
  
  
 

 

Harvard Pilgrim Health 
Care, Inc. 
Statutory Financial Statements as of and 
for the Years Ended December 31, 2019 and 2018, 
Schedule of Expenditures of Federal Awards 
for the Year Ended December 31, 2019, and 
Independent Auditors’ Reports in accordance 
with Government Auditing Standards and the 
Uniform Guidance 

EIN#: 04-2452600 

 



  
  
 

HARVARD PILGRIM HEALTH CARE, INC. 

TABLE OF CONTENTS 

Page 

INDEPENDENT AUDITORS’ REPORT 1–2 

STATUTORY FINANCIAL STATEMENTS AS OF AND FOR THE  
YEARS ENDED DECEMBER 31, 2019 AND 2018: 
 
Statements of Admitted Assets, Liabilities, and Statutory Net Worth 3 
 
Statements of Operations 4 
 
Statements of Changes in Statutory Net Worth 5 
 
Statements of Cash Flows 6 
 
Notes to Statutory Financial Statements 7–33 

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS  
FOR THE YEAR ENDED DECEMBER 31, 2019 34–39 

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS  
FOR THE YEAR ENDED DECEMBER 31, 2019 40 

INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER 
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS 
BASED ON AN AUDIT OF STATUTORY FINANCIAL STATEMENTS  
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS 41–42 

INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE FOR EACH MAJOR  
FEDERAL PROGRAM, REPORT ON INTERNAL CONTROL OVER  
COMPLIANCE, AND REPORT ON SCHEDULE OF EXPENDITURES OF  
FEDERAL AWARDS REQUIRED BY UNIFORM GUIDANCE 43–45 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS FOR THE  
YEAR ENDED DECEMBER 31, 2019 46–47 

SUMMARY SCHEDULE OF PRIOR-YEAR AUDIT FINDINGS FOR THE 
YEAR ENDED DECEMBER 31, 2019 48 

STATUS OF PRIOR-YEAR AUDIT FINDINGS FOR THE  
YEAR ENDED DECEMBER 31, 2019 49 



  
  
 

 

INDEPENDENT AUDITORS’ REPORT 

To the Board of Directors of 
Harvard Pilgrim Health Care, Inc. 
Wellesley, Massachusetts 

We have audited the accompanying statutory financial statements of Harvard Pilgrim Health 
Care, Inc. (the “Company”), which comprise the statutory statements of admitted assets, 
liabilities, and statutory net worth as of December 31, 2019 and 2018, and the related 
statutory statements of operations, changes in statutory net worth, and cash flows for the 
years then ended, and the related notes to the statutory financial statements. 

Management’s Responsibility for the Statutory Financial Statements 

Management is responsible for the preparation and fair presentation of these statutory 
financial statements in accordance with accounting practices prescribed or permitted by the 
Division of Insurance of the Commonwealth of Massachusetts. Management is also 
responsible for the design, implementation, and maintenance of internal control relevant to 
the preparation and fair presentation of statutory financial statements that are free from 
material misstatement, whether due to fraud or error. 

Auditors’ Responsibility 

Our responsibility is to express an opinion on these statutory financial statements based on 
our audits. We conducted our audits in accordance with auditing standards generally 
accepted in the United States of America and the standards applicable to financial audits 
contained in Government Auditing Standards, issued by the Comptroller General of the 
United States. Those standards require that we plan and perform the audit to obtain 
reasonable assurance about whether the statutory financial statements are free from 
material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the statutory financial statements. The procedures selected depend on the 
auditor’s judgment, including the assessment of the risks of material misstatement of the 
statutory financial statements, whether due to fraud or error. In making those risk 
assessments, the auditor considers internal control relevant to the Company’s preparation 
and fair presentation of the statutory financial statements in order to design audit 
procedures that are appropriate in the circumstances, but not for the purpose of expressing 
an opinion on the effectiveness of the Company’s internal control. Accordingly, we express 
no such opinion. An audit also includes evaluating the appropriateness of accounting policies 
used and the reasonableness of significant accounting estimates made by management, as 
well as evaluating the overall presentation of the statutory financial statements. 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide 
a basis for our audit opinion. 
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Opinion 

In our opinion, the statutory financial statements referred to above present fairly, in all 
material respects, the admitted assets, liabilities, and statutory net worth of Harvard Pilgrim 
Health Care, Inc. as of December 31, 2019 and 2018, and the results of its operations and 
its cash flows for the years then ended in accordance with accounting practices prescribed 
or permitted by the Division of Insurance of the Commonwealth of Massachusetts as 
described in Note 2 to the statutory financial statements. 

Basis of Accounting 

We draw attention to Note 2 of the statutory financial statements, which describes the basis 
of accounting. As described in Note 2 to the statutory financial statements, the statutory 
financial statements are prepared by the Company using accounting practices prescribed or 
permitted by the Division of Insurance of the Commonwealth of Massachusetts, which is a 
basis of accounting other than accounting principles generally accepted in the United States 
of America, to meet the requirements of the Division of Insurance of the Commonwealth of 
Massachusetts. Our opinion is not modified with respect to this matter. 

Other Reporting Required by Government Auditing Standards 

In accordance with Government Auditing Standards, we have also issued our report dated 
April 22, 2020, on our consideration of the Company’s internal control over financial 
reporting and on our tests of its compliance with certain provisions of laws, regulations, 
contracts, and grant agreements and other matters. The purpose of that report is solely to 
describe the scope of our testing of internal control over financial reporting and compliance 
and the results of that testing, and not to provide an opinion on the effectiveness of the 
Company’s internal control over financial reporting or on compliance. That report is an 
integral part of an audit performed in accordance with Government Auditing Standards in 
considering the Company’s internal control over financial reporting and compliance. 

Restriction on Use 

Our report is intended solely for the information and use of the Board of Directors and the 
management of the Company, federal awarding agencies, and pass-through entities and is 
not intended to be, and should not be, used by anyone other than these specified parties. 

 

April 22, 2020 
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HARVARD PILGRIM HEALTH CARE, INC.

STATUTORY STATEMENTS OF ADMITTED ASSETS, LIABILITIES, AND
STATUTORY NET WORTH AS OF DECEMBER 31, 2019 AND 2018
(Amounts in thousands)

2019 2018
ADMITTED ASSETS

CASH AND CASH EQUIVALENTS (12,171)$    68,071$   

BONDS 317,658     307,228   

COMMON STOCK 160,101     125,517   

PREMIUM AND HEALTH CARE RECEIVABLES—Net 56,845       38,189    

UNINSURED PLAN RECEIVABLES 55,039       34,280    

REINSURANCE RECOVERABLE 6,298         -             

INVESTMENTS IN AFFILIATES 318,655     256,704   

OTHER INVESTED ASSETS 86,000       83,222    

REAL ESTATE, FURNITURE, AND EDP EQUIPMENT AND SOFTWARE—Net 27,332       27,604    

SPECIAL DEPOSITS 403            420         

INVESTMENT INCOME DUE AND ACCRUED 2,210         2,139      

DUE FROM AFFILIATES 17,849       10,473    

OTHER ASSETS 21,839       16,882    

TOTAL ADMITTED ASSETS 1,058,058$ 970,729$ 

LIABILITIES AND STATUTORY NET WORTH

LIABILITIES:
  Claims unpaid and accrued medical incentive pool 160,488$    176,761$ 
  Unpaid claim adjustment expense 1,667         1,931      
  Premiums received in advance 40,559       42,816    
  General expenses due or accrued 87,382       72,689    
  Aggregate health policy reserves 4,139         9,441      
  Liability for uninsured plans 110,564     104,485   
  Due to affiliates 5,000         1,717      
  Other liabilities 10,252       8,141      

           Total liabilities 420,051     417,981   

COMMITMENTS AND CONTINGENCIES (Note 12)

STATUTORY NET WORTH:
  Special surplus—ACA industry fee 17,900       -             
  Unassigned funds and surplus 620,107     552,748   

           Total statutory net worth 638,007     552,748   

TOTAL LIABILITIES AND STATUTORY NET WORTH 1,058,058$ 970,729$ 

See notes to statutory financial statements.  
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HARVARD PILGRIM HEALTH CARE, INC.

