
Examination Warrant Number 13-04667-67660-A1 

Report of Examination of 

Pennsylvania Life Insurance Company 
Harrisburg, Pennsylvania 

As of December 31, 2013 

 
 

 



Pennsylvania Life Insurance Company 

TABLE OF CONTENTS 
Subject Page 
Salutation .........................................................................................................................................1 
Scope of Examination ......................................................................................................................1 
History..............................................................................................................................................2 
Management and Control: 

Capitalization .............................................................................................................................2 
Stockholder ................................................................................................................................2 
Insurance Holding Company System.........................................................................................3 
Board of Directors......................................................................................................................4 
Committees ................................................................................................................................5 
Officers ......................................................................................................................................7 

Corporate Records: 
Minutes ......................................................................................................................................7 
Articles of Agreement ................................................................................................................7 
By-Laws .....................................................................................................................................7 

Service and Operating Agreements .................................................................................................8 
Reinsurance: 

Ceded .........................................................................................................................................8 
Assumed .....................................................................................................................................9 

Territory and Plan of Operations ...................................................................................................10 
Significant Operating Trends .........................................................................................................10 
Accounts and Records....................................................................................................................11 
Pending Litigation ..........................................................................................................................11 
Financial Statements: 

Comparative Statement of Assets, Liabilities, Surplus and Other Funds ................................13 
Comparative Statement of Income ...........................................................................................14 
Comparative Statement of Capital and Surplus .......................................................................15 
Comparative Statement of Cash Flow .....................................................................................16 

Summary of Examination Changes ...............................................................................................17 
Notes to Financial Statements: 
Assets: 

Investments ..............................................................................................................................17 
Liabilities: 

Policyholder and Claim Reserves ............................................................................................18 
Subsequent Events .........................................................................................................................19 
Recommendations: 

Prior Examination ....................................................................................................................19 
Current Examination ................................................................................................................19 

Conclusion .....................................................................................................................................20 

 
 

 



Harrisburg, Pennsylvania 
April 15, 2015 

Honorable Stephen J. Johnson, CPA 
Deputy Insurance Commissioner 
Commonwealth of Pennsylvania 
Insurance Department 
Harrisburg, Pennsylvania 

Dear Sir: 

In accordance with instructions contained in Examination Warrant Number 13-4667-
67660-A1 dated June 26, 2014, an examination was made of 

Pennsylvania Life Insurance Company, NAIC Code: 67660 

a Pennsylvania domiciled stock life insurance company, hereinafter referred to as “Company”.  
The examination was conducted at the Company’s corporate offices, located at 1 CVS Drive, 
Cumberland, RI 02864 and 9501 E. Shea Boulevard, Scottsdale, AZ 85260. 

A report of this examination is hereby respectfully submitted. 

SCOPE OF EXAMINATION 
The Company was last examined as of December 31, 2009. 

This examination covered the four-year period from January 1, 2010 through December 
31, 2013, and consisted of a general survey of the Company’s business practices and 
management, and an evaluation of the Company’s financial condition as of the latter date.  
Material subsequent events were also reviewed. 

Work programs employed in the performance of this examination were designed to 
comply with the standards promulgated by the Pennsylvania Insurance Department 
(“Department”) and the National Association of Insurance Commissioners (“NAIC”). 

The format of this report is consistent with the current practices of the Department and 
the examination format prescribed by the NAIC.  It is limited to a description of the Company, a 
discussion of financial items that are of specific regulatory concern, and a factual disclosure of 
other significant regulatory information. 

For each year during the period under examination, the Certified Public Accounting 
(“CPA”) firm of Ernst & Young LLP has provided an unmodified opinion on the Company’s 
year-end financial statements based on statutory accounting principles.  Relevant work 
performed by the CPA firm during its annual audit of the Company, was reviewed during the 
examination and incorporated into the examination workpapers. 

This examination was conducted as a group coordinated examination with the State of 
Tennessee for its examination of SilverScript Insurance Company (NAIC # 12575), with 
Tennessee serving as the Lead State.   
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HISTORY 
The Company was incorporated and commenced business on January 12, 1948, as 

Pennsylvania Life, Health and Accident Insurance Company.  In December 1954, the Company's 
name was changed to Pennsylvania Life Insurance Company.   

