
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

REPORT ON EXAMINATION 
 

OF  
 

MAGELLAN LIFE INSURANCE COMPANY                                                              
 

AS OF  
 

DECEMBER 31, 2015 
 







 

i 

TABLE OF CONTENTS 
 
SALUTATION .................................................................................................................................... 1 

SCOPE OF EXAMINATION.............................................................................................................. 2 

SUMMARY OF SIGNIFICANT FINDINGS ..................................................................................... 3 

COMPANY HISTORY ....................................................................................................................... 3 

MANAGEMENT AND CONTROL ................................................................................................... 4 

TERRITORY AND PLAN OF OPERATION .................................................................................. 10 

REINSURANCE................................................................................................................................ 11 

FINANCIAL STATEMENTS ........................................................................................................... 12 

ANALYSIS OF CHANGES IN THE FINANCIAL STATEMENTS RESULTING FROM 

EXAMINATION ............................................................................................................................... 16 

COMMENTS ON FINANCIAL STATEMENT ITEMS .................................................................. 16 

SUBSEQUENT EVENTS ................................................................................................................. 18 

SUMMARY OF RECOMMENDATIONS ....................................................................................... 18 

CONCLUSION .................................................................................................................................. 22 

 

 



 

 

 

SALUTATION 

 
April 14, 2017 
 
 
 
Honorable Trinidad Navarro 
Delaware Insurance Commissioner 
Delaware Department of Insurance 
Rodney Building 
841 Silver Lake Blvd. 
Dover, Delaware   19904 
 
Dear Commissioner; 
 
 In compliance with instructions and pursuant to statutory provisions contained in 

Certificate of Authority No. 16.023, dated March 29, 2016, an examination has been made of the 

affairs, financial condition and management of  

MAGELLAN LIFE INSURANCE COMPANY  

hereinafter referred to as the “Company” or “MLIC” and incorporated under the laws of the State 

of Delaware as a stock company.  The examination was conducted at the statutory home office of 

the Company, located at 14100 Magellan Plaza, Maryland Heights, Missouri 63043.   

This examination was conducted concurrently as part of the coordinated examination of 

the Magellan Group.  The State of Pennsylvania was the assigned lead state by the National 

Association of Insurance Commissioners (NAIC).  Separate reports of examination were filed for 

each company within the Magellan Group.  The report for this examination thereon is 

respectfully submitted. 
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SCOPE OF EXAMINATION 

We have performed our multi-state examination of the Company.  The last examination 

covered the period of January 1, 2007 through December 31, 2011.  This examination covers the 

period of January 1, 2012 through December 31, 2015. 

We conducted our examination in accordance with the NAIC Financial Condition 

Examiners Handbook (Handbook) and generally accepted statutory insurance examination 

standards consistent with the Insurance Code and Regulations of the State of Delaware.  The 

Handbook requires that we plan and perform the examination to evaluate the financial condition, 

assess corporate governance, identify current and prospective risks of the company and evaluate 

system controls and procedures used to mitigate those risks.  An examination also includes 

identifying and evaluating significant risks that could cause an insurer’s surplus to be materially 

misstated both currently and prospectively. 

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

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

management and evaluating management’s compliance with Statutory Accounting Principles.  

The examination does not attest to the fair presentation of the financial statements included 

herein.  If, during the course of the examination an adjustment is identified, the impact of such 

adjustment will be documented separately following the Company’s financial statements. 

This examination report includes significant findings of fact and general information 

about the insurer and its financial condition.  There may be other items identified during the 

examination that, due to their nature (e.g., subjective conclusions, proprietary information, etc.), 

are not included within the examination report but separately communicated to other regulators 

and/or the company. 
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During the course of this examination, consideration was given to work performed by the 

Company’s external auditing firm, Ernst & Young LLP (E&Y), Baltimore, Maryland.  Certain 

auditor work papers have been incorporated into the work papers of the examination. 

The Company was not required to be Sarbanes Oxley (SOX) Section 404 compliant as of 

the examination date.  The Company’s ultimate parent, Magellan Health, Inc., is SOX compliant 

and we reviewed and relied on the work completed by E&Y in the SOX Compliance audit. 

