Expense in 

Year Margin Ratio Ratio Enrollment 
     

2010 -1.4% 90.4% 13.3% 5.9% 
2009 -1.3 90.2 12.4 12.4 
2008 -0.2 88.2 11.7 7.2 
2007 1.4 86.9 12.5 -8.7 

 
Enrollment and Utilization 

 
   Average
  Hospital Length 

Year Enrollment Days/1,000 of Stay 
   

2010 27,455 330.86 3.9 
2009 25,920 221.65 3.7 
2008 23,065 261.50 4.1 
2007 21,509 260.26 4.2 
2006 23,562 328.40 4.3 

 
 

Per Member Per Month Information 
 

  Percentage 
 2010 2009 Change 

Premiums:    
Commercial $294.02 $303.36 -3.1% 
Medicare 218.87 184.16 18.8 
    
Expenses:    
Hospital/medical benefits 223.03 223.53 -0.2 
Outside referrals 12.06 12.11 -0.5 
Emergency room and out-of-area 16.07 16.15 -0.5 
Prescription drugs 24.43 29.69 -17.7 
Incentive pool and withhold adjustments 0.27 0.13 105.9 
Less:  Net reinsurance recoveries     10.69     11.29 -5.3 
Total medical and hospital 265.17 270.32 -1.9 
    
Claims adjustment expenses 12.65 11.97 5.7 
General administrative expenses     26.44     25.11 5.3 
    
Total Underwriting Deductions $304.26 $307.40 -1.0% 
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 The company’s reported capital and surplus has increased by 46% since the balance 

sheet date of the previous examination.  This increase is primarily a result of $4.5 million in 

capital contributions from its parent company WPS.  The contributions were made in 2007 and 

2009.  These contributions have enabled the company to raise and maintain its risk-based capital 

to above its required action level of 200%. 

 The company reported increased earned premium in each of the past five years.  

During 2009 the company reported the largest increase in enrollment of 12.4%, which was the 

largest annual increase since the previous examination date.  During 2010 the company reported 

an increase in enrollment of 5.9%.  However, due to increased claim activity the company 

reported a net loss of $1.2 million and loss ratios of 90% for the same two years. 

Reconciliation of Capital and Surplus per Examination 

 No adjustments were made to surplus as a result of the examination.  The amount of 

surplus reported by the company as of December 31, 2010, is accepted. 
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VII. SUMMARY OF EXAMINATION RESULTS 

Compliance with Prior Examination Report Recommendations 

 There were ten 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 amend their bylaws to 
reflect the change in annual meeting date from March of each year to September of each 
year. 

 
 Action—Compliance.  
 
2. Management and Control—It is recommended that the company properly include all 

compensation amounts when completing the Report on Executive Compensation (form 
OCI 22-060). 

 
 Action—Noncompliance; see comments in the “Summary of Current Examination Results.” 
 
3. CPA Engagement Letter—It is recommended that WPS Health Plan, Inc., either enter into 

an agreement with their current independent auditor that does not contain indemnification 
language or obtain a firm that meets the qualifications for an independent certified public 
accountant as prescribed under s. Ins 50.08 (1), Wis. Adm. Code. 

 
 Action—Compliance.  
 
4. Escheatable Funds—It is recommended that the company report escheatable funds as a 

write-in liability in accordance with the NAIC Health Annual Statement Instructions. 
 
 Action—Compliance.  
 
5. Special Deposit—It is recommended that the company make its special deposit in 

accordance with s. 609.98, Wis. Stat. 
 
 Action—Compliance.  
 
6. Custodial Agreements—It is recommended that the company fully comply with s. 610.23, 

Wis. Stat., by executing proper custodial agreements containing satisfactory safeguards 
and controls in accordance with the NAIC’s Financial Condition Examiners Handbook. 

 
 Action—Compliance.  
 
7. Investment Procedures—It is recommended that the company reconcile their investment 

purchase and sales information to the monthly statements provided by each money 
manager to ensure that the information is accurate. 

 
 Action—Compliance.  
 
8. Foreign Investments—It is recommended that the company monitor its foreign investments, 

including foreign bank accounts, to assure that any excess over 2% of admitted assets are 
deducted in the calculation of compulsory surplus. 

 
 Action—Compliance.  
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9. HIRSP Accrual—It is recommended that the company accrue for the HIRSP assessment in 

accordance with SSAP No. 35. 
 
 Action—Compliance.  

 
10. Outside Service Providers—It is recommended that the company include minimum service 

level requirements in the service provider contracts and monitor the performance of the 
providers periodically. 

 
 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. 

