
DEPARTMENT OF INSURANCE, FINANCIAL 
INSTITUTIONS AND PROFESSIONAL REGISTRATION 

P.O. Box 690, Jefferson City, Mo. 65102-0690 

RE: Examination Report of Cambridge Life Insurance Company for the period ended 
December 31, 2010 

ORDER 

After full consideration and review of the report of the financial examination of Cambridge Life 
Insurance Company for the period ended December 3 l, 2010, together with any written 
subrnissions or rebuttals and any relevant portions of the examíner' s workpapers. I, John M. 
Huff, Director, Missouri Department of Insurance, Financial Institutions and Professional 
Registration pursuant to section 374.205.3(3)(a), RSMo., adopl such examination report. Afier 
my consideration and review of such report, workpapers, and written subm.issions or rebunals, I 
hereby incorporate by reference and deem the fo llowing parts of such report to be my findings 
and conclusions to accompany thls order pursuant to section 374.205.3(4), RStvfo: summary of 
significant findings, subsequent events, company history, corporate records, management and 
control, fidelity bond and other insurance, pension, stock ownership and insurance plans, 
territory and pian of operations, growth of the company and loss experience, reinsurance, 
accounts and records. statutory deposits, financial statements, financial statement changes 
resulting from exarrúnation, and comments on financial staternent items. 

Based on such findings and conclusions, I hereby ORDER, that the report of the Fiaancial 
Examination of Cambridge Life lnsurance Company as of December 31, 201 O, be and is hereby 
ADOPTED as fi led and for Cambridge Life lnsurance Company to take the following action or 
actions, which 1 consider necessary to cure any violation of law. regulation or prior order of the 
Director revealed by such report: (I) implement, and verify compliance with each item, if any, 
mentioned in the Cornments on Financi al Statement I tems and/or Summary of Recommendations 
section of such report; (2) accounl for its financial condition and affairs in a manner consistent 
with the Director' s findings and conclusions. 

So ordered, signed and official seal affixed trus 22nd day ofFebruary, 2011 . 
.... .. ..... ,4 

11:: ~ 3H);..---...a 
John M. Huff, Director 
Department o-f Insurance, Financial fnstitutions 
and Professional Registration 
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December 15.2011 

Honorable Joseph Torti In, Superintendent 
Division oflnsurance Regulation 
State of Rhode Island 
Chairman~ Financial Condition (E) Committee, NAIC 

Honorable Stephen Robertson. Commissioner 
Depart:n1entoflnsurance 
State of Indiana 
Secretary. Midwestem Zone, NAJC 

Honorable John M. Huff. Director 
Missouri Department of Jnsurance, Financial 

lnstitutions and Professional Registration 
301 West High Street. Room 530 
Jefferson City. Missouri 65101 

Dear Sirs: 

ln accordance wilh your financial exarnination warrant, a comprehensive financiaJ 
examination has been made of tbe records, affairs and financial condition of 

Cambridge Life losurance Company 

hereinafler referred to as such or as "Cambridge" or as the "Company." The Company's 
main administrative ofiice is located at 3200 Highland Avenue, Downers Grove. IL 
60515, telephone number (630) 737-7900. Tlůs examination began on March 28, 2011 
and concl uded on the above date. 

SCOPE OF EXAMINA TION 

Period Conred 
The last full scope association financial examination of Cambridge was made as of 
December 31. 2007. by examiners from the state of Missouri representing the 
Midwestern Zone of the National Association of Insurance Commissioners (NAlC) wi.th 
no other zones participatjng. 

The current full scope financial examination covers the period from January 1. 2008. 
through December 31. 2010. and was conducted by examiners from the state of Missouri 
representing the Midwestern Zone of the NAlC witb no otber zones panicipating. This 
examination also incJuded material transactions or events occurring subsequent to 
December 31,201 O. 
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Procedure 
This examination was conducted using guidelines set fort h in tbe Financial Conditicn 
Examiners f landbook of the NAIC. except where practices. procedures and applicable 
reg.ulations of the Department of lnsurance. Financial lnstituůons and Professional 
Registration ( .. DIFP'") or statutes of the state of Missouri prevailed. The Handbook 
rcquires that wc pian and perform the examination to evaluate the financial condition and 
identify prospcctive risks of the Company by obtaining information about the Company 
including corporate govemance. identif}ing and assessing inberent risks "ithin the 
Company. and e\'aluating systems controls and procedures used to mitigate those risks. 
An examination also includes assessing the principles used and signi1icant e.c.timates 
made by managemenL as weU as e, aluating the overal] fmancial statement presentation. 
managemenťs compliance with tatutory Accounting Principles and annual statement 
instructions "hen apphcablc to domestic state reguJarions. 