 

SUMMARY OF SIGNIFICANT FINDINGS 

 There were no significant material adverse findings or financial adjustments as a result of 

this examination.  Please refer to summary of recommendation for non-adverse findings.  

 

COMPANY HISTORY 

General 

The Company is a stock life insurance company that was incorporated on October 2, 

1982, as Orion Life Insurance Company and began to write business during 1997 after being 

acquired by Merit Health Insurance Company.  The Company’s name was changed to Magellan 

Life Insurance Company on November 4, 2004. 

Capitalization 

The Company is authorized to issue 300,000 shares of common capital stock capital with 

a par value of $10 per share.  Currently, 150,000 common stock shares stock are issued and held 

by Merit Health Insurance Company. 
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The following table reflects the Company’s capitalization activity since the prior 

examination: 

  Gross Paid-in & 
  Common Stock Contributed Surplus 
 

December 31, 2011  $1,500,000 $1,380,000 
2015 Contribution from Parent                0 1,700,000 
December 31, 2015  $1,500,000 $3,080,000 
 

Dividends 

According to Company records for the years indicated, and as reflected in minutes to the 

Board of Directors’ meetings, no dividends were paid to the stockholders. 

 

MANAGEMENT AND CONTROL 

Board of Directors 

Pursuant to the General Corporation Law of the State of Delaware, as implemented by 

the Company's Certificate of Incorporation and bylaws, all corporate powers and its business 

property and affairs are managed by, or under the direction of, its Board of Directors (Board).   

Directors shall be elected annually by the sole shareholder and the number of directors, 

which shall be fixed from time to time by the shareholder of by the Board, shall consist of no 

more than twenty-five (25) members.  The directors shall hold office until the next Annual 

Shareholders Meeting or until their successors are elected or appointed.  The Board, duly elected 

in accordance with its bylaws and serving at December 31, 2015, is as follows:  
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 Individual Principal Business Affiliation 

 Daniel N. Gregoire General Counsel and Secretary 
  Magellan Health, Inc. 
 
 Mostafa Kamal Chief Executive Officer 
  Magellan Rx Management, Inc. 
 
 Barry M. Smith Chairman and Chief Executive Officer 
  Magellan Health, Inc. 
 
 Sanjeev K. Srivastava Chief Executive Officer 
  Magellan Healthcare, Inc. 
 
 Jeffrey N. West Senior Vice President and Controller 
  Magellan Health, Inc. 
 
Officers  

 In accordance with its bylaws, officers serving the Company shall be a President, one or 

more Vice Presidents, a Secretary, a Treasurer and other officers as may from time to time be 

appointed by the Board.  Any two or more offices may be held by the same person, except that 

the President and the Secretary cannot be the same person.  The officers, duly appointed in 

accordance with the bylaws and serving at December 31, 2015, are as follows:  

 Individual Officer 
 
 Mostafa Kamal President 
 Andrew M. Cummings Senior Vice President – Legal Affairs, Secretary 
 Jeffrey N. West Treasurer 
 Kevin Fletemeyer Vice President 
 Anne McCabe Vice President 
 Linton C. Newlin Vice President 
 Sanjeev K. Srivastava Vice President 
 John DiBernardi Assistant Secretary 
 Michael P. McQuillen Assistant Secretary 
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Committees of the Board  

 As of December 31, 2015, the Board had one constituted committee: 

 Compliance 
  
 Daniel N. Gregoire 
 Jeffrey N. West 
  
Corporate Records 

The recorded minutes of the shareholders, Board, and certain internal committees were 

reviewed for the period under examination.  The recorded minutes of the Board adequately 

documented its meetings and approval of Company transactions and events, for the approval of 

investment transactions in accordance with 18 Del. C. §1304. 

Inspection of Company files indicated that an ethics statement/conflict of interest 

statement was completed by all directors and officers for the examination period.   

A review was performed for compliance with Code 18 Del. C. § 4919 “any change of 

directors, officers”; notice, “Every domestic stock or mutual insurer shall promptly notify the 

Commissioner in writing of any change of personnel among its directors or principal officers” 

the Company is in compliance. 