From 1954 to 1999, the Company had several changes in ownership, and was a party to 
several merger and acquisition transactions.   

On July 20, 1999, the Commissioner approved the acquisition of the Company by 
Universal America Financial Corp (“Universal American”), through its wholly owned 
subsidiary, American Exchange Life Insurance Company (“American Exchange”), a Texas 
company; to acquire all of the stock, of all classes, of the Company.  The Company subsequently 
became a 100% wholly-owned affiliate of American Exchange, which in turn is a wholly-owned 
subsidiary of Universal American.   

From 1999 to 2011, the Company was a party to several merger and acquisition 
transactions. 

On April 29, 2011, the Company was acquired by UAC Holding, Inc., which is a wholly-
owned indirect subsidiary of CVS Caremark Corporation ("CVS Caremark").  This transaction 
was approved by the Pennsylvania Insurance Department on April 15, 2011.  Subsequently, on 
September 3, 2014, the ultimate parent changed its name to CVS Health Corporation ("CVS 
Health").   

The Company is currently authorized to transact those classes of insurance described in 
40 P.S. § 382 (a)(1) Life and Annuities and (a)(2) Accident and Health. This enables the 
Company to write accident and health policies and all forms of life insurance. 

MANAGEMENT AND CONTROL 

CAPITALIZATION 
As of December 31, 2013, the Company’s total capitalization was $420,821,337 

consisting of 45,946 shares of issued and outstanding common stock with a par value of $100.00 
per share amounting to $4,594,600, gross paid-in and contributed surplus of $63,585,227, and 
unassigned surplus (surplus) of $352,641,510. 

The total minimum capital and minimum surplus required of the Company, to engage in 
the types of business for which it is licensed per 40 P.S. § 386 (a), is $1,100,000 in capital and 
$550,000 in surplus.  The Company met this requirement throughout the examination period. 

STOCKHOLDER 
On April 29, 2011, CVS Caremark Corporation, through its wholly-owned subsidiary, 

UAC Holding, Inc., acquired 100% of the Company’s outstanding shares.  There has been no 
change in ownership subsequent to the examination period.  
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The Company paid the following extraordinary dividend during the period under 
examination which was approved by the Department: 

Year     Amount 

2010 $119,000,000 

INSURANCE HOLDING COMPANY SYSTEM 
The Company is a member of an Insurance Holding Company System pursuant to 40 P.S. 

§§ 991.1401-991.1413.  A registration statement has been filed with the Department for each 
year of the examination period. 

The ultimate controlling parent of the insurance holding company system is CVS 
Caremark Corporation (“CVS Caremark”), a Delaware corporation.  CVS Caremark is traded on 
the New York Stock Exchange under the ticker symbol “CVS”.  CVS Caremark is a specialty 
pharmacy health care holding company, with an emphasis on pharmaceutical products, retail 
pharmacy stores, and prescription benefit management services.  Subsequently, on September 3, 
2014, the ultimate parent changed its name to CVS Health Corporation (“CVS Health”).   
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BOARD OF DIRECTORS 
Management of the Company is vested in its Board of Directors (“Board”), which was 

comprised of the following members as of December 31, 2013: 

Name and Address Principal Occupation 
David S. Azzolina Vice President, Finance 
Richfield, Ohio CVS Health 

John M. Conroy Vice President, Finance 
Norwood, Massachusetts CVS Health 

Kenneth R. Kramer Vice President, Med D Process Improvement 
Hudson, Ohio CVS Health 

Joseph C. LaPine Vice President, Medicare Part D 
Long Beach, California CVS Health 

Harold N. Lund Vice President, Finance 
Longwood, Florida CVS Health 

Todd D. Meek Vice President, Medicare Part D 
Phoenix, Arizona CVS Health 

Melanie C. Merlino Vice President, Medicare Program Services 
Scottsdale, Arizona CVS Health 

Mary K. Meyer Vice President, Marketing 
Cincinnati, Ohio CVS Health 

The Company’s By-Laws state that the number of directors shall consist of not less than 
seven and not more than eleven directors.  Directors shall hold office for a term of one year or 
until his or her successor has been elected and qualified. As of December 31, 2013, six Directors 
are also members of the Board of the Company's affiliate, SilverScript Insurance Company. 