Ali accounts and activities of the Company werc considered in accordance with thc risk­
focused examination process. The following key acti\'ities were identified: lnvestments, 
Treasu:ry. Reserves. Claims Handling. Premiurns, and UndernTiting. 

The examiners relied upon information and workpapers provided by the Company's 
indcpendent auditor. Ernst & Young LLP, for its audit covering the period frorn January 
I, 2009. through December 31, 2009. Such reJiance included fraud risk anal}sis. interna) 
control narrati, es and tests of interna) controls. 

MMARY OF SIGNTFJCANT Fl DINGS 
Pharrnacy Rebates 
Prior to 201 1. Coventry Heahh Care, Inc. (CHC) provided pharmacy services to 
Cambridge pursuant to an intercompany agrcement approved by the DIFP. lne DIFP 
approval stated ... In the e, ent actual cost is less than projected cost by 3%. CHC shall 
reimburse Cambridge for the excess paid o\'er actual cost. Cost oYerruns shall be bome 
by CHC." Projected costs did not include rebates. Since rebates received would lower 
the actual costs, these amounts should have been paid to Cambridge. 

Per our anal}sis Cambridge was not reimbursed for $49,05~.732 in rebates that its 
business gencrated from 2006 througb 201 O. 1t is noted that although the rebates were 
nol reimbursed and taken into income, CHC did make capital contributions to Cambridge 
dunng tbc 2006-2010 time period: contributions that may not bave bcen necessary had 
rcbates been paid appropriatel:r. 

E,en after taJ...ing into account the contributed capital in lieu of rebate reimbursemem, 
rcimbursement to Cambridge for rebates in excess of the 3% profil allowance fell shon 
by $7,447.6.:6 ($49.054. 732-$41.607.076). 

lntercompanv Balance Reconciliation 
The Company maimains a spreadsheel that tracks and summarizes monthly transactions 
and intercompany balances with affiliates. The spreadsheet balance does not reconcile to 
thc intercompany general ledger accounts balance. Each year-end the Company 
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manually adjusts the general ledger intercompany accounts to reconcile to the 
spreadsheet balance ,vith the offsetting entry being booked through the unassigned 
surplus account. The Company non-admitted the intercompany receivable related to this 
adjustment in the 2010 annual statement. According to Company personnel, the 
adjustment is necessary to correct for the cumulative effect of various accounůng 
errors. The adjustmenl in 2010 was $527.922. lt is unclear why adjustments are necessary 
each year. 

SUBSEQUENT EVENTS 
None. 

COMP ANY IDSTORY 
General 
Cambridge was incorporated in Texas as National Motor Club Life and Accident 
lnsurance Cornpany on February 20. 1973, and began business in 1974 .. American Life 
and Healtb Insurance Company purchased the Company on December 21, 1992. and re­
domiciled il to Missouri. In June of 1993. the Company cbanged its name to Cambridge 
Life lnsurance Company. 

First Health Group Corporation purchased the Company' s ultimate parent. Creativt: 
Health Programs Administration, Inc. on January 3 1. 1996. making First Health Group 
Corporation the uJtimate parent. American Lífe and Health lnsurance Company sold 
Cambridge to another member ofthe holding company, F irst Health Services Corporation 
on January L 2002. First Healtb Services Corporation made a dividend of Cambridge·s 
capital stock to the ultimate parent, First Heal1h Group Corporation on February 1 O, 
2003. Coventry Healtb Care, lne. purchased First Health Group Corporation and its 
subsidiaries on January 28. 2005, becoming the Company's ultimate parent. 

Capita l Stock aod Paid-In Surplus 
The Company is authorized to issue 600.000 shares of common stock with a par value of 
$3.34. At December J L 20 I O, all 600,000 authorized shares were issued and outstanding 
for a rota! balance of $2,004.000 in the Company' s common capital stock account. 

Dividends 
The Company bas paid no dividends. 

Acgoisitions, Mergers and Major Corporate Events 
None. 

Surplus Debentures 
Cambridge issued a surplus note for $18.5 rnillion to Coventry Health Care, Inc. on 
Novem ber I. 2008. Coventry Health Care. Inc. had previously paid invoices on behalf of 
the Company. and those paymenls were treated as the funding for the surpJus note. The 
note and accumulated interest of $378,942 were outstancting at December 31, 2010. 
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CORPORATE RECORD 
fhe Companv's articles of incorporation and bylaws were re\'ie,,ed . There were oo 
amendments to the b) la,.,.s during the exam period. In 2009, the articles of incorporation 
\\oere amended to change the principal and home office locations. 