STATUTORY STATEMENTS OF OPERATIONS
FOR THE YEARS ENDED DECEMBER 31, 2019 AND 2018
(Amounts in thousands)

2019 2018

REVENUE—Premium income 1,660,116$ 1,822,824$ 

EXPENSES:
  Medical and hospital 1,407,745  1,521,421  
  Claims adjustment (including $29,282 and $26,123
    of cost containment expenses in 2019 and
    2018, respectively) 54,737       49,954       
  General administrative 179,061     200,477     
  (Decrease) increase in reserves for health contracts (501)          2,039        

           Total expenses 1,641,042  1,773,891  

NET UNDERWRITING INCOME 19,074       48,933       

OTHER INCOME:
  Net investment income 16,447       16,177       
  Net realized capital gains 919           973           
  Interest expense -              (889)          
  Miscellaneous expense (15,957)     (23,016)     

           Total other income (expense) 1,409        (6,755)       

NET INCOME 20,483$     42,178$     

See notes to statutory financial statements.  
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HARVARD PILGRIM HEALTH CARE, INC.

STATUTORY STATEMENTS OF CHANGES IN STATUTORY NET WORTH
FOR THE YEARS ENDED DECEMBER 31, 2019 AND 2018
(Amounts in thousands)

Unassigned Total
Special Surplus Funds and Statutory
Surplus Notes Surplus Net Worth

STATUTORY NET WORTH—January 1, 2018 17,468$  414$  459,926$ 477,808$ 

  Net income -            -        42,178    42,178    
  
  Decrease in nonadmitted assets -            -        4,528      4,528      
  
  Surplus notes payments -            (414)  -             (414)        
  
  Change in net unrealized gain -            -        27,917    27,917    
  
  Special surplus reclassification (17,468)  -        17,468    -             
  
  Change in net prior service costs and recognized gain
    for postretirement medical plan -            -        731         731         

STATUTORY NET WORTH—December 31, 2018 -            -        552,748   552,748   

  Net income -            -        20,483    20,483    
  
  Increase in nonadmitted assets -            -        (539)        (539)        
  
  Change in net unrealized gain -            -        65,605    65,605    
  
  Special surplus reclassification 17,900    -        (17,900)   -             
  
  Change in net prior service costs and recognized loss
    for postretirement medical plan -            -        (290)        (290)        

STATUTORY NET WORTH—December 31, 2019 17,900$  -$      620,107$ 638,007$ 

See notes to statutory financial statements.  
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HARVARD PILGRIM HEALTH CARE, INC.

STATUTORY STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2019 AND 2018
(Amounts in thousands)

2019 2018

CASH FROM OPERATIONS:
  Premiums collected 1,651,627$   1,807,041$   
  Benefit and loss-related payments—net of reinsurance (1,426,686)    (1,501,934)    
  Commissions and expenses paid (237,384)       (214,594)       
  Net investment income 17,417          15,847          
  Miscellaneous expense (12,446)         (32)                

           Net cash (used in) provided by operations (7,472)           106,328        

CASH FROM INVESTMENTS:
  Proceeds from investments sold, matured, or repaid:
    Bonds 56,712          68,018          
    Stocks 1,024            25,693          
    Other invested assets 5,766            14,270          
    Miscellaneous proceeds 17                 498               

           Total proceeds from investments sold, matured, or repaid 63,519          108,479        

  Cost of investments acquired:
    Bonds (68,098)         (94,149)         
    Stocks (34,291)         (3,545)           
    Real estate (1,295)           (1,386)           
    Other invested assets (5,900)           (32,729)         

           Total cost of investments acquired (109,584)       (131,809)       

           Net cash used in investments (46,065)         (23,330)         

CASH FROM FINANCING AND MISCELLANEOUS SOURCES:
  Borrowed money and accrued interest -                    (30,016)         
  Other cash applied (26,705)         (27,330)         

           Net cash used in financing and miscellaneous sources (26,705)         (57,346)         

(DECREASE) INCREASE IN CASH AND CASH EQUIVALENTS (80,242)         25,652          

CASH AND CASH EQUIVALENTS:
  Beginning of year 68,071          42,419          

  End of year (12,171)$       68,071$        

See notes to statutory financial statements.  
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HARVARD PILGRIM HEALTH CARE, INC. 

NOTES TO STATUTORY FINANCIAL STATEMENTS 
AS OF AND FOR THE YEARS ENDED DECEMBER 31, 2019 AND 2018 

1. ORGANIZATION AND NATURE OF BUSINESS 

General—Harvard Pilgrim Health Care, Inc. (“HPHC, Inc.” or the “Company”), a 
Massachusetts corporation, operates as a not-for-profit health plan providing 
comprehensive health benefits insurance, access to health care, and other related services 
in Massachusetts and Maine to group, individual, and Medicare members through contracts 
with physicians, established primary care and multispecialty physician groups, hospitals, 
and other health care providers. HPHC, Inc. also administers comprehensive health benefit 
plans for certain self-insured employer groups. 

New HPHC Holding Corporation (“NEWCO”) is a wholly owned Delaware C corporation. All 
of the Company’s for-profit subsidiaries are held by NEWCO. NEWCO’s board of directors 
consists entirely of HPHC, Inc. management. The for-profit subsidiaries of NEWCO are as 
follows: 

• HPHC Insurance Company, Inc. (the “Insurance Company”), a Massachusetts for-
profit corporation, underwrites individual and group health insurance in 
Massachusetts, New Hampshire, Maine, and Connecticut and underwrites health risks 
related to out-of-network coverage for HPHC, Inc. members. 

• Health Plans, Inc. (“HPI”), a Massachusetts for-profit corporation, is a third-party 
administrator providing health, dental and short-term disability benefits administration 
for self-insured employer groups primarily in the Northeast. HPI has two for-profit 
subsidiaries: Plan Marketing Insurance Agency, Inc. and Care Management 
Services, Inc., as well as two subsidiaries that are disregarded entities for tax 
purposes: TrestleTree LLC and MedWatch LLC (“MedWatch”), which are care 
management companies. 

• HPHC Insurance Agency (the “Agency”), a Massachusetts for-profit corporation, is an 
insurance broker. 