The Company’s Conflict of Interest Policy applies to all employees and is set forth in the 
Employee Handbook and Code of Conduct.  The Company’s Directors and Officers are required 
to complete Conflict of Interest Statements on an annual basis.   
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COMMITTEES  
The By-Laws allow the Directors to create one or more committees which may consist of 

a single member.  The By-Laws state that all committees so created shall have such powers as 
the Board of Directors may delegate to such committee.  The Board approved and adopted the 
creation of the Medicare Part D Compliance Committee.  As of December 31, 2013, the 
Company’s members of the Medicare Part D Compliance Committee were as follows: 

 
Voting Members 
Name  Title 
Jane F. Barlow  Associate Chief Medical Officer 
John Buckley  SVP, Chief Compliance Officer 
Patrick Jeswald  Chief Compliance Officer 
Joseph C. LaPine  Vice President, Medicare Part D 
Jeff Low  Director of Medicare Services 
Michael McNelis     Vice President; Vice President, Medicare Part D 
Todd D. Meek  Vice President, Medicare Part D 
Frank Moffett  VP Medicare Operations 
Judy Weitzman  VP Medical Affairs 
 
Non-Voting Members 
Name  Title 
Sheila Bowers Assistant Vice President 
Bob Brett  VP Medicare Services 
Andrea Centola  Director Compliance Operations 
Daniel Staniec  Director Delegation Oversight 
Richard Tomaszewski  Director of Internal Audit 

 
As of December 31, 2013, the Medicare Part D Compliance Committee consisted of four 

sub-committees.  The sub-committees existing were as follows: 

• Delegation Oversight and Monitoring  
 Daniel Staniec, Interim Chair 
 Patrick Jeswald 
 Mike McNelis 
 Joseph C. LaPine 
• Market Conduct 
 Joseph C. LaPine, Chair 
 Todd D. Meek 
• Beneficiary Access and Services 

Joseph C LaPine, Chair 
Todd D. Meek 
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• Fraud, Waste, and Abuse 
Patrick Jeswald, Chair  

 

40 P.S.§ 991.1405(c)(3) Standards of management of an insurer within a holding 
company system, states: “not less than one-third of the directors of a domestic insurer and not 
less than one-third of the members of each committee of the board of directors of any domestic 
insurer shall be persons who are not officers or employees of such insurer or of any entity 
controlling, controlled by or under common control with such insurer and who are not beneficial 
owners of a controlling interest in the voting stock of such insurer of any such entity.  At least 
one such person must be included in any quorum for the transaction of business of business at 
any meeting of the board of directors or any committee thereof.” 

40 P.S. § 991.1405(c)(4), Standards of management of an insurer within a holding 
company system states: “the board of directors of a domestic insurer shall establish one or more 
committees comprised solely of directors who are not officers or employees of the insurer or of 
any entity controlling, controlled by or under common control with the insurer and who are not 
beneficial owners of a controlling interest in the voting stock of the insurer or any such entity.  
The committee or committees shall have the responsibility for recommending the selection of 
independent certified public accountants, reviewing the insurer’s financial condition, the scope 
and results of the independent audit and any internal audit, nominating candidates for director for 
election by shareholders or policyholders, evaluating the performance of officers deemed to be 
principal officers of the insurer and recommending to the board of directors the selection and 
compensation of the principal officers.” 

40 P.S. § 991.1405 (c)(4.1) Standards and management of an insurer within a holding 
company system, states: “the board of directors of a domestic insurer shall establish one or more 
committees comprised solely of directors who are not officers or employees of the insurer or of 
any entity controlling, controlled by or under common control with the insurer.  The committee 
or committees shall have responsibility for recommending candidates to be nominated by the 
board of directors, in addition to any other nominations by voting shareholders or policyholders, 
for election as directors by voting shareholders or policyholders, evaluating the performance of 
officers deemed to be principal officers of the insurer and recommending to the board of 
directors the selection and compensation of the principal officers.” 

40 P.S. § 991.1405 (c)(5) Standards of management of an insurer within holding 
company system states that “the provisions of paragraphs (3), (4) and (4.1) shall not apply to a 
domestic insurer if the person controlling such insurer is an insurer or another business entity 
having a board of directors and committees thereof which already meet the requirements of 
paragraphs (3), (4) and (4.1).”   