Ali actions of the sbareholder and the Board of Directors were by written consenl. The 
\\Tltten consents for the examination period v:ere reviewed for proper appro,·aJ of 
corporate transactions. Tbe consenls appear to p roperl y reflect and approve the 
Company·s major transactions and events fo r the period under examination. 

M.A.'lAGEMENT A m CONTROL 
Board of Directors 
The management of the Compan) is vested in a board of nine directors authorized by the 
Company' s bylaws. The directors serving at December 31. 20 I O. were as follows: 

Name and Add ress 
Han·ey C. DeMo\'ick. Jr. 
Bethesda. MO 

Michael D. Bahr 
Bethesda. MD 

James E. McGarry 
Carro lton. TX 

John S. La\'clle 
Tampa, FL 

Shirley R. Smith 
Bethesda, M D 

John J. Ruhlmann 
Bethesda. MD 

Jonarhan D. Weinberg 
Bethesda. NfD 

Thomas C. Zielinski 
PI) mouth t,. teeůng, PA 

Melinda L. Tuozzo 
Bethesda MD 

Principal Occupation and Business Affiliation 
Executive Vice President 
Co\'entry Health Care. Inc. 

Executive Vice President, Commercial Business 
Coventry I Jealth Care, Inc. 

enior Vice President, Service Operations 
Coventry Health Care, Inc . 

enior Vice President. SaJes and Marketing 
Co\'entry Health Care, Inc. 

Senior Vice President. Legal 
Coventry Health Care. lne. 

Senior Vice President, ComroJler 
Coventry Health Care. l ne. 

Senior Vice President, Lega] 
Coventry Health Care, lne. 

Execut ive Vice President and General Counsel 
Coventry I lealth Care, ]ne. 

Vice President, Tax 
Coventry Health Care. Inc. 



Officers 
The officers of the Company serving and reported on the Jurat page of the Annual 
Statemenl at December 31, 201 O, were as follows: 

Name 
Harvey C. DeMovick, Jr. 

ShirJey R. Smith 

John J. Ruhlmann 

Jonathan D. Weinberg 

Melinda L. Tuozzo 

John S. LavelJe 

Committees 

Position 

President and Chief Executive Officer 
Secretary 

Corporate Controller & Treasurer 
Assistant Secretary 

Ass istant Treasurer 

Executive Vice President 

The Company does not have any committees. To eomply with Sections 3 75. 1025-1 062 
RSMo. the Company relies on the Audit Committee of Coventry Health Care. lne., tbe 
uJtimate paren! of its holding company sytem. That commirtee eomprised tbree 
independent directors al December 31 , 2010. 

Holding Company, Subsidiaries and Affiliates 
The Company is part of an lnsurance Holding Company System as defined by Section 
382.01 O RSMo (Definitions). The Company is a wholly owned subsidiary of First Health 
Group Corporation, which in turn, is a wbolly owned subsidiary of Coventry HeaJth Care, 
Inc .. a publicly traded Delaware holding company. Coventry Health Care. lne. is the 
ultimate parem ofthe holding company system. 

Organization Chart 
The following organizationaJ chart depicts an abbreviated portion of the holding 
cornpany system at December 31. 20 I O, including the Company. AU subsidiaries shown 
are who!Jy owned. Only emities \Vi th direct and ind-ireet ownershjp of lhe Company. and 
entities that have transactions with the Company are listed. 
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Coventry Health Care, Inc. 

(A Publidy Traded Delaware 
Corporation) 

- I 
I I I 

First Health Group Coventry Management Coventry Prescription 
Corporation Service5, Inc. Management Services, Inc. 

(Delaware Corporat1on) (Pennsylvania Corporat1on) {Nevada Corporation) 

Cambridge LJfe lnsurance ..... Company 

(Missouri Corporation) 

First Health Llfe & Health - lns. Company (Texas 
Corporation) 

Affiliated Transactions 
The Company enters into various agreements wíth affiliates. Active agreernents are 
discusserl below: 

Administratn•e Services Agreement 
Parties: Coventry Management Services, lne. and Cambridge Life lnsurance 

Cornpany. 
Effective: September I , 1998. non-disapproved August 19, 1998. First AmendmenL 

January l, 2006. non-disapproved November 28, 2005. 
Terms: First Health Group Corp. provides claims administrative services to 

Cambridge. No fees are charged on the Prescription Drug Pian offered to 
Medicare members. 