Insurance Holding Company System 

The Company is a member of an insurance holding company system known as Magellan 

Health as defined under 18 Del. C. §5001 of the Delaware Insurance Code.  The Company 

maintains that Magellan Health, Inc. (Magellan) is the ultimate controlling entity of the 

Company.  As of December 31, 2015, Magellan had consolidated assets of $2.069 billion and 

shareholders’ equity of $1.066 billion. 

18 Del. C. §5001(3) states that “control shall be presumed to exist if any person, directly 

or indirectly, owns, controls, holds with the power to vote, or holds proxies representing 10% or 
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more of the voting securities of any other person.”  No person or entity collectively owned or 

controlled, directly or indirectly, 10% or more of the voting shares of Magellan as of the 

examination date. 

A partial organizational chart of Magellan as of December 31, 2015, with domicile in 

brackets along with the control percentages of the upstream affiliates’ control of the downstream 

affiliate is presented below: 

 Economic Voting 
 Control Control 
 
Magellan Health,Inc. [DE] {1}    100.0% 100.0% 
 Magellan Pharmacy Services, Inc. [DE] 100.0% 100.0% 
  Magellan Rx Management, Inc. [DE] 100.0% 100.0% 
   Magellan Behavioral Health of New Jersey, LLC [NJ] 
 Magellan Healthcare, Inc. [DE]   100.0% 100.0% 
  Merit Behavioral Care Corporation [DE] 100.0% 100.0% 
   Magellan Behavioral Health of Pennsylvania, Inc. [PA] 
  Magellan Health Services of Arizona, Inc. [AZ] 100.0% 100.0% 
   Magellan Complete Care of Arizona, Inc. [AZ]  
  Merit Health Insurance Company [IL] 100.0% 100.0% 
   Magellan Life Insurance Company [DE] 
  Magellan Complete Care of Iowa, Inc. [IA] 100.0% 100.0% 
  Magellan Behavioral Care of Nebraska, Inc.[NE] 100.0% 100.0% 
  Florida MHS, Inc. [FL]     100.0% 100.0% 
  Magellan Complete Care of Louisiana, Inc. [LA] 100.0% 100.0% 
  Magellan Complete Care of Nebraska, Inc. [NE] 100.0% 100.0% 
  Magellan Complete Care of Indiana, Inc. [IN] 100.0% 100.0% 
  Magellan Complete Care of North Carolina, Inc. [NC] 100.0% 100.0% 
  AlphaCare Holdings, Inc. [NY]  82.4% 82.4% 
   AlphaCare of NewYork, Inc. [NY]   
     
{1} Common shares are publicly traded on the NASDAQ Exchange under the symbol “MGLN”.  No entity 

owned or controlled greater than 10% of the voting common shares of MGLN as of December 31, 2015. 
 
  



Magellan Life Insurance Company 
 
 

 8

Affiliated Agreements 

Administrative Services Agreement 

The Company entered into an Administrative Services Agreement with Merit Behavioral 

Care Corporation (Merit) effective January 1, 1997, whereby Merit provides certain 

administrative and management services related to the operation of the Company.  This 

agreement was properly filed with and approved by the Delaware Department of Insurance.  The 

Company paid $71,400 in 2015 to Merit pursuant to this agreement.   

Tax Allocation Agreement 

The Company entered into a Tax Allocation Agreement with Magellan effective January 

1, 2015, which superceded and replaced a similar tax allocation agreement effective January 1, 

2003.  The Company and its United States (U.S.) affiliates file a consolidated U.S. federal 

income tax return in accordance with Section 1501 of the U.S. Internal Revenue Code of 1986 

(as amended).  Each company’s tax liability is calculated based upon its respective share of 

consolidated income.  The agreement further provides that each member receive reimbursement 

to the extent that its losses and other credits resulted in a reduction of the current year’s 

consolidated tax liability, not to exceed its liability as if filed on an individual basis.  This 

agreement was properly filed with an approved by the Delaware Department of Insurance.   

Claims Administration Arrangement  

 The Company reported an aggregate write-in for other than invested assets of $350,000 

titled “claims deposit”, which is an advance to an affiliate named HAI of California (HAI).  HAI 

pays certain claims that MLIC is at risk for under the Blue Shield of California Life & Health 

assumed reinsurance contract.  MLIC reimburses HAI weekly for those claims paid on their 
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behalf.  However, in order to file those claims on a more timely basis, and to mitigate risk to 

HAI, MLIC gave a deposit to HAI that approximates one week’s worth of claims ($350,000).  