The Company is a member of a holding company system that is controlled by CVS 
Caremark which has board and committee membership that meets the necessary independence 
and has established independent committees to comply with paragraph 40 P.S. § 991.1405 (c)(3), 
(4), and (4.1). 
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OFFICERS 
As of December 31, 2013, the following officers were appointed and serving in 

accordance with the Company’s By-Laws: 

Name Title 
Todd D. Meek President 
Anthony G. Strong Treasurer 
Michele W. Buchanan Secretary 
Michael A. McNelis Vice President 
Harold N. Lund Actuary 
Rebecca C. Justice Assistant Actuary 

CORPORATE RECORDS 

MINUTES 
The annual meeting of the sole-shareholder was held in compliance with the Company’s 

By-Laws during the period under examination.  In accordance with the By-Laws, the members of 
the Board of Directors were elected, and the actions of the Directors and Officers were ratified at 
each annual meeting of the shareholder.   

The annual meeting of the Board of Directors was held in compliance with the 
Company’s By-Laws.  A majority of the directors constitutes a quorum, and was required for all 
board meetings.  The Board appointed the officers of the Company on an annual basis which was 
in compliance with the By-Laws.  A review of the minutes indicates that all investment and 
reinsurance transactions were approved by the Board.  In addition, the minutes of the meeting of 
the Medicare Part D Compliance Committee and the CVS Caremark Audit Committee were 
reviewed for the period under examination. 

ARTICLES OF AGREEMENT 
There were no changes or amendments to the Company’s Articles of Agreement that 

occurred during the examination period.   

BY-LAWS 
There were no changes or amendments to the Company’s By-Laws during the 

examination period.   

 

 

 

 

 
 

 



Pennsylvania Life Insurance Company 

-8- 

SERVICE AND OPERATING AGREEMENTS 
 As of December 31, 2013, the following two related party agreements were in effect: 

PRESCRIPTION BENEFIT MANAGEMENT AGREEMENT 
Effective October 25, 2011, the Company entered into a Medicare Part D Management 

and Services Agreement with CVS Caremark Part D Services, LLC, in order to administer the 
run-out of the Medicare Part D claims.  The Company pays CVS Caremark Part D Services, LLC 
a management fee for accounting, tax, legal, information technology, compliance, claims 
processing services, and other administrative services.  The management fee is assessed on a per-
member, per-month basis.   

TAX SHARING AGREEMENT 
Effective December 31, 2011, the Company and the ultimate parent, entered into an 

Income Tax Sharing Agreement.  The agreement applies to the taxable year ending December 
31, 2011, and all subsequent periods for which the Company is includable on the consolidated 
federal income tax return of the parent.  Under this agreement, CVS Caremark Corporation and 
the Company shall settle payments prior to the close of the calendar year in which the tax return 
is filed.  If any adjustments are made by the Internal Revenue Service (“IRS”), the Company 
shall pay to parent or the parent shall pay to Company the amount of deficiency or overpayment, 
plus any interest and penalties demanded or refunded by the IRS.   

 The above contracts meet the fair and reasonableness requirements of 40 P.S. §991.1405 
(a)(1). 

ADMINISTRATIVE SERVICES AGREEMENT 
Effective April 28, 2011, the Company entered into an Administrative Services 

Agreement with Union Bankers Insurance Company (“UBIC”), an affiliate of Universal 
American, to provide policy and claims administrative services in conjunction with the 
Indemnity Reinsurance Agreement.  The reinsurance agreement is in effect until all insurance 
liabilities under the related policies expire and until the termination of all obligations under the 
coinsurance agreements.  On December 31, 2013, UBIC was merged into Constitution Life 
Insurance Company (“CLIC”), which assumed all the contractual obligations of UBIC. 