Rate(s): Cambridge pays 3% of premium to Coventry Management Services. lne. 

Adminjstrative and Financial Sen•ices and Overhead AIJocation Agreement 
Parties: First Health Group Corp. and Cambridge Life Insurance Company. 
Effective: September 1. 1998, non-disapproved August 12. 1998. First Amendment. 

January 1, 2006, non-disapproved Novem ber 28. 2005. 
Terms: First Health Group Corp. provides services including legal, administrative 

and financial to Cambridge. No fees are charged on the Prescription Denta! 
Plan offered to Medicare members. 

Rate(s): Cambridge pays a monthly fee of$10.000 to First Heal th Group Corp. 

Amended and Rcstated Client Contract 
Par1ies: First Healtb Group Corp. and Cambridge Life Insurance Company. 
Effecti\'e: January 1, 1996, non-disapproved July 30. 1998. First Amendment, January 

1, 2006. non-disapproved November 28, 2005. 
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Terms: 

Rate(s): 

First Health Group Corp. provides meclical cost management serv1ces to 
Cambridge. No fees are cbarged on the Prescription Denta! Pian offered to 
Medicare members. 
Reimbursement for these sen,ices is contained in the reimbursement 
Cambridge pays under the agreement for Administrati\'e and Financial 

ervices and Overhead Allocation discussed above. 

Prime Subcontract o. L-35489 Agreement 
Panies: National Posta! Mail Handlers Union. First Health Life and Health lnsurance 

Company, Cambridge Life lnsurance Company, and FederaJ Employee 
Plans. lne. The First Amendment substitutes Claims Administration Corp. for 
F-ederal Employee Plans. fnc. 

Effective: January I. 2003. non-disapproved October 29. 2004. First ArnendmenL 
January I. 2003, non-disapproved October 29, 2004. 

Terms: NationaJ Postal Mail Handlers Union is the carrier of the Mail Handlers 
Benefit Plan. First Health Life and Health lnsurance Company pro, ides 
benefits for the Plan. Claims Administration Corp., another affiliate. pro, ides 
administraci\ e sen,·ices. NationaJ PostaJ pays First Health Life and HeaJth 
lnsurance Company benefit and administrative charges. 

Rate(s): Rates are appro,ed by Ůle United States Office of Personnel Management 
(OPM) annually. 

Restated Tax haring Agreemenl 
Panies: CO\entry llealth Care. Inc. and its subsidiaries. íncluding Cambridge Life 

Insurance Company. 
[ffective: Tax-year ended 2008, non-disapproved January 28, 2011 . 
Terms: Coventry Health Care. Tne. and its subsidiaries ""ill lile a consolidated 

Federal (or state) income tax retum. Tbe tax liabilily for each participant will 
equaJ the arnount of tax lhat would ha\'e been paid on a separate basis. 
Coventry Health Care, Inc. will acl as agent for the group for the payment of 
all Federal or state income taxes. the receipt of all tax refunds. and all 
dealings with the IRS or other FederaJ or state agencies. Payments by the 
subsidiaries to Coventry "'ill be made at such a ůme to reasonably pcrmit 
Coventry to make required estimated payments. Diff erences between tbe 
est imated tax liabilities or benefit of loss carry forwards generated and tbe 
actual ta,x liabilities or tax benefit of loss carry forwards on the tax rcturns 
,, ill be settled \\.ithin ninet) days of filing the income tax retums. Cambridge 
is not required 10 assume the Federal and state tax assets or liabilities or fond 
payments resulting from intercompany transfers of intangible assets. 
Cambridge will not be paid for the benefit of aD) capital or net operating loss 
carT) forwards to the extent that Cambridge cannot use the benefit itself. 
However. if Cambridge can use such benefit itself, Coventry HeaJ th Care, 
Inc. will pay Cambridge for such benefit. 

Rate(s): There are no costs associated wilh this agreement. 
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Management enice Agreement 
Part i es: Cambridge Li fe Cnsurance Company and Coventry Heallh Care. lne. 
Effecti-\'e: January 1. 2006. non-disapproved November I 8. 1995. The agreemenl was 

re,·ised and has had four amendments. The last amendment was March l. 
2010. non-disapprmed February 2, 20 10. 

Tem1s: Coventry Health Care. Inc. provides services to Cambridge with respect to its 
Prescription Drug Program and Private Fee-For-Service producl. The 
scrvices include senior management sen;ces. advertising. marketing and 
public relations. purchasing, phannacy services. corporate legal. regulatOf) 
cornpliance and govemmental affai rs, accounting. tax cornpliance and 
consulting. facilities management. risk management. human resource 
consulting. payroll services. printing. postage. marketing and enrollment 
costs and phone center services. 