 E&Y had a discussion with Jadie Mayes, Finance Director for HAI, whereby it was 

determined that this selected amount of $350,000 was agreed upon by both HAI and MLIC.  

E&Y noted that based on their understanding of the account, they concluded that it appears 

reasonable that the deposit would be made.  E&Y vouched the receipt of the payments from 

MLIC to HAI’s account without exception in 2014 and concluded that no further testing of this 

balance was necessary for year-end 2015.  E&Y learned from their discussions with management 

that, due to the corporate and contractual relationship between HAI and MLIC, no formal 

contract document was created in order to formalize and recognize this transaction, as it is due 

from a related party.   

The balance, which represents an advance to an affiliate, is admissible in accordance with 

Statements of Statutory Accounting Principles (SSAP) 25 (paragraph 9) which states that “loans 

or advances by a reporting entity to all other related parties (not the parent) shall be evaluated by 

management and non-admitted if they do not constitute arm’s-length transactions as defined in 

paragraph 12.”  Furthermore, “loans or advances made by a reporting entity to related parties 

(other than its parent or principal owner) that are economic transactions as defined in paragraph 

12 shall be admitted…Evaluation of the collectability of loans and advances shall be made 

periodically.” 

SSAP 25 (paragraph 7) mandates that transactions with affiliates must be in the form of a 

written agreement.  Based on all the information presented above, it does not appear that there is 

a written agreement between affiliates HAI and MLIC.  

It is recommended that the Company enter into a written contract with 
affiliate HAI defining the nature of this transaction and each party’s 
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responsibilities.  If this transaction meets the materiality threshold, then the 
agreement needs to be filed as a Form D transaction with the Delaware 
Department of Insurance. 

 

Unaffiliated Agreements 

Custodian Agreement 

The Company entered into a Custodian Agreement with Wells Fargo, N.A. (Wells Fargo) 

effective January 9, 2008.  Pursuant to the agreement, Wells Fargo acts as the custodian for the 

Company’s portfolio of investment securities.   

A review of the terms of the Company’s Custodian Agreement with Wells Fargo 

indicated that there were provisions missing from the Custodian Agreement that are required per 

the NAIC Handbook. 

Additionally, in the 2015 Annual Statement General Interrogatories #28.01, the Company 

indicated that its agreement with Wells Fargo was in compliance with the requirements of the 

NAIC Handbook.  As such, this disclosure contained within the 2015 Annual Statement is 

inaccurate.   

It is recommended that the Company amend its Custodian Agreement with 
Wells Fargo to include all provisions per the NAIC Handbook.  In addition, 
the Company should ensure accurate responses to the General 
Interrogatories are provided in the Annual Statement. 

 

 

TERRITORY AND PLAN OF OPERATION 

Territory 

At December 31, 2015, the Company has certificates of authority to write business in the 

following seventeen (17) U.S. states:  AZ, DE, GA, IN, KS, MS, MT, NE, NM, ND, SC, SD, 

TN, TX, UT, WV, and WY. 
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Plan of Operation 

The Company provides stop-loss coverage for a managed behavioral health care program 

administered by an affiliate through an assumed reinsurance contract with an unaffiliated 

company.  100% of the Company’s 2015 direct written premiums of $6,286,636 were written in 

California for the Centene program. 

 

REINSURANCE 

General 

The Company reported the following distribution of net premiums written for 2015: 

Direct  $6,286,636 
 
Reinsurance assumed from affiliates $0              
Reinsurance assumed from non-affiliates    19,270,588 
Total gross (direct and assumed) $25,557,224 
 
Reinsurance ceded to affiliates      $0 
Reinsurance ceded to non-affiliates 0       
Total ceded $0 
 
Net premiums written          $25,557,224 

The Company retained 100.0% of its gross business in 2015. 