REINSURANCE 

CEDED 
The following are the reinsurance contracts in effect during the period under 

examination, through which the Company cedes a significant block of its business: 

Reinsurer: Commonwealth Annuity and Life Insurance Company 
Type of contract: 100% Coinsurance 
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Intermediary: None 
Effective date: April 1, 2009 
Term: Continuous 
Business covered: All Life and Annuity policies, except those covered under Wilton 

Reassurance Company ceding agreements 
Company’s retention: None 
Reinsurance limits: No limit 

Reinsurer: Athene Life Re, Ltd.  
Type of contract: 100% Coinsurance 
Intermediary: Commonwealth Annuity and Life Insurance Company 
Effective date: October 1, 2010 
Term: Continuous 
Business covered: Fixed Annuity policies entered into after 10/01/2010, that were 

ceded to Commonwealth Annuity and Life Insurance Company 
Company’s retention: None 
Reinsurance limits: No limit 

Reinsurer: Union Bankers Insurance Company, transferred to Constitution 
Life Insurance Company on 01/01/2014 

Type of contract: 100% Coinsurance 
Intermediary: None 
Effective date: April 1, 2011 
Term: Continuous 
Business covered: All Life and Health policies, except Medicare Part D 
Company’s retention: None 
Reinsurance limits: No limit 
 

All contracts contain satisfactory arbitration and insolvency clauses.  Additionally all 
contracts transfer risk.  No intermediaries were used. 

ASSUMED 
The following are the reinsurance contracts in effect during the period under 

examination, through which the Company assumes a significant block of business: 

Reinsurer: Health Net Life Insurance Company 
Type of contract: Assumption 
Intermediary: None 
Effective date: April 2, 2012 
Term: Continuous 
Business covered: Medicare Part D contract for plan year 2012 
Company’s retention: Pennsylvania Life retains 100% 
Reinsurance limits: No limit 
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The contract contains satisfactory arbitration and insolvency clauses.  Additionally the 
contract transfer risk.  No intermediaries were used. 

TERRITORY AND PLAN OF OPERATIONS 
The Company is licensed to write life, accident and health coverage in all States except 

New York.  In addition, the Company is licensed in Puerto Rico, the US Virgin Islands, and the 
District of Columbia. 

As of December 31, 2013, the Company is in run-off and is not actively marketing any of 
its products or writing any new business.  The traditional life, accident and health lines have been 
in run-off since 2011 pursuant to the Company's long-term strategy.  Due to a mandate from 
Centers for Medicare and Medicaid Services, all Medicare Part D members were transferred to 
an affiliate, SilverScript Insurance Company, effective January 1, 2013.  As a result of the 
transfer, all Medicare Part D coverage is in run-off for plan years 2012 and prior.   

The following table indicates the distribution of the Company’s business by direct 
premium written as of December 31, 2013: 

 
The Company has sold or assumed a wide variety of product types, including, but not 

limited to: Term Life, Universal Life, Whole Life, Accelerated Death Benefit, Annuities, Group 
Prescription Coverage, Disability Income, Group Long Term Disability Income, Long Term 
Care, Home Health Care, Nursing Home, Senior Dental, Medicare Supplement, Medicare 
Waiver End Stage Renal Disease coverage, and Medicare Part D prescription drug plans.  

SIGNIFICANT OPERATING TRENDS 
The Company reported the following during the period covered by this examination: 

 

Direct
Line of Business and Assumed Ceded Net

Premium Premium Premium
December 31, 2013
Medicare Supplement 8,725,163$          8,725,163$          0                          
Dental only 1,439,277            1,439,277            0                          
Other health 50,904,203          30,600,058          20,304,145          
Health subtotal 61,068,643          40,764,498          20,304,145          
Life 16,358,607          16,358,806          (199)                     
Totals 77,427,250$        57,123,305$        20,303,946$        

2013 2012 2011 2010

Admitted Assets 633,915,910$     1,002,046,810$  916,978,454$     789,283,812$     
Liabilities 213,094,573$     612,438,310$     518,335,493$     520,415,636$     
Capital and Surplus Funds 420,821,337$     389,608,500$     398,642,961$     268,868,176$     
Net Premium Income 20,303,946$       2,553,062,889$  1,901,203,575$  2,127,469,316$  
Benefits to Members (10,589,658)$      2,020,746,531$  1,503,446,819$  1,732,813,088$  
Net Investment Income 88,648$              113,106$            4,442,300$         6,881,086$         
Net Income 40,913,213$       (17,920,590)$      128,430,755$     116,008,979$     
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ACCOUNTS AND RECORDS 
The Company maintains accounting, investment, policy, and claim records at multiple 

locations as a result of mergers and acquisitions.  The ultimate parent’s corporate headquarters 
and the primary location for accounting and investment records are in Cumberland, Rhode 
Island.  Claim and Policy records for the Medicare Part D operations are concentrated in 
Scottsdale, Arizona.  Claims and Policy records for the ceded life, accident and health business 
are located in Lake Mary, Florida at the offices of Universal American, the ultimate parent of the 
reinsurers.   