Rate(s): The capitation rate is $ 1.09 PMPM for Prescription Drug Program members, 
and pays a ílat monthly rate for the Private Fee-For-Service product fees to 
reílect the run-out cost of the Private Fee-For-Sen ice product. 

E'"<amination 
řinding: The DIFP approval of the fust amendment stated, .. ln the event actual cost is 

less than projected cost by 3%. CHC shall reimburse Cambridge for lhe 
excess paid over acrual cost. Cost overruns shaJI be bome by CHC." 
Projected costs did not include rebates. Since rebates received \\,ould lo·wer 
the actual costs. these amounts should have been paid to Cambridge. 

Per our analysis Cambridge was not reimbursed for $-i.9.054.73:! in rebates 
that its business generated from 2006 through 2010. lt is noted tbat although 
thc rebates were not reimbursed and taken into income, CHC did make 
capiral conrributions to Cambridge duriog lhe 2006-20 I O titne period: 
contributions that ma~ not have been necessary had rebates been paid 
appropriately. 

Even after taking into account the contributed capital in lieu of rebate 
reimbursement, reimbursement to Cambridge for rebates in excess of ů1e 3% 
profi1 allo\\ance fell short by $7,447.656 ($49.054, 732-$4 1.607 .076). 

Management en,;ces Agreement 
Parties: Co, entry Management Services. lne. and Cambridge Life lnsurance 

Company. 
Effective: January I. 2006. non-disapproved November 18. 2005. There ha.ve been five 

amendments, the }atest as of March 1. 201 O, non-disapproved February 2. 
20 10. 

Terrns: Coventry Management Services, Inc. provides management services for 
Cambridge with respect to its Prescription Drug Program and Private Fee­
For-Service product. Services include inforrnation systems. service center 
sen ices. ad, ertising and markeůng services. member appeals and grievances. 
medical management and phannacy services. 
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Ratels): Cambridge pays a monthly capitation fee of $2.96 for the Prescripuon Drug 
Program members and pays a flat monthly rate for Lhe Private Fee-For­
Service product fees to reílect the run-out cost of the Private Fee-For-Service 
product. 

Management Scrvices Agreement 
Parties: Cambridge Life Insurance Company and Coventry Product ervices. lne. 
Effective: January 1. 2008, non-disapproved Novem ber 14. 2007. There ha, e been 

Terms: 

Rate(s): 

three amendments, the latesL as of March l, 20 l O, non-disapproved February 
2. 201 o. 
Co,·entry Product Services. lne. provides services for Cambridge with 
respect to its Prescription Drug Program and Private Fee-For- ervice 
product. ervices include advertising and marketing, member appeals and 
grie,·ances services. medical management and pharrnacy services. 
Coventry Product Services. lne. was merged into Coventry Management 
Serúces. lne. effeclive December 31. 20 l O. 
Cambridge pays a capitaúon rate of $1.94 for Prescription Drug Program 
members and pays a flat moothly rate for the Private Fee-For-Service product 
fees lo reflect the run-out cost of the Private Fee-For-Sen,ice product. 

ubordinated Surplu Note 
Parties: Cambridge Life Insurance Company and Coventry HeaJ th Care. Inc. 
Tcm1s: Cambridge issued an $18.5 million Surplus Note to Coventry Health Care, 

lne. 
Effcctive: Novem ber l, 2008, non-disapproved November 7. 2008. 
Rate(s): The interest rate charged is an annual rate of 130% of the Short Term 

Applicable Federal Rate. 

Restated ParentaJ Guarantee Agreement 
Parties: Coventry Health Care, Inc., Cambridge Life lnsurance Company and Mercy 

Health Plans. 
Effecti\'e: October L 2010. non-disapproved November L 2010 
Terrns: Coventry Health Care. lne. wiU ensure sufficient funds are held by Cambridge 

and Mercy I lealth Plans to maintain each company's capital and surplus 
position at an adequate level to comply with all regulatory and statu1ory 
requirements at or above a Risk Based Capital ratio of 250%. 

Rate{s): There are no costs associated with this guarantee. 