In August 2018, the Harvard Pilgrim board of directors approved certain changes to the 
Company’s governance structure to enact a statutory merger of HPHC Holding Corporation 
(“Holdings”) and HPI. The statutory merger documents were filed with the Commonwealth 
of Massachusetts and the transaction was effective January 1, 2019. As a result of these 
changes, MedWatch became a wholly owned subsidiary of HPI, and Holdings was dissolved. 

The not-for-profit subsidiaries of HPHC, Inc. are as follows: 

• Harvard Pilgrim Health Care of New England, Inc. (“New England”), a Massachusetts 
not-for-profit corporation, provides comprehensive health insurance, access to health 
care, and other related services in New Hampshire primarily to group and Medicare 
members through contracts with physicians, established primary care and 
multispecialty physician groups, hospitals, and other health care providers. 
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• Harvard Pilgrim Health Care of Connecticut, Inc. (“HPHC of CT”), a Connecticut not-
for-profit corporation, provides comprehensive health insurance, access to health 
care, and other related services in Connecticut to group members through contracts 
with physicians, established primary care and multispecialty physician groups, 
hospitals, and other health care providers. 

• Harvard Pilgrim Health Care Institute, LLC (the “Institute”) performs research and 
research administration for grants and contracts awarded to HPHC, Inc. 

Harvard Pilgrim Health Care Foundation, Inc. (the “Foundation”), a Massachusetts not-for-
profit corporation, is an affiliate of HPHC, Inc. and is not included in these statutory 
financial statements. 

HPHC, Inc., together with NEWCO, the Insurance Company, HPI, the Agency, New 
England, HPHC of CT, and the Institute are collectively referred to herein as “Harvard 
Pilgrim.” 

The Federal Affordable Care Act (ACA) enacted reforms to various aspects of the U.S. 
health insurance industry, and had a significant impact on the statutory financial 
statements of HPHC, Inc. Provisions of the ACA include, but are not limited to, mandated 
coverage requirements, mandated benefits and guarantee issuance, rebates to 
policyholders based on minimum benefit ratios, adjustments to Medicare Advantage 
premiums, the establishment of federally facilitated or state-based exchanges coupled with 
programs designed to spread risk among insurers, an annual insurance industry 
premium-based assessment, and a three-year commercial reinsurance fee. Refer to 
Notes 2, 8, and 16 for the impact of the ACA on the results of operations of the Company. 

On August 14, 2019, HPHC, Inc. and Tufts Health Plan, Inc. signed a definitive agreement 
to combine their organizations. Following the execution of the agreement, the federal and 
state regulatory review processes commenced. As of April 22, 2020, those reviews are still 
underway. 

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

Basis of Presentation—The accompanying statutory financial statements of HPHC, Inc. 
have been prepared in accordance with the National Association of Insurance 
Commissioners’ (NAIC) Accounting Practices and Procedures Manual for Statutory 
Accounting Principles (“NAIC SAP”), which do not differ from the accounting practices 
prescribed or permitted by the Division of Insurance of the Commonwealth of 
Massachusetts. NAIC SAP does differ from the accounting principles generally accepted in 
the United States of America (GAAP). 

The significant variances from GAAP are as follows: 

• GAAP requires classification of aggregate negative cash balances for an individual 
financial institution as a current liability. For NAIC SAP, these balances are recorded in 
cash. 

• Investments in bonds are carried at fair value for GAAP, whereas for NAIC SAP they 
are carried at amortized cost or fair value based on the NAIC designation. 
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• The Company’s share of undistributed earnings and losses on its investments in 
limited partnerships, joint ventures, and common stock are reported in net unrealized 
gains and losses directly through surplus for NAIC SAP, but are recorded in 
investment income for GAAP. 

• Health care receivables that do not meet the admissibility criteria under Statement of 
Statutory Accounting Principles (SSAP) No. 84, Certain Health Care Receivables and 
Receivables Under Government Insured Plans, and other accounts receivable over 
90 days past due are charged directly to statutory net worth as a nonadmitted asset 
for NAIC SAP. Under GAAP, a reserve is established based on their estimated 
collectibility and charged to operations. 

• Certain fixed assets that are carried at cost, less accumulated depreciation for GAAP 
are considered nonadmitted assets and charged against statutory net worth for NAIC 
SAP. 

• Prepaid expenses are capitalized and amortized through operations for GAAP. For 
NAIC SAP, these amounts are charged directly to statutory net worth as nonadmitted 
assets. 

• The amortization of goodwill is charged directly to statutory net worth for NAIC SAP, 
but goodwill is not amortized under GAAP. 

• The results of HPHC, Inc.’s investment in unconsolidated affiliates are accounted for 
on the equity method under GAAP, whereas under NAIC SAP the investment is valued 
at book value with unrealized gains or losses recorded directly to net worth. 

• GAAP requires the consolidation of the Foundation and the Agency in the consolidated 
financial statements. The statutory financial statements do not include the Foundation 
in statutory net worth and the investment in the Agency is treated as a nonadmitted 
asset in accordance with SSAP No. 97, Investments in Subsidiary, Controlled and 
Affiliated Entities (“SSAP No. 97”). 

• Leases are classified as either capital or operating for GAAP. For NAIC SAP, all leases 
are classified and accounted for as operating leases. 

• GAAP classifies surplus notes in liabilities, whereas NAIC SAP classifies them in 
statutory net worth. 

• For NAIC SAP, there is a requirement to restrict surplus for the estimated liability for 
the following year ACA Section 9010 assessment beginning in the year ended 
December 31, 2015. GAAP does not require this restriction. In 2018, the Federal 
Government passed a budget bill imposing a one-year moratorium on the collection of 
the annual fee due under Section 9010 of the Federal Affordable Care Act for 2019. In 
2018, the NAIC adopted Interpretation (INT) 18-02: ACA Section 9010 Assessment 
Moratoriums, to provide specific guidance on the 2019 moratorium of the ACA 
Section 9010 assessment and general guidance in the event of any future 
moratoriums for the payment of the health insurance provider fee. It also adopted 
revisions to INT 16-01: ACA Section 9010 Assessment 2017 Moratorium (“INT 16-
01”), to remove the reference to fee accruals payable in 2019 as a result of the 2019 
moratorium and include December 31, 2018 as the planned nullification date of INT 
16-01. Accordingly, there were no amounts recorded as special surplus as of 
December 31, 2018. The moratorium has no effect on the fee amount for the 2020 fee 
year or the amount restricted as special surplus as of December 31, 2019. 
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The financial statements of the Company prepared in accordance with GAAP would report 
net income of $110.0 million and $59.6 million for the years ended December 31, 2019 
and 2018, respectively, and net assets of $685.1 million and $575.2 million as of 
December 31, 2019 and 2018, respectively. 

Cash and Cash Equivalents—Cash and cash equivalents include amounts on deposit with 
banks, and government and corporate debt issues with original maturities of three months 
or less. Money market mutual funds registered under the Investment Company Act of 1940 
and regulated under rule 2a-7 of the Act are accounted for and reported as cash 
equivalents. 