Assumed 

The Company assumed business covering managed behavioral care programs 

administered by non-affiliates in 2015 by cedent (with domicile and agreement effective date in 

parentheses) as follows: 

 Premiums (in 000s) Percent of Total 
Blue Shield of CA Life & Health (CA, 1/1/2012) $14,932,785 77.49% 
Hawaii Medical Service Association (HI, 12/1/2015) 3,546,814 18.41% 
PartnerRe America Insurance Co. (DE, 1/1/2015) 790,989 4.10% 
Total $19,270,588 100.00% 
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The Schedule S data contained in the Company’s annual statements filed for the years 

under examination were found to accurately reflect its reinsurance transactions.  The unaffiliated 

assumed reinsurance agreements noted above were reviewed and evaluated for compliance with 

SSAP 62 of the NAIC Accounting Practices and Procedures Manual and included the required 

contractual clauses. 

Ceded 

The Company ceded no business during the years under examination. 

 

FINANCIAL STATEMENTS 

Financial statements, as reported and filed by the Company with the Delaware 

Department of Insurance, are reflected in the following: 

o Statement of assets 
o Statement of liabilities, capital and surplus 
o Statement of revenue and expenses 
o Reconciliation of surplus for the period since the last examination 
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MAGELLAN LIFE INSURANCE COMPANY 
STATEMENT OF ASSETS 

DECEMBER 31, 2015 
 

  

 
Nonadmitted Net Admitted

Assets Assets Assets Assets Note

Bonds $1,566,437 $1,566,437 1

Cash , cash equivalents and short-
term investments

8,774,742 8,774,742

Investment income due and
accrued

3,183 3,183

Uncollected premiums and agents'
balances in the course of
collection

1,380,908 1,380,908

Other amounts receivable under
reinsurance contracts

762,780 762,780

Healthcare and other amounts
receivable

221,251 221,251

Aggregate write-ins for other than 
invested assets - claims deposits

350,000 350,000 2

Total Assets $13,059,301 $0 $13,059,301
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MAGELLAN LIFE INSURANCE COMPANY 
STATEMENT OF LIABILITES, CAPITAL AND SURPLUS 

DECEMBER 31, 2015 
 

   
NOTES

Claims unpaid $1,335,993 3
Unpaid claims adjustment expenses 29,282 3
General expenses due or accrued 67,000
Current federal income taxes payable 1,904,688
Amounts due to parent, subsidiaries and affiliates 616,873

Total Liabilities $3,953,836

Common capital stock $1,500,000
Gross paid in and contributed surplus 3,080,000
Unassigned funds (surplus) 4,525,465

Surplus as regards policyholders $9,105,465

Total liabilities, surplus and other funds $13,059,301
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MAGELLAN LIFE INSURANCE COMPANY 
STATEMENT OF REVENUE AND EXPENSES 

DECEMBER 31, 2015 
  
 

Underwriting Income
Premiums earned $25,557,224

Deductions
Other professional services 5,267,954$       
Net reinsurance recoveries 14,448,473
General administrative expenses 423,705
Total underwriting deductions 20,140,132$     
Net underwriting gain or (loss) 5,417,092$       

Investment Income
Net investment income earned 10,608$            
Net realized capital gains (losses) less capital gains tax of $0 0
Net investment gain or (loss) 10,608$            

Net Income before federal income taxes 5,427,700$       
Federal and foreign income taxes incurred 1,904,688

Net Income 3,523,012$       
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MAGELLAN LIFE INSURANCE COMPANY 
RECONCILIATION OF SURPLUS FOR THE PERIOD 

SINCE THE LAST EXAMINATION 
DECEMBER 31, 2015 

 

(1) Operations is defined as net income, change in net unrealized capital gains or (losses), change in net deferred 
income tax, change in non-admitted assets, change in provision for reinsurance, and aggregate write-ins for 
gains and losses to surplus. 

(2) Capital Contributions is defined as: surplus adjustments paid in. 

 

ANALYSIS OF CHANGES IN THE FINANCIAL STATEMENTS RESULTING FROM 
EXAMINATION 

 
There were no financial adjustments to the Company’s financial statements as a result of 

this examination. 

 

COMMENTS ON FINANCIAL STATEMENT ITEMS 

(Note 1)  Bonds                                                                                               $1,566,437 

 Bonds represent 15.15% of the Company’s $10,341,179 invested assets at year-end 2015.  