PENDING LITIGATION 
The Company, at the time of this examination, was not involved in any litigation that 

could have a material effect on its financial position.  

 
 

 



Pennsylvania Life Insurance Company 

-12- 

FINANCIAL STATEMENTS 
The financial condition of the Company as of December 31, 2013, and the results of its 

operations for the most recent two years of the four-year period under examination are reflected 
in the following statements: 

Comparative Statement of Assets, Liabilities, Surplus, and Other Funds; 
Comparative Statement of Income; 
Comparative Statement of Capital and Surplus; 
Comparative Statement of Cash Flow 
 

Effective for reporting year 2012, the Company changed from reporting on a Life Annual 
Statement blank to a Health Annual Statement blank, due to a shift to a larger volume of business 
in health lines.  Due to the complexity of presentation and the lack of comparability if all four 
years of the examination period were presented, only the two most recent years, 2013 and 2012, 
of the Company’s financial statements are presented in this report.  Consequently, the dividends 
paid by the Company in 2010 as shown earlier in this report will not be reflected in the following 
financial statements.  
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Comparative Statement of Assets, Liabilities, Surplus and Other Funds 
As of December 31, 

2013 2012
Bonds 5,778,886$       5,760,282$               
Cash, cash equivalents and short-term investments 23,966,395       46,659,921               
Aggregate write-ins for invested assets 0                       505,000                    
Subtotal, cash and invested assets 29,745,281       52,925,203               
Investment income due and accrued 34,638              8,308                        
Premiums and considerations 69,530,252       62,599,754               
Amounts recoverable from reinsurers 13,100              13,600                      
Other amounts receivable under reinsurance contracts 2,171,021         2,568,636                 
Amounts receivable relating to uninsured plans 516,800,612     540,246,466             
Net deferred tax asset 12,882,095       12,742,097               
Guaranty funds receivable or on deposit 94,531              63,544                      
Health care and other amounts receivable 0                       330,879,202             
Aggregate write-ins for other than invested assets 2,644,380         0                               
Total 633,915,910$   1,002,046,810$        

Claims unpaid 25,602,631$     126,682,134$           
Aggregate health policy reserves 75,511,015       55,608,920               
Premiums received in advance 1,586,706         1,311,885                 
General expenses due or accrued 3,504,027         25,942,854               
Current federal and foreign income tax payable and interest thereon 12,257,990       57,864,043               
Remittances and items not allocated 1,617,032         2,501,239                 
Amounts due to parent, subsidiaries and affiliates 28,551,204       295,131,017             
Funds held under reinsurance treaties 3,787,177         2,947,651                 
Liability for amounts held under uninsured plans 58,478,936       41,404,386               
Aggregate write-ins for other liabilities 2,197,855         3,044,181                 
Total liabilities 213,094,573     612,438,310             
Common capital stock 4,594,600         4,594,600                 
Gross paid in and contributed surplus 63,585,227       63,585,227               
Unassigned funds (surplus) 352,641,510     321,428,673             
Total capital and surplus 420,821,337     389,608,500             
Totals 633,915,910$   1,002,046,810$        
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Comparative Statement of Income 
For the Year Ended December 31, 