Investments—Investments in corporate and government agency bonds, asset-backed 
securities (ABS), and mortgage-backed securities (MBS) are carried at amortized cost, 
except for those securities that are deemed ineligible to be held at amortized cost by the 
NAIC Securities Valuation Office (SVO), which instead are carried at the lower of amortized 
cost or fair value. Amortized cost is determined using the scientific interest method with 
retrospective adjustments for principal pay downs on ABS and MBS. In addition, the 
amortized costs for loan backed securities and structured securities take into consideration 
anticipated prepayments at the date of purchase and significant changes in estimated cash 
flows from the original purchase assumptions, and are accounted for using the 
retrospective method. Prepayment speed assumptions for fixed-rate agency MBS are 
provided by Mortgage Industry Advisory Corporation or Mortgage Industry Medians. 
Prepayment speed assumptions for other mortgage-backed, loan-backed, and structured 
securities are provided by Moody’s Analytics or Reuters. In all cases, 12-month 
prepayment assumptions are utilized when available. Investments in common stocks are 
stated at fair value. 

HPHC, Inc. has investments in joint ventures and limited partnerships that invest primarily 
in certain corporate and real estate assets, and carries these investments based on its 
ownership interest in the underlying GAAP equity of the investee in accordance with SSAP 
No. 48, Joint Ventures, Partnerships and Limited Liability Companies. Limited partnership 
interests and joint ventures of $86.0 million and $83.2 million are included in other 
invested assets in the statutory statements of admitted assets, liabilities, and statutory net 
worth as of December 31, 2019 and 2018, respectively. All changes to the carrying value 
of these investments are recorded as a component of unrealized gains and losses, which 
are recorded directly to statutory net worth. Impairment charges were $0.7 million and $0 
in 2019 and 2018, respectively. As of December 31, 2019 and 2018, total impairment was 
$2.5 million and $1.8 million, respectively. Total commitments for additional investments 
in the limited partnerships was $50.8 million and $19.9 million as of December 31, 2019 
and 2018, respectively. 

Unrealized gains and losses on stocks and bonds deemed ineligible to be held at amortized 
cost by the SVO are recorded directly to statutory net worth, unless that loss is deemed to 
be an other-than-temporary impairment (OTTI). HPHC, Inc. regularly reviews the portfolio 
of securities to determine whether an OTTI has occurred. Any identified OTTI is recorded in 
realized gains or losses in the statutory statements of operations. 

Investment income is recognized as income when earned. Investment transactions are 
accounted for on a trade-date basis with any unsettled transactions recorded as payable or 
receivable for securities in the statutory statements of admitted assets, liabilities, and 
statutory net worth. Realized gains and losses on fixed income securities are calculated 
using the specific identification method and realized gains and losses on common stock are 
calculated using the first-in first-out method. 
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Investments in Affiliates—Investments in affiliates represents the investments in 
unconsolidated affiliates. In accordance with SSAP No. 97, NEWCO is considered a look-
through entity of HPHC, Inc. This treatment allows for admission of the equity of each of 
the audited downstream entities of NEWCO as an asset to HPHC, Inc. For the Insurance 
Company, New England, and HPHC of CT, the investments are based on the statutory net 
worth of each entity under statutory accounting principles. For HPI and the Institute, the 
investments are based on the equity of each entity recorded under GAAP. The carrying 
value of the Agency of $1.1 million and $0.6 million as of December 31, 2019 and 2018, 
respectively, is treated as a nonadmitted asset in accordance with SSAP No. 97. All 
changes to the carrying value of the admitted subsidiaries are recorded as a component of 
unrealized gains and losses. Unrealized gains and losses are recorded directly to statutory 
net worth. 

Real Estate, Furniture, and EDP Equipment and Software—Real estate (including 
improvements), furniture, and electronic data processing (EDP) equipment and software 
are carried at depreciated cost. Depreciation is calculated using the straight-line method 
over the estimated useful lives of the assets as follows: 

Buildings and improvements 20–40 years
Equipment, furniture, and fixtures 3–20 years
Computer software and operating systems 3–5 years  

Amortization of leasehold improvements is calculated using the shorter of the asset’s 
estimated useful life or related lease term. 

Pharmaceutical Rebate Receivables—HPHC, Inc. contracts with pharmaceutical 
manufacturers, some of which provide rebates based on use of the manufacturers’ 
products by HPHC, Inc. members. HPHC, Inc. accrues rebates receivable, which are 
included as a component of premium and health care receivables or uninsured plan 
receivables in the statutory statements of admitted assets, liabilities, and statutory net 
worth on a monthly basis based on the terms of the applicable contracts, historical data, 
and current estimates. HPHC, Inc. bills these rebates to the manufacturers on a quarterly 
basis. HPHC, Inc. records rebates attributable to fully insured members as a reduction in 
medical and hospital expenses. 

Nonadmitted Assets—Certain assets, principally furniture, leasehold improvements, 
prepaid expenses, past due premium, health care, and uninsured plan receivables, risk 
corridor receivables, investments in and past due amounts from certain affiliates, EDP 
equipment, and capitalized software in excess of the admissibility criteria, are nonadmitted 
and, as such, are not included in statutory net worth. 

Revenue Recognition—Premiums are recorded as revenue in the month for which 
members are entitled to service. Premium income collected prior to the month for which 
the member is entitled to service is recorded as premiums received in advance. 

HPHC, Inc.’s government contracts establish monthly rates per member, and there may be 
additional amounts due to HPHC, Inc. based on items such as age, working status, or 
specific health issues of the member. The Centers for Medicare & Medicaid Services 
(CMS) have implemented a risk adjustment formula, which apportions premiums paid to all 
Medicare Advantage health plans according to the health status of each beneficiary 
enrolled. 
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Risk-Sharing Provisions of the Federal Affordable Care Act—Beginning in 2014, the 
ACA has included three programs designed to stabilize the health insurance market 
(“3Rs”): a transitional reinsurance program (“ACA Reinsurance”), a temporary risk 
corridors program (“Risk Corridor”), and a permanent risk adjustment program (“Risk 
Adjustment”). 

ACA Reinsurance—The ACA established a temporary three-year reinsurance program, 
whereby all issuers of major medical commercial insurance products and self-insured plan 
sponsors are required to contribute funding in amounts set by HHS. Funds collected will be 
utilized to reimburse issuers’ high-cost claim expense incurred for qualified individual 
members. The expense related to this required funding is reflected in general 
administrative expenses for all of HPHC, Inc.’s insurance products with the exception of 
products associated with qualified individual members; this expense for qualified individual 
members is reflected as a reduction of premium income. If annual claim costs incurred by 
HPHC, Inc.’s qualified individual members exceed a specified attachment point, the 
Company is entitled to certain reimbursements from this program, which are recorded as a 
reduction in medical and hospital expenses. The ACA Reinsurance program expired at the 
end of 2016. 

Risk Corridor—The ACA established a temporary three-year risk-sharing program for 
qualified individual and small group insurance plans. Under this program, HPHC, Inc. could 
make or receive payments to or from HHS based on the ratio of allowable costs to target 
costs as defined by the ACA. HPHC, Inc. records a risk corridor receivable or payable as an 
adjustment to premium income. When risk corridor collections for a particular year have 
been insufficient to meet the full payment obligation for that year, HHS has reduced 
payments to the health plans owed monies for that year on a pro rata basis. Additionally, 
any collections made in subsequent years would first be applied to the unpaid balances of 
preceding years in accordance with NAIC Interpretation 15-01: ACA Risk Corridors 
Collectibility. HPHC, Inc. considered the most recent and reliable information in its estimate 
of the collectibility of the ACA Risk Corridor program. The Risk Corridor program expired at 
the end of 2016. 