100% of the Company’s bonds are rated as Class 1 by the NAIC.  100% of the bond portfolio is 

Description
Common 

Capital Stock

Gross Paid In and 
Contributed 

Surplus
Unassigned Funds 

(Surplus)
Total             

Surplus

Balance as of January 1, 2011 1,500,000$      1,380,000$         826,831$              3,706,831$           
2012 Operations (1) -                       -                          165,936                165,936                
2013 Operations (1) -                       -                          (199,230)              (199,230)              
2014 Operations (1) -                       -                          208,916                208,916                
2014 Operations (1) -                       -                          3,523,012             3,523,012             
2015 Capital Contribution (2) -                       1,700,000           -                           1,700,000             
Balance as of December 31, 2015 1,500,000$      3,080,000$         4,525,465$           9,105,465$           
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comprised of investments maturing in less than two years.  During 2015, the Company realized 

$0 in net capital gains from fixed income investment disposals.   

(Note 2) Aggregate Write-ins for Other Than Invested Assets – Claims Deposit $350,000 

 This balance is an advance to an affiliate named HAI of California (HAI).  See the 

description of this arrangement at the Affiliated Agreements section of this report on pages 9-11. 

(Note 3)  Claims Unpaid $1,335,993 
                Unpaid Claims Adjustment Expenses                         $29,282  
 

Lewis & Ellis (L&E) was retained by the Pennsylvania Insurance Department to conduct 

a review of each of the Magellan Company’s reserve methodologies and adequacy.  L&E 

evaluated the Company’s book of business by line of business for claims unpaid and unpaid 

claims adjustment expenses.  The conclusions reached by L&E are largely based upon 

information supplied by the Company’s staff, which included an in-depth actuarial analysis.  The 

L&E reserve analysis was performed on both a gross and net of reinsurance basis and did not 

address the collectability of reinsurance recoverables.  The L&E reserve review found the 

Company’s combined claims unpaid and unpaid claims adjustment expenses were adequate to 

support the business underwritten. 

Loss and Loss Adjustment Expense (LAE) reserves are subject to errors of estimation 

arising from the fact that the ultimate liability for claims evaluated as of the valuation date are 

dependent on future contingent events which cannot always be anticipated.  The possible 

occurrence of such events, as well as the inherent uncertainty associated with statistical 

estimates, allows no guarantee that the actual ultimate liabilities will be the same as the reserve 

levels described in this examination report.  The review was conducted in conjunction with the 

current financial examination.  Based on the review, L&E has accepted the conclusion that 

additional actuarial reserves were not required as of December 31, 2015.   
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It was determined that the Company was not in compliance with the 2015 Life, Accident 

and Health Annual Statement Instructions ("Actuarial Opinion" section, page 9) in that it 

requires that "the Appointed Actuary must report to the Board of Directors or the Audit 

Committee each year on the items within the scope of the Actuarial Opinion.  The minutes of the 

Board of Directors shall indicate that the Appointed Actuary has presented such information to 

the Board of Directors or the Audit Committee.  A separate Actuarial Opinion is required for 

each company filing an Annual Statement."  There were quarterly Incurred but Not Reported 

(IBNR) certifications reported to the Magellan Health, Inc. Audit Committee at the Magellan 

Health, Inc. level.  However, there was no evidence of the actuarial reporting specific to each 

legal entity.   

It is recommended that the Company’s Board of Directors document 
performance of its duties as required by the Annual Statement instructions. 
 

 

SUBSEQUENT EVENTS 

Dividend to Stockholder 

 The Company’s Board of Directors declared a $4.5 million extraordinary dividend 

payable to its stockholder, which was approved by the Delaware Department of Insurance on 

August 2, 2016 and paid on August 16, 2016. 

 

SUMMARY OF RECOMMENDATIONS 

Compliance With Prior Exam Recommendations 

 There were no recommendations in the prior examination report.  