Admioistrative Senrice Agreement 
Parties: Cambridge Life Insurance Company and Coventry Prescription Management 

Sen,ices, Inc. 
E!Tective: Febru ary I. 2011, non-disapproved March 4, 2011. 
Terms: Coventry Prescription Management Services, Inc. agrees to pro\'ide rebate 

administration services to Cambridge. 
Rate(s): Coventry Prescription Management Services. Inc. wilJ retain 25% of al) 

rebates received from Medco Health Solutions, lne. The 75% of rebates due 
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to Cambridge will be remined by Co\'entry Prescription Management 
en-ices. Inc. withln sixty (60) days folJowing receipt of such rebales from 

~edco. 

FIDELITY BOND AND OTHER J i URA: CE 
fhe Company is a named insured on a financi al institution bond v. hich provides $20 
million in covcrage with a $50.000 deductible. This coverage meets the minimum 
amount of fideliry insurance recommended by the NAJC. 

The Cornpany is also a named insured on policies that provide property insurance: 
general. automoble. ernployer. and professional liabilit) coverages~ and workers' 
compensation insurance. The Company's insurance coverages ap_pear adequate. 

PEN 101\'S, TOCK OWNERSHJP AND IN URANCE PLANS 
The Company has no employees. Services are provided by affiliates under service 
agrcements described under "Affiliated Transactions:· Affiliates· employees are 
pro,·ided benefits t) pica! of the industry including group heaJth and dental coverage. life 
insurance, long-term disability, a flexible spending account, a 40l(k) pian. an employee 
assistance pian.. tuition assistance. holidays, sick Jeave. and paid vacation. Employee 
benefit costs. including retirement costs. are included in intercornpany charges from 
affiliates. 

TERRJTORY AND PLAN OF OPERA TION 
The Company is licensed in Missouri under Chapter 376 (Life, Health and Accident 
Insurancc), and is licensed in 21 other states. bul all currenl premium is wTitten in New 
York. 

ince January I. 2006, Coventry Health Care. lne. has been awarded contracts by the 
Centers for Medicare & Medicaid Services (CMS) to offer various Medicare Pan D plan5 
nationwide. Medicare Part D is a prescriprion drug benefit to seniors who are el igible for 
Medicare benefits. The New York business, marketed under the name AdvantraRx. is 
placed into the Cambridge legal entity. CurrenUy the Company has no other material 
business. 

GROWTH OF COMPANY 
Thc Company's premium decline in 2010, was dueto the December 31. 2009 market exil 
fo r the Medicare Prirnte Fee-for-Service line of business and a decrease in enrollment for 
the Medicare Part D line of business. In 2010 Coventry aJso implemented changes in 
benefit design, such as additions of deductibles and a low income product. as well as a 
shtft from co-payments to co-insurance strucrures. which affected premium revenue. 

Net Net Premium 
Premium Capital and Written to Capital 

Year Written Surplus and Sumlus 

:!010 22,463.527 47.787.371 47% 

2009 57,583,207 47.988,334 120% 
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2008 55,107,243 41,952,787 131% 

LOSS EXPERIENCE 
The following exhibit retlects the Company' s claims unpaid and medical expense 
experience over the examinaůon period. The large decrease in medical benefits in 20 I O 
coincides with lhe decrease in premiums written. 

Claims Medical 
Year Unpaid Benefits 
2010 13,054.463 24,261,921 
2009 14,637.665 66,655,271 
2008 11 ,581,388 63,370,781 

REINSURANCE 
Reinsurance activity is minimal and immalerial to Cambridge. In 201 O, lhe Company 
assumed $12 1,083 in premiums from Metropolitan Life Insurance Company based on a 
2003 contract that is in runoff. 

There were no ceded premmms m 20 I O and only an immateriaJ amount m pnor 
exarninalion years. 

ACCOUNTS AND RECORDS 
General 
The Company's financial statements were prepared using PeopleSoft financiaJ 
accounting sofuvare. 

Reserves and related actuarial items as of Decernber 31. 201 O. were reviewed and 
certified by Tuvy Guss, Vice President and Corporate Actuary of Coventry Health Care, 
Inc. 

The Company maintains a spreadsheet that tracks and summarizes monthly transactions 
and intercompany baJance-s with affiliates. The spreadsheet baJance does not reconcile to 
lhe intercompany general Jedger accounts ba lance. Each year-end the Company 
manually adjusts the general Jedger intercompany accounts lo reconcile to the 
spreadsheet balance with lhe offsetting entry being booked through tbe unassigned 
surplus account. According to Company personnel. the adjustment is necessary to correct 
for the cumulative effect of various accounting errors. The adjustment in 2010 was 
$527,922. lt is unclear why adjustments are necessary each year. 