Risk Adjustment—The ACA established a permanent risk adjustment program to transfer 
funds from qualified individual and small group insurance plans with below-average risk 
scores to those respective plans with above-average risk scores. Based on the risk of the 
HPHC, Inc.’s qualified plan members relative to the average risk of members of other 
qualified plans in comparable markets, HPHC, Inc. estimates its risk adjustment receivable 
or payable and reflects the impact as an adjustment to premium income. Beginning with 
the 2018 benefit year, the ACA risk adjustment methodology incorporates a high-cost risk 
pool calculation, which adds a reinsurance element to the risk adjustment program which 
is referred to as high-cost risk pooling. The adjustments to premium revenue are 
calculated including the high cost risk pool aspect of this program. 

Self-Insured Contracts—HPHC, Inc. administers employee health benefits for certain 
self-insured employer groups under various administrative services only 
(ASO) arrangements wherein it performs eligibility management, medical management, 
claims processing, and disbursement activities in return for an administrative fee. The 
employer assumes all insurance risks under these arrangements. Premium and claim 
expenses are not included in HPHC, Inc.’s statutory financial statements. The 
administrative fees earned are reported as a reduction of claim adjustment expense and 
general administrative expenses in HPHC, Inc.’s statutory statements of operations. The 
uninsured plan receivables represent receivables for administrative services and for claims 



  
  
 

- 13 - 

and other expenses paid on behalf of self-insured employer groups. The liability for 
uninsured plans represents deposits received from employers or liabilities to third parties 
for claims or other expenses incurred on behalf of self-insured employer groups. 

Claims Unpaid, Accrued Medical Incentive Pool, and Unpaid Claim Adjustment 
Expenses—HPHC, Inc. records claims unpaid for both reported and incurred but not 
reported claims, which are expected to be paid after year-end for services provided to 
members in the current year based on HPHC, Inc.’s claim experience. This liability includes 
the estimated cost of services that will continue to be rendered after year-end for which 
HPHC, Inc. is obligated to pay for such services in accordance with contract provisions or 
regulatory requirements. The amount of the estimated liability is actuarially determined 
based on historical claims data, current membership statistics, cost and utilization trends, 
and other related information and considers expected losses, if any, on existing contracts. 
This liability is an estimate, which is subject to the impact of changes in claim severity and 
frequency, as well as numerous other factors. Accordingly, this estimate is continuously 
reviewed and, as adjustments become necessary, they are reflected in current operations. 

HPHC, Inc. records an accrued medical incentive pool liability based on contractual 
arrangements with various health care providers. Compensation arrangements vary by 
provider. Medical and hospital expenses include claims payments, capitation payments, 
and various other costs incurred to provide and manage medical care to members, as well 
as estimates of future payments to hospitals and others for medical care provided to 
members in the current year based on HPHC, Inc.’s claims experience. Certain providers 
are paid on a fee-for-service basis and can be eligible for bonuses based on meeting 
prescribed quality performance measures. HPHC, Inc. pays capitation under contractual 
agreements to a number of physicians and provider groups based on the number of 
enrolled HPHC, Inc. members served by each physician or provider group. Certain 
providers have entered into risk-sharing arrangements with HPHC, Inc., whereby a 
settlement is calculated by comparing actual medical claims experience to a budgeted 
amount based upon contractual arrangements. These settlements are estimated and 
accrued during the period the related services were rendered and adjusted in future 
periods as final settlements are determined. Estimated settlements for these risk-sharing 
arrangements are reflected either in the accrued medical incentive pool liability or health 
care receivables in the accompanying statutory statements of admitted assets, liabilities, 
and statutory net worth. 

HPHC, Inc. records a related unpaid claim adjustment expense liability to reflect the cost to 
adjudicate the claims unpaid as of year-end. The unpaid claim adjustment expense liability 
is estimated as a percentage of the claims unpaid based on historical information on the 
administrative cost to adjudicate a claim. 

Retrospectively Rated Premium—HPHC, Inc. sells health policies for which the 
premiums vary based on loss experience. The Company estimates retrospective premium 
adjustments through the review of each retrospectively rated account, comparing the claim 
development with that anticipated in the policy contracts. Any accrued retrospective 
premiums are recorded through premiums. HPHC, Inc. records its liability for Medical Loss 
Ratio (MLR) rebates in general expenses due or accrued based on the requirements of the 
ACA in accordance with SSAP No. 66, Retrospectively Rated Contracts (“SSAP No. 66”). 
SSAP No. 66 requires the Company to accrue for the estimated amount of premiums to be 
returned retrospectively to an employer group or member as an adjustment to premium 
income. HPHC, Inc. estimates the amount of the retrospective rebate based on the 
difference between the estimated MLR of each employer group segment as defined in the 
ACA, as of December 31st of each year, and the minimum MLR requirements for those 
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employer group segments either under the ACA requirements or individual state 
requirements, if the state has a higher MLR standard than the ACA. The ACA sets an MLR 
threshold of 80% for small group and 85% for large group. The Commonwealth of 
Massachusetts has set an MLR threshold of 88% for 2019 and 2018 for the merged market 
as defined by Massachusetts state law (refer to Note 8). 

Premium Deficiency Reserves—HPHC, Inc. evaluates its health care contracts to 
determine if it is probable that a loss will be incurred. A premium deficiency loss is 
recognized when it is probable that expected future paid claims, administrative expenses, 
and reserves will exceed existing reserves, plus anticipated future premiums on existing 
contracts. Anticipated investment income is not considered in the calculation of premium 
deficiency losses. As of December 31, 2019 and 2018, HPHC, Inc. recorded $4.0 million 
and $4.5 million, respectively, for premium deficiency reserves for its Medicare Advantage 
product. 

Assessments—In accordance with SSAP No. 35R, Guaranty Fund and Other Assessments, 
insurance-related assessments are recognized as liabilities when certain conditions are 
met. The assessments are recorded as general administrative expenses, except for certain 
health-related assessments, which are recorded as a component of medical and hospital 
expenses. 

Use of Estimates—The preparation of the statutory financial statements in accordance 
with NAIC SAP requires that management make estimates and assumptions, which affect 
the reported amounts of assets and liabilities and the disclosure of contingent assets and 
liabilities at the date of the statutory financial statements. Estimates also affect the 
reported amounts of revenue and expenses during the reporting period. The methods and 
assumptions used for making such estimates are reviewed regularly. Actual results could 
differ from those estimates. The claims unpaid and accrued medical incentive pool liability, 
valuation of investments, MLR rebate accrual, premium deficiency reserves, and accruals 
for risk-sharing provisions under the ACA represent HPHC, Inc.’s most significant 
estimates. 

Risk Due to Certain Concentrations—HPHC, Inc. maintains evergreen contracts with 
certain providers under which a significant portion of hospital and medical services are 
provided. Financial terms are subject to renegotiations periodically. Management believes 
the risks associated with the loss of any one employer group contract are mitigated by the 
existence of a competitive environment within the geographical area in which HPHC, Inc. 
operates. No single customer constituted more than 2% of HPHC, Inc.’s premium income 
for both 2019 and 2018. 