   



Magellan Life Insurance Company 
 
 

 19

Current Exam Recommendations 

Claims Administration Arrangement Pages 9-10 

 The Company reported an aggregate write-in for other than invested assets of $350,000 

titled “claims deposit”, which is an advance to an affiliate named HAI of California (HAI).  HAI 

pays certain claims that MLIC is at risk for under the Blue Shield of California Life & Health 

assumed reinsurance contract.  MLIC reimburses HAI weekly for those claims paid on their 

behalf.  However, in order to file those claims on a more timely basis, and to mitigate risk to 

HAI, MLIC gave a deposit to HAI that approximates one week’s worth of claims ($350,000).  

 E&Y had a discussion with Jadie Mayes, Finance Director for HAI, whereby it was 

determined that this selected amount of $350,000 was agreed upon by both HAI and MLIC.  

E&Y noted that based on their understanding of the account, they concluded that it appears 

reasonable that the deposit would be made.  E&Y vouched the receipt of the payments from 

MLIC to HAI’s account without exception in 2014 and concluded that no further testing of this 

balance was necessary for year-end 2015.  E&Y learned from their discussions with management 

that, due to the corporate and contractual relationship between HAI and MLIC, no formal 

contract document was created in order to formalize and recognize this transaction, as it is due 

from a related party.   

The balance, which represents an advance to an affiliate, is admissible in accordance with 

SSAP 25 (paragraph 9) which states that “loans or advances by a reporting entity to all other 

related parties (not the parent) shall be evaluated by management and non-admitted if they do not 

constitute arm’s-length transactions as defined in paragraph 12.”  Furthermore, “loans or 

advances made by a reporting entity to related parties (other than its parent or principal owner) 
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that are economic transactions as defined in paragraph 12 shall be admitted…Evaluation of the 

collectability of loans and advances shall be made periodically.” 

SSAP 25 (paragraph 7) mandates that transactions with affiliates must be in the form of a 

written agreement.  Based on all the information presented above, it does not appear that there is 

a written agreement between affiliates HAI and MLIC.  

It is recommended that the Company enter into a written contract with 
affiliate HAI defining the nature of this transaction and each party’s 
responsibilities.  If this transaction meets the materiality threshold, then the 
agreement needs to be filed as a Form D transaction with the Delaware 
Department of Insurance. 

 

Custodian Agreement Page 10 

A review of the terms of the Company’s Custodian Agreement with Wells Fargo 

indicated that there were provisions missing from the Custodian Agreement that are required per 

the NAIC Handbook. 

Additionally, in the 2015 Annual Statement General Interrogatories #28.01, the Company 

indicated that its agreement with Wells Fargo was in compliance with the requirements of the 

NAIC Handbook.  As such, this disclosure contained within the 2015 Annual Statement is 

inaccurate.   

It is recommended that the Company amend its Custodian Agreement with 
Wells Fargo to include all provisions per the NAIC Handbook.  In addition, 
the Company should ensure accurate responses to the General 
Interrogatories are provided in the Annual Statement. 
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Actuarial Presentation to the Board Page 18 

It was determined that the Company was not in compliance with the 2015 Life, Accident 

and Health Annual Statement Instructions ("Actuarial Opinion" section, page 9) in that it 

requires that "the Appointed Actuary must report to the Board of Directors or the Audit 

Committee each year on the items within the scope of the Actuarial Opinion.  The minutes of the 

Board of Directors shall indicate that the Appointed Actuary has presented such information to 

the Board of Directors or the Audit Committee.  A separate Actuarial Opinion is required for 

each company filing an Annual Statement."  There were quarterly IBNR certifications reported 

to the Magellan Health, Inc. Audit Committee at the Magellan Health, Inc. level.  However, there 

was no evidence of the actuarial reporting specific to each legal entity.   

It is recommended that the Company Board of Directors document 
performance of its duties as required by the Annual Statement instructions. 
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CONCLUSION 

The assistance and cooperation of examiners representing the states on the coordinated 

examination is acknowledged.  In addition, the assistance of the consulting actuarial firm, INS 

Consultants, Inc., the Company’s outside audit firm, Ernst & Young LLP, and the Company’s 

management and staff was appreciated and is acknowledged.  

 

 Respectfully submitted, 

  
  

 Andrew E. Chiodini, CFE 
 Examiner-In-Charge 
 State of Delaware 
  

 

                 
        Steven E. Guest, CPA, CFE 
        Supervising Examiner 
        State of Delaware 


