DEPARTMENT OF INSURANCE, FINANCIAL
INSTITUTIONS AND PROFESSIONAL REGISTRATION

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

RE: Examination Report of UnitedHealthcare of the Midwest, Inc
ORDER

After full consideration and review of the report of the financial examination of
UnitedHealthcare of the Midwest, Inc for the period ended December 31, 2009, together with
any written submissions or rebuttals and any relevant portions of the examiner’s workpapers, 1,
John M. Huff, Director, Missouri Department of Insurance, Financial Institutions and
Professional Registration pursuant to section 374.205.3(3)(a), RSMo., adopt such report. After
my consideration and review of such report, workpapers, and written submissions or rebuttals,
the findings and conclusions of the examination report are incorporated by reference and deemed
to be my findings and conclusions to accompany this order pursuant to section 374.205.3(4).
RSMo.

Based on such findings and conclusions, I hereby ORDER, to take the following action or
actions, which I consider necessary to cure any violation of law, regulation or prior order of the
Director revealed by such report: (1) implement, and verify compliance with, each item
mentioned in the General Comments and/or Recommendations section of such report; (2)
account for its financial condition and affairs in a manner consistent with the Director’s findings
and conclusions.

So ordered, signed and official seal affixed this 10" day of May, 2011.

(i L. o

John M. Huff, Director
Department of Insurance, Financial Institutions
and Professional Registration
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March 3, 2011
Saint Louis, MO

Honorable Alfred W. Gross, Commissioner

State Corporation Commission

Bureau of Insurance

Commonwealth of Virginia

Chair of the NAIC Financial Condition (E) Committee

Honorable Mary Jo Hudson, Director
Department of Insurance

State of Ohio

Secretary, Midwestern Zone, NAIC

Honorable John M. Huff, Director

Missouri Department of Insurance, Financial Institutions
and Professional Registration

301 West High Street, Room 530

Jefferson City, MO 65101

Lady and Gentlemen:

In accordance with your financial examination warrant, a comprehensive financial examination
has been made of the records, affairs and financial condition of

UnitedHealthcare of the Midwest, Inc.

also referred to as “the Company.” The examination was conducted at the Company’s home
office at 13655 Riverport Drive, Maryland Heights, MO 63043, telephone number (314) 592-
7000. This examination began on August 16, 2010 and concluded on the above date.

SCOPE OF EXAMINATION

Period Covered
The previous examination of the Company was performed as of December 31, 2006. That
examination was conducted by examiners from the state of Missouri.

The current examination covers the period from January 1, 2007 through December 31, 2009.
The examination was conducted by examiners from the state of Missouri representing the
Midwestern Zone of the National Association of Insurance Commissioners (NAIC). No other
zones participated in this examination. This examination also included material transactions or
events occurring after December 31, 2009.

Procedures

We conducted the current examination in accordance with the NAIC Financial Condition
Examiners Handbook (Handbook) except where practices, procedures and applicable regulations
of the Missouri Department of Insurance, Financial Institutions and Professional Registration
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(Department) or statutes of the state of Missouri prevailed. The Handbook requires that we plan
and perform the examination to evaluate the financial condition and to identify prospective risks
of the Company. This process involves obtaining information about the Company, including its
corporate governance, identifying and assessing inherent risks within the Company and
evaluating the system controls and procedures used by the Company to mitigate those risks. The
examination also includes assessing the accounting principles used and significant estimates
made by management, and evaluating the overall financial statement presentation, including
compliance with Statutory Accounting Principles and Annual Statement Instructions.

All accounts and activities of the Company were considered in accordance with the risk-focused
examination process. We identified the following key activities: Investments, Treasury,
Premiums and Underwriting, Losses, and Intercompany.

The Company’s independent auditor, Deloitte & Touche LLP, provided information and
workpapers from their 2009 audit. We relied upon work performed by the independent auditor,
including fraud risk analysis, internal control narratives, walk-throughs and tests of controls,
when appropriate.

SUMMARY OF SIGNIFICANT FINDINGS

There were no comments or recommendations from the previous examination report to be
addressed.

There are no significant findings to be reported from the current examination.
SUBSEQUENT EVENTS

There were no events occurring subsequent to year-end, through the end of field work, that had a
material effect upon the year-end financial statements.

In January 2010, the Company received a $16 million arbitration settlement for breach of
contract involving solicitation of the Company’s Medicare Advantage members.

On May 10, 2010, the Department approved the Company’s request to pay an extraordinary
dividend in the amount of $30 million.

COMPANY HISTORY

General

On February 26, 1985, the Company incorporated as Sanus Health Plan, Inc. in the state of
Missouri. On July 23, 1985, the Company received a certificate of authority to operate as a
Health Maintenance Organization (HMO) under Sections 354.400 to 354.550 RSMo (Health
Maintenance Organizations). The Company began operations on August 1, 1985 under the
individual practice association form of health plan. On October 8, 1985, the Company became a
federally qualified health maintenance organization. The Company relinquished its federally
qualified status in March 1997.




On January 3, 1995, the Company was acquired by and became a third tier subsidiary of
UnitedHealth Group Inc. On October 1, 1996, Physicians Health Plan of Greater St. Louis, Inc.,
another subsidiary of UnitedHealth Group Inc., merged with the Company. The Company, the
surviving entity, changed its name to United Healthcare of the Midwest, Inc.