2013 2012
Net premium income 20,303,946$        2,553,062,889$   
Change in unearned premium reserves and reserve for rate credits (13,842,379)         (75,244,693)         
Aggregate write-ins for other health care related revenues 14,229,165          15,182,183          
Aggregate write-ins for other non-health revenues 2,968,373            3,520,107            
Total revenues 23,659,105          2,496,520,486     
Prescription drugs (44,296,843)         1,995,249,930     
Aggregate write-ins for other hospital and medical 33,707,185          25,496,601          
Subtotal (hospital and medical) (10,589,658)         2,020,746,531     
Net reinsurance recoveries 33,708,639          23,517,149          
Total hospital and medical (44,298,297)         1,997,229,382     
Non-health claims 10,287                 8,086                   
Claims adjustment expenses, including cost containment expenses 2,464,726            122,869,568        
General administrative expenses 20,571,940          303,870,218        
Total underwriting deductions (21,251,344)         2,423,977,254     
Net underwriting gain or (loss) 44,910,449          72,543,232          
Net investment income earned 88,648                 113,106               
Net realized capital gains or (losses) (411)                     0                          
Net investment gains or (losses) 88,237                 113,106               
Aggregate write-ins for other income or expenses 2,878,474            0                          
Net income or (loss) before federal income taxes 47,877,160          72,656,338          
Federal income taxes incurred 6,963,947            90,576,928          
Net income (loss) 40,913,213$        (17,920,590)$       
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Comparative Statement of Capital and Surplus 
For the Year Ended December 31, 

2013 2012
Capital and surplus, December 31, previous year 389,608,500$      398,642,961$      
Net income or (loss) 40,913,213          (17,920,590)         
Change in net deferred income tax (4,302,536)           25,433,176          
Change in nonadmitted assets (2,519,366)           (16,833,085)         
Aggregate write-ins for gains or (losses) in surplus (2,878,474)           286,038 
Net change in capital and surplus 31,212,837          (9,034,461)           
Capital and surplus, December 31, current year 420,821,337$      389,608,500$      
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Comparative Statement of Cash Flow 
For the Year Ended December 31, 

 

2013 2012
Cash from Operations

Premiums collected net of reinsurance 9,370,448$          2,369,246,083$   
Net investment income 80,466                 163,872               
Miscellaneous Income 17,197,539          18,702,290          
Total 26,648,453          2,388,112,245     
Benefit and loss related payments (276,206,587)       2,016,023,925     
Commissions, expenses paid and aggregate write-ins for deductions 272,904,134        383,072,999        
Federal and foreign income taxes paid (recovered) 52,570,000          81,629,821          
Total deductions 49,267,547          2,480,726,745     
Net cash from operations (22,619,094)         (92,614,500)         

Cash from Investments
Proceeds from investments sold, matured or repaid:
   Bonds 1,100,000            4,900,000            
   Miscellaneous proceeds 505,000               0                          
   Total investment proceeds 1,605,000            4,900,000            
Cost of investments acquired (long-term only):
   Bonds 1,137,162            4,397,578            
   Miscellaneous applications 0                          505,000               
   Total investments acquired 1,137,162            4,902,578            
Net increase (decrease) in policy loans and premium notes 0                          (9,571)                  
Net cash from investments 467,838               6,993                   

Cash from Financing and Miscellaneous Sources
Cash provided (applied):
   Other cash provided or (applied) (542,270)              (157,497,638)       
Net cash from financing and miscellaneous sources (542,270)              (157,497,638)       

Reconciliation of cash and short-term investments:
Net change in cash and short-term investments (22,693,526)         (250,105,145)       
Cash and short-term investments:
   Beginning of the year 46,659,921          296,765,066        
   End of the year 23,966,395$        46,659,921$        
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SUMMARY OF EXAMINATION CHANGES 
There have been no changes made to the Company’s financial statements as a result of 

this examination. 

NOTES TO FINANCIAL ITEMS 

ASSETS 

INVESTMENTS 
 As of December 31, 2013, the Company’s invested assets were distributed as follows: 

 

 
 The Company’s bond and short-term investment portfolio had the following quality and 
maturity profiles:  

 

 
 The Company’s bond portfolio is concentrated in U.S. Treasury Notes and municipal 
bonds.  Short-term investments are primarily invested in money market funds.  Cash is held in 
checking accounts.   

 The Company has a written investment policy as required by 40 P.S. § 504.1(c).  The 
Company’s Board of Directors has annually ratified its investment policy.  As of December 31, 
2013, the Company is in compliance with its investment policy. 

 At December 31, 2013, the Company’s invested assets were held under a Custodian 
Agreement with U.S. Bank National Association.  The agreement was reviewed and 
determined to be in compliance with 31 Pa. Code §148a.3. 