Income Taxes—HPHC, Inc. is a tax-exempt organization under Section 501(c)(3) of the 
Internal Revenue Code and, therefore, is not subject to income tax. HPHC, Inc. has 
evaluated its uncertain tax positions and determined that it did not have any unrecognized 
tax benefits as of December 31, 2019 and 2018. 
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3. INVESTMENTS 

The fair value and amortized cost of investments as of December 31, 2019 and 2018, are 
summarized as follows (amounts in thousands): 

Cost or Gross Gross
Amortized Unrealized Unrealized Fair

Cost Gains Losses Value

U.S. government and agencies 3,288$      548$       -$        3,836$      
Corporate and other obligations 152,660    4,829      (16)      157,473    
ABS and MBS 161,710    3,906      (497)    165,119    

           Total bonds 317,658    9,283      (513)    326,428    

Common stock 93,601      66,504    (4)        160,101    

Total investments 411,259$  75,787$  (517)$  486,529$  

2019

 

Cost or Gross Gross
Amortized Unrealized Unrealized Fair

Cost Gains Losses Value

U.S. government and agencies 3,805$      423$       (2)$         4,226$      
Corporate and other obligations 138,000    524         (1,797)    136,727    
ABS and MBS 165,439    804         (2,503)    163,740    

           Total bonds 307,244    1,751      (4,302)    304,693    

Common stock 89,521      36,827    (831)       125,517    

Total investments 396,765$  38,578$  (5,133)$  430,210$  

2018

 

The investment portfolio includes bonds with fair values of $27.2 million and $116.5 million 
that have unrealized losses of $0.4 million and $3.2 million as of December 31, 2019 and 
2018, respectively, that have been in a loss position for greater than 12 months. 

On a quarterly basis, investments are reviewed with HPHC, Inc.’s investment managers to 
determine if an impairment has occurred. Some of the factors considered include the asset 
quality, credit related issues, consistency of cash flow, length of time the value has been 
depressed, intent to hold a security until maturity, intent to sell a security, the financial 
condition of the industry, and expected recoverability of principal. There was no OTTI 
recorded during fiscal year 2019 or 2018, except as disclosed in Note 2. As of 
December 31, 2019, HPHC, Inc. did not hold any securities with recognized OTTI, except 
as disclosed in Note 2. 

Included in net investment income are gross realized gains on the sale of bonds of 
approximately $73 thousand and $26 thousand for 2019 and 2018, respectively, and gross 
realized losses on the sale of bonds of $4 thousand and $0 for 2019 and 2018, 
respectively. Total proceeds from the sale of bonds for 2019 and 2018 are $2.4 million and 
$2.0 million, respectively. 
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The amortized cost and fair value by maturity date for debt securities, other than ABS and 
MBS, as of December 31, 2019, are shown below. Actual maturities may differ from 
contractual maturities on ABS and MBS because borrowers may have the right to call or 
prepay obligations with or without call or prepayment penalties; accordingly, the 
contractual maturities for those securities are not shown (amounts in thousands). 

Cost or Fair
Amortized Cost Value

Due in 1 year or less 16,632$  16,726$  
Due after 1–5 years 113,870  117,502  
Due after 5–10 years 23,425    25,052    
Due after 10 years 2,021     2,029     

           Subtotal 155,948  161,309  

ABS and MBS 161,710  165,119  

Total bonds 317,658$ 326,428$  

The Company’s subprime exposure primarily comes from its holdings in ABS and MBS. On 
a quarterly basis, these holdings are reviewed with the Company’s various investment 
managers to determine the rationale for continuing to hold these securities and to 
determine if an impairment has occurred. Some of the factors considered include the asset 
quality, credit related issues, consistency of cash flow, and expected recoverability of 
principal. Direct exposure through other investments as of December 31, 2019 and 2018, 
is as follows (amounts in thousands): 

OTTI
Actual Book/Adjusted Fair Losses
Cost Carrying Value Value Recognized

Residential MBS 119,010$ 117,631$ 119,709$ -$          
Commercial MBS 31,093    31,000    32,233    -           
Structured securities 13,077    13,079    13,177    -           

Total 163,180$ 161,710$ 165,119$ -$          

2019

 

OTTI
Actual Book/Adjusted Fair Losses
Cost Carrying Value Value Recognized

Residential MBS 128,026$ 126,450$ 124,950$ -$          
Commercial MBS 21,995    21,913    21,889    -           
Structured securities 17,548    17,550    17,399    -           

Total 167,569$ 165,913$ 164,238$ -$          

2018
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4. FAIR VALUE OF FINANCIAL INSTRUMENTS 

The fair value of a financial instrument is the amount at which the financial instrument 
could be exchanged for in a current transaction between willing parties without giving 
consideration to selling expenses and potential taxes. The fair value amounts are 
determined using available market information or, if quoted market prices are not readily 
available for a financial instrument, management estimates fair value using the various 
valuation methodologies described below. Accordingly, the estimates may not be indicative 
of the amounts the financial instruments could be exchanged for in a current or future 
market transaction. 

The fair value of HPHC, Inc.’s financial instruments approximates the carrying amount 
reported in the statutory statements of admitted assets, liabilities, and statutory net worth 
for cash and cash equivalents, special deposits, receivables, and payables. The fair value 
does not approximate the carrying amount for bonds (refer to Note 3). 

Assets recorded at fair value can be categorized based upon the level of judgment 
associated with the inputs used to measure their fair value and the level of market price 
observability as follows: 

Level 1—Quoted prices (unadjusted) in active markets for identical assets or liabilities at 
the measurement date. 

Level 2—Inputs other than quoted prices included in Level 1, either directly or indirectly, 
such as quoted prices for similar assets or liabilities, quoted prices in markets that are not 
active, or other inputs for which all significant inputs are observable or can be corroborated 
by observable market data. 

Level 3—Prices or valuation techniques that require inputs that are both significant to the 
fair value measurement and unobservable. 

A financial instrument’s level within the fair value hierarchy is based on the lowest level of 
input that is significant to the fair value measurement. SSAP No. 100R requires HPHC, Inc. 
to maximize the use of observable inputs and minimize the use of unobservable inputs 
when measuring fair value. 

The fair values of HPHC, Inc.’s financial instruments measured and recorded at fair value 
as of December 31, 2019 and 2018, are as follows (amounts in thousands): 

Net Asset
Level 1 Level 2 Level 3 Value (NAV) Total

Unaffiliated common stock 160,101$  -$      -$      -$      160,101$  

Total investments 160,101$  -$      -$      -$      160,101$  

2019
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Net Asset
Level 1 Level 2 Level 3 Value (NAV) Total

Corporate and other obligations -$             723$ -$      -$      723$         

           Total bonds -               723   -        -        723           

Unaffiliated common stock 125,517    -        -        -        125,517    

Total investments 125,517$  723$ -$      -$      126,240$  

2018

 

There were no Level 3 assets held at the beginning and end of 2019 and 2018. 

Note: 

(a) There were no transfers between Level 1 and Level 2 during 2019 and 2018. 

(b) There were no transfers into and out of Level 3 during 2019 and 2018. 

(c) HPHC, Inc.’s policy is to recognize transfers between levels as of the end of the 
reporting period. 

(d) Fair value measurements of securities within the Level 2 and Level 3 hierarchy are 
determined using an NAIC approved independent third-party pricing vendor as of 
December 31, 2019 and 2018. FHLB Class B stock is valued based on the par value of 
the stock. 