Independent A udjtor 
The Company' s financia l statemenls for the period January 1, 2008 to December 31, 
201 O, were audited by Ernst & Young LLP, Certified Public Accountants. The 
workpapers and reports of the !atest available completed independent aud it (year ended 
December 31. 2009) were reviewed for this examination. These workpapers and reports 
were used in the course of this examination as deemed appropriate. 
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Jnformation Svstems 
ln conjunction \\ilh this examination. Andre\\ Balas. AES, Information Systems 
financial Examiner with the DIFP. conducted a reYiew of the Company"s information 
S)Slems. His e, alualion did not identif) an) signilicant weaknesses. 

STATUTORY DEPOSIT 
Deposits with the State of Missouri 
The funds on deposit v, ith the Missouri Depanment of lnsurance, Fmancial lnstitutions 
and Professional Registration as of December 31. 201 O. were sufficiem in par and market 
"alues to meet lhe deposit requirement for the state of Missouri per Section 376.290 
R .\fo (Deposit and transfer of securities). 

Tvpe of Securitv 
U.S. T-Notes 
Si. Louis Airport Revenue Bond 

Tota! Missoun Deposits 

Deposits with Other tates 

Par Value 

$1.109.000 

400.000 
$1.509.000 

Market Value 

$1.133.816 
410.196 

SJ.544.012 

Statement 

Valuc 
$ 1.098.652 

408,797 
$1,507.~9 

The Company also has funds on deposit with other states in \\hich it is licensed. Those 
funds on deposit as of December 31. 2010. were as follo,vs: 

Statemenl 

tate Type of Securit~ Par Value Fair Value Value 

Arkansas U.S. Treasul') Nole $140.000 $149.275 $140.637 

Ne,, Mexico U.S. T reasury Note 120.000 125.578 I 19,226 

Nonh Carolina Money Market Fund 127.876 127.876 127.876 

North Carolina U.S. Treasury Bond 300.000 343.827 297.196 

South Carohna U.S. Treasury Bond 185.000 193,484 183.654 

$872,876 $940.040 $868.689 
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--------------------------- - - - -

FINA CIAL TA TEMEl\1 
The following financial statements, with supporting exhibits. presenl the financial 
condition of the Company as of December 31,201 O. and the results of operations for tbe 
year tben ended Any examination adjustments to 1he amounts reponed in the financial 
statemenls and 1or comments regarding such are made in the "Comments on the Financial 

tatements," which follow the financia1 statements. 

There may ha\·e been additional differences found in the course of this examination. 
which are not shO\\TI in the "Comments on the Financial Statements." These difTerences, 
if any. \\ere detcrmined to be immaterial in relation to the financial statements, and 
therefore were only communicated to the Company and noted in the workpapers for each 
indiYidual annual statement item. 
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ASSETS 

Nonadmitted 

Assets Assets 
Bonds $ 30.086.033 $ 

Cash. cash equivalents and shon-tenn investments 10.436,155 

lnvestment income due and accrued 186556 

Uncollected premiurm &74,496 289 

Accrued retrospective premiums 3.93~160 

Amounts receivable relating to uninsured plans 24.066,639 
Currem federal income taxrecoverab le 297,171 

et deferred taxasset 531.992 

Receivables from paren!. subsidiaries and affiliates 717,360 527.922 

Healthcare receivables 534.502 
Prepaid expenses 6.280 6280 
Stare income tax recoverable 28,707 
Total assets $ 71.698,051 $ 534.491 

LIABILITIES, CAPITAL, AND SURPLUS 

llai:m, unpaid 

Unpaid claim adjustment cxpenses 

Aggregate life po lic) reserves 

Premiums received in advance 

C'.a:!neral e:,cpc:nses due o r accrued 

Ccdcd reinsurancc pr<!miums payable 

Arrounts due parents. subsidiaries. and afftliates 

Liabilit) for amounts held undcr uninsured plans 

CMS allowance 

Abandoncd property 

Total líabilities 

Common capital s tock 

Gross paid in and contribut<!d surplus 

Surplus notes 

Unassigncd funds (surplus) 

fota I capital and surplus 

Total liabilitics, capital and surplus 

14 

Net Admitted 

Assets 

$ 30,086,033 

10.436.155 

186,556 

874,207 

J,932, 160 

24,066,639 

297,171 

531.992 

189.438 

534,502 

28.707 

$ 7\,163,560 

$ 13.054.463 

3,853 

1,725 

149,957 

119.90-l 

136.000 

187366 

9,450.208 

270.868 

1.845 

$ 23.376,189 

2.()()4.000 

45.696.076 

18,878.942 

t 18,791,647) 

$ 47,787371 

$ 71 ,163560 



STA TEME T OF REVE CE AND EXPE E 

,ct premium income $ 22.40::!.731 

s To1aJ re\ enues 22. 
Hospital medicat benefit:. 