Amount Percentage
Bonds 5,778,886$         19.4%
Cash 839,335             2.8%
Short-term investments 23,127,060         77.8%
Totals 29,745,281$       100.0%

NAIC Designation Amount Percentage
1 - highest quality 27,779,117$        96.1%
2 - high quality 1,126,828            3.9%
Totals 28,905,945$        100.0%

Years to Maturity Amount Percentage
1 year or less 13,958,163$        48.3%
2 to 5 years 14,947,782          51.7%
Totals 28,905,945$        100.0%
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LIABILITIES 

POLICYHOLDER AND CLAIM RESERVES 
The Company reported reserves for claims unpaid of $25,602,631 and aggregate health 

policy reserves of $75,511,015 as of December 31, 2013 in its Annual Statement, which 
represent 47.5% of the Company's total liabilities as of December 31, 2013.  These amounts are 
accepted for purposes of this examination.   

For each year in the period under examination, the Board appointed a qualified in-house 
actuary to provide the Statement of Actuarial Opinion.  Rebecca C. Justice, FSA, MAAA, was 
the Company’s appointed actuary in 2013 and 2012.  Harold N. Lund, FSA, MAAA, was the 
Company’s appointed actuary in 2011 and 2010.  The Company’s appointed actuary opined that 
the December 31, 2013 reserves and related actuarial values:  

(1) Are in accordance with accepted actuarial standards consistently applied and are 
fairly stated in accordance with sound actuarial principles; 

(2) Are based on actuarial assumptions relevant to contract provisions and 
appropriate to the purpose for which the statement was prepared; 

(3) Meet the requirements of the Insurance Laws and Regulations of the        
Commonwealth of Pennsylvania, and are at least as great as the minimum 
aggregate amounts required by any state; 

(4) Make a good and sufficient provision for all unpaid claims and other actuarial 
liabilities of the organization under the terms of its contracts and agreements; 

(5) Are computed on the basis of assumptions and methods consistent with those used 
in computing the corresponding items in the annual statement of the preceding 
year-end; and 

(6) Include appropriate provision for all actuarial items that ought to be established. 
 
As part of this examination, the Department engaged Michael A. Mayberry, FSA, 

MAAA, of Lewis & Ellis, Inc. to perform a risk-focused actuarial review of the Company’s 
reserve assumptions and methodology. 

This review focused on the Medicare Part D prescription drug benefit line of business.  
The Company's life, annuity, and accident and health business is 100% ceded to non-affiliated 
companies and was considered immaterial and out of scope for risk-focused actuarial review 
purposes.   

The actuarial review included reviewing the documentation and underlying support 
provided by the Company.  Based upon the procedures performed and results obtained, the 
Company’s reported Policyholder and Claim Reserves make a reasonable provision for all 
Policyholder and Claim Reserves of the Company as of December 31, 2013.  There have been no 
material changes in the Company’s reserving methodology since the last examination. The 
Department concurred with the conclusion of the Company’s appointed actuary that the 
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December 31, 2013 reserves make an adequate provision for all actuarial reserves and related 
actuarial values.  

 

SUBSEQUENT EVENTS 
On January 1, 2014, the Indemnity Reinsurance Agreement with Union Bankers 

Insurance Company was amended to transfer all contractual obligations to Constitution Life 
Insurance Company as a result of Union Bankers Insurance Company’s merger into Constitution 
Life Insurance Company on December 31, 2013.  The duties and responsibilities under the 
related Administrative Services Agreement were also transferred to Constitution Life Insurance 
Company.   

On April 11, 2014, Albert Franklin Moffett was elected Vice President by the Board of 
Directors, replacing former Vice President Michael Anthony McNelis. 

On May 31, 2014, Jane Frances Barlow was appointed as Director by the Shareholder, 
replacing former Director Melanie Christine Merlino. 

On September 3, 2014, the ultimate parent changed its name from CVS Caremark 
Corporation to CVS Health Corporation.   

On March 30, 2015, the Company submitted a request to the Department to approve an 
extraordinary dividend of $420,000,000.  On April 14, 2015, the Department approved the 
extraordinary dividend.  

RECOMMENDATIONS 

PRIOR EXAMINATION 
There were no recommendations as a result of the prior examination.   

CURRENT EXAMINATION 
There were no recommendations as a result of the current examination.   
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