(e) There was no interest income for Level 3 investments held as of December 31, 2019 
and 2018. 

The aggregate fair value by hierarchical level as of December 31, 2019 and 2018, is as 
follows (amounts in thousands): 

Not
Net Asset Practicable

Type of Financial Aggregate Admitted Value (Carrying
Instrument Fair Value Assets Level 1 Level 2 Level 3 (NAV) Value)

Bonds 326,428$ 317,658$ -$           326,428$ -$      -$      -$      
Common stock 160,101   160,101   160,101   -             -        -        -        
Cash equivalents 21,717    21,717    21,717    -             -        -        -        

Total 508,246$ 499,476$ 181,818$ 326,428$ -$      -$      -$      

2019
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Not
Net Asset Practicable

Type of Financial Aggregate Admitted Value (Carrying
Instrument Fair Value Assets Level 1 Level 2 Level 3 (NAV) Value)

Bonds 304,693$ 307,228$ -$           304,693$ -$      -$      -$      
Common stock 125,517   125,517   125,517   -             -        -        -        
Cash equivalents 54,166    54,166    54,166    -             -        -        -        

Total 484,376$ 486,911$ 179,683$ 304,693$ -$      -$      -$      

2018

 

Asset Valuation Techniques—Valuation techniques maximize the use of relevant 
observable inputs and minimize the use of unobservable inputs. The following is a 
description of the valuation methodologies used for assets measured at fair value. There 
have been no changes in the methodologies used as of December 31, 2019 and 2018. 

U.S. Government and Agencies, Corporate and Other Obligations, and ABS and 
MBS—The values utilized for these securities are obtained from an observable independent 
third-party pricing service that derives the prices through recently reported trades for 
identical or similar securities with adjustments for trading volumes and market observable 
information through the reporting date. 

Unaffiliated Common Stock—The fair values for unaffiliated common stocks are based 
on quoted NAIC market values, which approximate market prices. 

Cash Equivalents—The fair value of HPHC, Inc.’s financial instruments approximates the 
carrying amount reported in the statutory statements of admitted assets, liabilities, and 
statutory net worth for cash equivalents. 

5. PREMIUM AND HEALTH CARE RECEIVABLES 

As of December 31, 2019 and 2018, premium and health care receivables consist of the 
following (amounts in thousands): 

2019 2018

Member premiums 10,856$ 10,793$ 
ACA Risk Adjustment premium receivable 26,089  10,286  
Pharmaceutical rebates receivables 21,034  17,447  
Risk share receivables 400      1,554    
Capitation arrangement receivables 453      -          
Other health care receivables 376      594      

           Gross premium and health care receivables 59,208  40,674  

Nonadmitted amounts (2,363)   (2,485)   

Net premium and health care receivables 56,845$ 38,189$  
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Pharmaceutical rebate receivables by quarter as of December 31, 2019 and 2018, are as 
follows (amounts in thousands): 

Pharmacy
Rebates More than

Estimated Billed or Within Within 91 180 Days
Pharmacy Otherwise 90 Days to 180 Days After

Quarter Rebates Confirmed of Billing of Billing Billing

December 31, 2019 15,273$ -$         -$         -$        -$        
September 30, 2019 15,962   16,422   102       -         -         
June 30, 2019 16,392   16,457   6,968    7,413   -         
March 31, 2019 15,722   15,732   7,251    5,453   2,529   

December 31, 2018 13,948   14,162   9,970    3,668   1,451   
September 30, 2018 14,149   14,577   10,320   3,368   343     
June 30, 2018 14,745   14,850   13,587   888     513     
March 31, 2018 13,702   13,877   11,231   2,208   356     

Actual Rebates Received

 

As of December 31, 2019 and 2018, risk-sharing receivables as estimated are $0.4 million 
and $1.6 million, respectively. In 2019, risk-sharing receivables billed and received related 
to prior years were both $1.5 million. In 2018, risk-sharing receivables billed and received 
related to prior years were both $4.0 million. 

6. REAL ESTATE, FURNITURE, AND EDP EQUIPMENT AND SOFTWARE 

Real estate, furniture, and EDP equipment and software as of December 31, 2019 and 
2018, consist of the following (amounts in thousands): 

2019 2018

Land, building, and building improvements 44,735$   43,440$   
Furniture and equipment 18,653     18,329     
Leasehold improvements 22,286     22,216     
EDP equipment and software 498,455   477,502   

           Total cost 584,129   561,487   

Accumulated depreciation and amortization (494,235)  (465,088)  

           Net statutory book value 89,894     96,399     

Nonadmitted assets (62,562)    (68,795)    

Net admitted statutory book value 27,332$   27,604$    

Depreciation expense amounted to $29.1 million and $30.4 million in 2019 and 2018, 
respectively. 
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7. CLAIMS UNPAID AND ACCRUED MEDICAL INCENTIVE POOL 

The changes in the claims unpaid and accrued medical incentive pool, net of health care 
receivable activity, for the years ended December 31, 2019 and 2018, are as follows 
(amounts in thousands): 

2019 2018

Claims unpaid and accrued medical incentive
  pool—beginning of year 176,761$     155,122$     

Incurred claims:
  Current year 1,431,861    1,543,571    
  Prior years (24,116)       (22,150)       

           Total incurred claims 1,407,745    1,521,421    

Paid claims:
  Current year (1,311,182)  (1,397,931)  
  Prior years (115,504)     (104,003)     

           Total paid claims (1,426,686)  (1,501,934)  

Increase in health care receivables 2,668         2,152         

Claims unpaid and accrued medical incentive
  pool—end of year 160,488$     176,761$      

Claim reserves and health care receivables as of December 31, 2018, were $176.8 million 
and $19.6 million, respectively. As of December 31, 2019, $115.5 million has been paid for 
incurred claims, net of health care receivables collected, attributable to insured events of 
prior years. Reserves remaining for prior years are now $17.6 million, and health care 
receivables remaining for prior years are $0. Therefore, there has been a $24.1 million 
favorable prior-year development since December 31, 2018. The favorable development is 
generally a result of ongoing analysis of recent loss development trends. Original estimates 
are increased or decreased, as additional information becomes known regarding individual 
claims. 
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8. RETROSPECTIVELY RATED CONTRACTS AND CONTRACTS SUBJECT TO 
REDETERMINATION 

Premiums written by HPHC, Inc. included amounts subject to retrospective rating features 
pursuant to both the risk-sharing provisions and the medical loss rebate requirements of 
the ACA. HPHC, Inc. records accrued retrospective premium as an adjustment to earned 
premium. The amount of net premiums written by the Company for the years ended 
December 31, 2019 and 2018, that were subject to the retrospective rating features was 
$1.7 billion and $1.8 billion in 2019 and 2018, respectively, which represented 100% of 
total net premiums written for both years. MLR rebates required pursuant to the ACA and 
state law were as follows and included in general expenses due or accrued on the statutory 
statements of admitted assets, liabilities, and statutory net worth (amounts in thousands): 

Small
Group

Individual Employer Total

Medical loss ratio rebates incurred 5,463$ 6,637$ 12,100$ 
Medical loss ratio rebates paid -        -        -          

Medical loss ratio rebates unpaid 5,463$ 6,637$ 12,100  

Total 12,100$ 

2019

 