On April 1, 1998, United HealthCare Services, Inc., a direct subsidiary of UnitedHealth Group,
Inc.. became the Company’s immediate parent. On October 30, 1998, United Healthcare, Inc.
was incorporated in Delaware as a wholly owned subsidiary of UnitedHealth Group Inc. On
January 1, 2000, UnitedHealth Group Inc. contributed its share of common stock of United
Healthcare, Inc. to United HealthCare Services, Inc.

On June 30, 2000, United HealthCare Services, Inc. contributed its ownership interest in United
HealthCare of the Midwest, Inc., along with its ownership interests in 23 other HMO
subsidiaries. to United Healthcare, Inc.

Capital Stock

The Company is authorized to issue up to one hundred shares of $1 par value common stock. At
December 31, 2009, one share was issued and outstanding for a balance of $1 in the Company’s
common capital stock account.

Dividends
The Company paid the following dividends during the examination period.
Year Amount
2007 §$ 28,700,000
2008 49,666,000
2009 52,000,000

Total §$ 130,366,000

Of the $52 million paid in 2009, $43.7 million was classified as an adjustment to paid-in surplus.
CORPORATE RECORDS

The Company’s articles of incorporation and bylaws were reviewed. The Company’s articles of
incorporation and bylaws were amended in 2008 to change the spelling of the Company’s name.

The minutes of the shareholder meetings and the Board of Directors meetings were reviewed.
The minutes appeared to properly support and document the major transactions and events
occurring during the examination period.

The Company requires its directors and officers to complete conflict of interest disclosure
statements annually. The disclosure statements for the examination period were reviewed. No
material or significant conflicts were noted.

MANAGEMENT AND CONTROL

At year-end 2009, the Company’s board consisted of the following members:




Name and Address

Justin Roth
Minnetonka, MN

Eric Vanderhoef
Maryland Heights, MO

Steven Walli
Maryland Heights, MO

Affiliation
Chief Financial Officer
UnitedHealthcare of the Midwest

Chairman, President, CEO
UnitedHealthcare of the Midwest

Commercial Health Plans CEO
UnitedHealthcare of the Midwest

At year-end 2009, the Company’s officers consisted of the following:

Eric Vanderhoef Chairman, President, Chief Executive Officer

Justin Roth Chief Financial Officer

Robert Oberrender Treasurer

Christina Palme-K rizak Secretary

Timothy Caron Assistant Secretary

Juanita Luis Assistant Secretary

Michelle Huntley Dill Assistant Secretary

John Kelly Vice President Tax Services

N. Brent Cottington Vice President Regulatory Controller, Asst. Treasurer

The Company is a member of an Insurance Holding Company system as defined by Chapter 382
RSMo. The Company’s immediate parent is UnitedHealthcare, Inc. (DE). The Company’s
ultimate parent is UnitedHealth Group Inc. (MN). The chart below depicts the members of the
holding company group with which the Company has a direct relationship or transacts business.




ORGANIZATIONAL CHART

UnitedHealth Group, Inc.
(MN)
PacifiCare Health Plan Administrators, Inc. United HealthCare Services, Inc. Ingenix, Inc.
(IN) (MN) (DE)
‘ Dental Benefit Providers, Inc. ACN Group, Inc.
(DE) (MN)
United Behavioral Health OptumHealth, Inc.
(CA) (DE)
|
[ |
Spectera, Inc. HealthAllies, Inc.
(MD) (DE)
UnitedHealthcare, Inc. Evercare Hospice, Inc.
(DE) (DE)
UnitedHealthcare
of the Midwest, Inc.
(MO)
Rx Solutions, Inc.
(DE)
AFFILIATED TRANSACTIONS

At year-end 2009, the Company was party to the following intercompany agreements:

Subordinated Revolving Credit Agreement

Parties: The Company and United HealthCare Corporation.
Effective: December 1, 1999, non-disapproved November 18, 1999

Terms: The Company may borrow up to $20 million under this short-term
borrowing facility.




Rate(s): The Company will pay interest at an amount equal to LIBOR (London
InterBank Offered Rate) plus 50 basis points. There were no amounts
outstanding under the letter of credit at year-end 2009. No interest was
paid under the line of credit in 2009.

Management Agreement and Premium Allocation Agreement

Parties: The Company and United HealthCare Services, Inc.

Effective: December 1, 1999, non-disapproved November 18, 1999

Terms: United HealthCare Services, Inc. provides administrative and management
services.
Rate(s): Monthly management fees equal to 12% of gross revenues.

Tax Sharing Agreement

Parties: The Company and United HealthCare Group, Inc.
Effective: January 1. 1996. non-disapproved June 16, 2005

Terms: Federal, state and local income tax liabilities are calculated on a separate
return basis.

Mental Health and Substance Abuse Services Agreement

Parties: The Company and United Behavioral Health, Inc.
Effective: January 1, 1999, non-disapproved October 31, 2008

Terms: United Behavioral Health provides mental health and substance abuse
services to enrollees of the Company.

Rate(s): Fees are based on per member per month charges. Rates vary according to
type of membership: Commercial HMO, Commercial HMO Plus or
Medicare Advantage

Facility Participation Agreement for Specialty Pharmacy Provider Agreement

Parties: The Company, United HealthCare Insurance Company, and RxSolutions,
Inc.
Effective: May 1, 2008, non-disapproved April 14, 2008