Prescription Drugs 

Ncm-health cla1m. (net) 

(.laim; adju~unmt expen,;e,; 

C.Cneral administralÍ\ e expt:nses 

l11crease m rC!,Cí\ es fo r lifc and accident and health contracts 

Total undeí\\.Tiling deduc1ions 

?-.e1 undemriung gain (los<;) 

Net investln!nl income eamcd 

Nel realíA!d capi1a I gain ( los:.) les s capítal gains t.u 

Net im,e<;ln,,.:nt gains 

1'e1 loss from ngcms' o r prcmiums baJances cha_rged ofT 

1'c1 incom: (lo<;,;) :ifier capi1al ga.ins tax and before federal income tax 

Fcdcral im:01n.: ta:,. 

Nel income 

CAPlTAL AND 

Capital and surplus prior reporting year 

l',.et income 

Change in net deferred income ta). 

Chnnge in nonadmitted assets 

Change in surplus notes 

Cumulativc dTe-ct ofchangcs in accounting principles 

Change- in surplus note intcrest 

RPL 

Reversal o f unapproved surp lus nole interest from prior years 

Net change in capi1al and s urplus for che year 

Capttal and surplus, December 31 current }Car 
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s ( 198.198) 

14.460,119 

(5.003) 

(29.112) 

1.487.381 

(769.505) 

s 
987.213 

(27.837) 

2-1.945.682 

(2..S-U.951) 

959,376 

tJ7.858) 

{ 1.631.433) 

(I, 115,544) 

(515.889) 

$ 47.988.334 

$ 

$ 

(515.889) 

294,261 

(290.507) 

378.942 

68.822 

(378,942) 

242,350 

(200.963) 

$ 47.787.371 



COMME TS O THE FJ A CIAL TATEMENT 

Thťre are no comments on the Company" s financial statements. 

J\iíMARY OF RECOMMENDA TIONS 

Pbarmacy Rebates 
Cambridge Life Insurance Company (Cambridge) should seek reimbursement from 
Coventry Hcalth Care Inc. (CHC) fo r $7,447,656 in pharmacy rebates earned by 
Cambridge from 2006 through 201 O. which were not paid to Cambridge either through 
dircct reimbursement or through contributed capitaJ . 

lntercompany Ba lance Rcconciliation 
The Company shouJd implement preventative controls and procedures 10 ensure that all 
transactions are correctly recorded in the general ledger accounts. Currently. tbe 
Company manually adjusts its general ledger intercompany accounts to reconcile to the 
spreadsheet balance with the offsetting entry being booked through the unassigned 
surplus account. 
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The assistance and cooperatioo extended by the officers and employees of Cambridge 
Life lnsurance Company during the course of this examination is hereby acknowledged 
and appreciated. In addition to Lhe under igned; Jennjfer Danz, CPA; Douglas Daniels, 
CFE, CPA; and Andy Balas, AES, CFE, CPA; examiners for Lhe Missouri Department of 
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VERIFICATION 
State of Missouri ) 

) SS 

Coumy of St. Louis) 

T, on m y oath swear that to the best of my knowledge and belief the above examtnation 
report is true and accurate and is comprised of only facts appearing upon the books, 
records or otber documeots of the Company, its agents or othe r persons examined or as 
ascertained from the testimony of its officers or agents or other persons examined 
cooceming its affairs and such conclusions and recommendations as tbe examiners find 
reasonably warranted from the facts. 

W~t~d~ 
Exam i ner-in-Cbarge 
Missouri Department of Insurance, 
Financial lnstitut ions and 
Professiona1 Registration 

Swom to and subscribed before me this ~day of LÍJ~ 2 O { J 

~mmission ;/,pires: ~ ~ cÍ ' 
a= Q.Q. o, s aJiÁlÍlA..J 

otary Public 

SUPERVISIO~ 
The examination process has been monitored and supervised by the undersigned. Tbe 
examination report and supponing workpapers have been reviewed and approved. 
Compliance witb NA1C procedures and guidelines as contained in the Financial 
Condition Examiners Handbook has been confirmed. 

~~ 
Michael Shadowens, CFE ' 
Audit Manager, St. Louis 
Missouri Department of lnsurance, Financial 
lnsti tutions and Profess ional Registration 
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