Management and Control 

 The previous examination contained a recommendation that the company properly 

complete the Report on Executive Compensation.  Although the company had complied with the 

specific issue that resulted in the recommendation, the current examination noted that the report 

was still not completed correctly.  The 2010 compensation reported for each individual did not 

include the amounts paid for various types of insurance coverage provided at no cost to the 

employee.  According to the executive compensation report form, “compensation shall consist of 

any and all gross direct and indirect remuneration paid and accrued for the benefit of an individual 

director, officer or employee.”  It is again recommended that the company complete the Report on 

Executive Compensation in accordance with its instructions.   

Insolvency Protection for Policyholders 

 Section Ins 9.04 (6), Wis. Adm. Code, requires HMOs 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 met this requirement for the years 2007 through 2009 by maintaining compulsory 

surplus above the level required by s. Ins 51.80, Wis. Adm. Code.  For the years 2010 and 2011, 

the company did not maintain sufficient compulsory surplus to meet this requirement as shown by 

the following calculation: 
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 2010 2011 
   
Individual premium $10,646,153 $ 14,286,907 
Group premium   82,921,180    89,328,217 
Total premium   93,567,333  103,615,124 
    
Compulsory surplus requirement    
  per s. Ins 51.80, Wis. Adm. Code:    

Individual (15% of premium) 1,596,923 2,143,036 
Group (10% of premium)     8,292,118      8,932,822 
Total compulsory surplus required 9,889,041 11,075,858 

    
Surplus per annual statement     9,790,808      9,987,999 
   
Compulsory Surplus (Deficiency) $      (98,233) $  (1,087,859) 

 
It is recommended that the company comply with the insolvency protection for policyholders’ 

provision of s. Ins 9.04 (6), Wis. Adm. Code, within 60 days of adoption of this examination report. 

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, 2010, as modified for examination 

adjustments is as follows: 

Assets $   26,238,160  
Less:   

Special deposit 977,674  
Liabilities      16,447,352  
   
   

Assets available to satisfy surplus requirements  $8,813,134 
   
Indemnity premium earned 2,677,364  
Compulsory factor                   10%  
Total indemnity  267,736 
   
HMO premium earned 90,889,969  
Compulsory factor                     3%  
Total HMO  2,726,699 
   
Compulsory surplus    2,994,435 
   
Compulsory Surplus Excess/(Deficit)  $5,818,699 
   
Assets available to satisfy surplus requirements  $8,813,134 
   
Compulsory surplus $     2,994,435  
Security factor                  138%  
Security surplus    4,132,320 
   
Compulsory Excess/(Deficit)  $4,680,814 
  

 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 2010 with a deposit of $977,674 with the State 

Treasurer. 
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VIII. CONCLUSION 

 WPS Health Plan, Inc., was incorporated on April 19, 2005, and commenced 

business on June 1, 2005.  The company started doing business using the trade name Arise 

Health Plan in October 2006.  The company is a wholly owned subsidiary of Wisconsin 

Physicians Service Insurance Corporation, a nonprofit service insurance corporation. 

 The company’s reported capital and surplus has increased by 46% since the balance 

sheet date of the previous examination.  This increase is primarily a result of $4.5 million in 

capital contributions from its parent company, WPS.  The contributions were made in 2007 and 

2009.  These contributions have enabled the company to raise and maintain its risk-based capital 

to above its required action level of 200%. 

 The current examination resulted in two recommendations and no surplus 

adjustments or account reclassifications. 
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IX.  SUMMARY OF COMMENTS AND RECOMMENDATIONS 

 1. Page 22 - Management and Control—It is again recommended that the company 
complete the Report on Executive Compensation in accordance with its 
instructions. 

 
 2. Page 23 - Insolvency Protection—It is recommended that the company comply with the 

insolvency protection for policyholders’ provision of s. Ins 9.04 (6), Wis. Adm. 
Code, within 60 days of adoption of this examination report. 
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XI. SUBSEQUENT EVENTS 

 In November 2011, WPS approved a plan to discontinue the current operations of its 

wholly owned subsidiary, adtec Services, Inc., during 2012 due to the declining need for either 

temporary or computer consulting services.  A severance plan was also approved for employees 

that would be separated in 2012 as a result.  adtec Services, Inc., discontinued its temporary help 

operations on January 31, 2012, and intends to discontinue its computer consulting service by 

April 30, 2012.  The assets and liabilities of the company will be liquidated and merged into the 

parent company (WPS) upon formal dissolution of adtec.  WPS expects formal dissolution of the 

corporation to occur by year-end 2012.  Operations have largely ceased. 

 On April 9, 2012, WPS announced the appointment of Mr. Michael Hamerlik as 

President and Chief Executive Officer, effective June 11, 2012.  He will replace Mr. James 

Riordan, who will be retiring after serving more than 20 years in that role and 39 years with WPS.  

Mr. Riordan will remain at the company until the end of 2012 to help with the transition. 