There were no MLR rebates required pursuant to the ACA or state law for the year ended 
December 31, 2018. 
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The Company has written policies in 2019 and 2018 that are subject to the ACA risk-
sharing provisions. The impact of risk-sharing provisions of the ACA on admitted assets, 
liabilities, and revenue for the years ended December 31, 2019 and 2018, is as follows 
(amounts in thousands): 

2019 2018

Permanent ACA risk adjustment:
  Premium adjustments receivable due to ACA risk adjustment (including
    high risk pool payments) 26,089$  10,286$  
  Risk adjustment user fees payable for ACA risk adjustment 66          81          
  Premium adjustments payable due to ACA risk adjustment (including
    high risk pool payments) -            3,459     
  Reported as revenue in premium for accident and health contracts
    (written/collected) due to ACA risk adjustment (increase) decrease to
    revenue (65,247)  (32,678)  
  Reported in expenses as ACA risk adjustment user fees (incurred/paid) 155        172        

Transitional ACA reinsurance program:
  Amounts recoverable for claims paid due to ACA reinsurance -            -            
  Amounts recoverable for claims unpaid due to ACA Reinsurance
    (contra liability) -            -            
  Amounts receivable relating to uninsured plans for contributions for
    ACA reinsurance -            -            
  Liabilities for contributions payable due to ACA reinsurance—not reported
    as ceded premium -            -            
  Ceded reinsurance premiums payable due to ACA reinsurance -            -            
  Liabilities for amounts held under uninsured plans contributions for
    ACA reinsurance -            -            
  Ceded reinsurance premiums due to ACA reinsurance -            -            
  Reinsurance recoveries (income statement) due to ACA reinsurance
    payments or expected payments 67          (44)         
  ACA reinsurance contributions—not reported as ceded premium -            -            

Temporary ACA risk corridors program:
  Accrued retrospective premium due to ACA risk corridors -            -            
  Reserve for rate credits or policy experience rating refunds due to
    ACA risk corridors -            -            
  Effect of ACA risk corridors on net premium income (paid/received) -            -            
  Effect of ACA risk corridors on change in reserves for rate credits -            -             

As of December 31, 2019, HPHC, Inc. estimated it was entitled to $9.9 million under the 
Risk Corridor program. This reflects the final settlement of the 2016 Risk Adjustment 
program. The Company considered the most recent and reliable information in its estimate 
on the collectibility of the Risk Corridor program. Due to the lack of current appropriations 
for this program by the Federal Government, HPHC, Inc. has not recognized this receivable 
as the timing of the payments is uncertain. 
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Rollforward of prior year ACA risk-sharing provisions for the following asset (gross of any nonadmission) and liability balances, along with 
the reasons for adjustments to prior-year balance is as follows (amounts in thousands): 

Prior-Year Prior-Year
Accrued Accrued

Less Less To Prior- To Prior- Cumulative Balance Cumulative Balance
Payments Payments Year Year from Prior Years from Prior Years
(Col 1 - 3) (Col 2 - 4) Balances Balances (Col 1 - 3 + 7) (Col 2 - 4 + 8)

1 2 3 4 5 6 7 8 9 10
Receivable Payable Receivable Payable Receivable Payable Receivable Payable Ref Receivable Payable

Permanent ACA Risk Adjustment:
  Premium adjustments receivable (including high risk 
    pool payments) 10,286$ -$         45,985$ -$         (35,699)$ -$         35,699$ -$        A -$      -$      
  Premium adjustments payable (including high risk 
    pool payments) -           (3,459)  -           -          -            (3,459)  -           3,459   B -        -        

        Subtotal ACA Permanent Risk Adjustment 10,286   (3,459)  45,985   -          (35,699)  (3,459)  35,699   3,459   -        -        

Transitional ACA Reinsurance program:
  Amounts recoverable for claims paid -           -          67         -          (67)         -          67         -         C -        -        
  Amounts recoverable for claims unpaid (contra liability) -           -          -           -          -            -          -           -         -        -        
  Amounts receivable relating to uninsured plans -           -          -           -          -            -          -           -         -        -        
  Liabilities for contributions payable due to
    ACA reinsurance—not reported as ceded premiums -           -          -           -          -            -          -           -         -        -        
  Ceded reinsurance premiums payable -           -          -           -          -            -          -           -         -        -        
  Liabilities for amounts held under uninsured plans -           -          -           -          -            -          -           -         -        -        

        Subtotal Transitional ACA Reinsurance program -           -          67         -          (67)         -          67         -         -        -        

Temporary ACA Risk Corridors program:
  Accrued retrospective premium -           -          -           -          -            -          -           -         -        -        
  Reserve for rate credits or policy experience 
    rating refunds -           -          -           -          -            -          -           -         -        -        

        Subtotal ACA Risk Corridors program -           -          -           -          -            -          -           -         -        -        

Total for ACA risk-sharing provisions 10,286$ (3,459)$ 46,052$ -$         (35,766)$ (3,459)$ 35,766$ 3,459$ -$      -$      

Accrued during the Prior
Year on Business Written

before December 31
of the Prior Year

Differences

Adjustments of the Reporting Date
Unsettled Balances as

of the Prior Year
Written before December 31

Current Year on Business
Received or Paid as of the

 

Explanation of adjustments: 

A The premium adjustments receivable under the permanent ACA Risk Adjustment program represents a change in previously estimated amounts to reflect the final 
settlement notification for the year ended December 31, 2018. An adjustment of $0.7 million was also recorded to reflect the impact of a receipt for the 2017 program 
that was previously written off. The Company had not recorded a remaining receivable for the 2017 Risk Adjustment program of $4.5 million as of December 31, 2018 
due to the uncertainty of the available transfer payment funds resulting from the insolvency and ongoing liquidation of Minuteman Health, Inc., a significant payer of 
transfer funds in Massachusetts for the 2017 Risk Adjustment program. 

B The premium adjustments payable under the permanent ACA Risk Adjustment program represents a change in previously estimated amounts to reflect the final 
settlement notification for the year ended December 31, 2018. 

C The adjustment for amounts recoverable for claims paid reflects additional receipts for amounts recovered during 2019 related to the 2016 experience period that were 
written off as of December 31, 2018. 
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9. SURPLUS NOTES 

In connection with a plan of rehabilitation issued in fiscal year 2000, when HPHC, Inc. was 
released from temporary receivership and placed under administrative supervision, 
payments of principal and interest on the Massachusetts Development Finance Agency, 
formerly known as the Massachusetts Health and Educational Facilities Authority (MHEFA), 
Revenue Bonds Issue 1998 Series A (the “Bonds”) were made subject to the approval of 
the Commissioner of Insurance of the Commonwealth of Massachusetts (the 
“Commissioner”). As such, the outstanding amount of the Bonds, reduced by the 
$29.0 million mortgage, qualified to be treated as surplus notes under NAIC SAP and was 
included as a component of statutory net worth. In March 2018, the Company received 
approval from the Massachusetts Commissioner of Insurance to pay off in full the HEFA 
Bonds, which were settled on July 1, 2018. Therefore, the liability for the mortgage was 
reduced to zero as of December 31, 2018. There are no amounts outstanding for surplus 
notes as of December 31, 2019 and December 31, 2018. 

In 2019 and 2018, principal payments on the Bonds were $0 and $20.0 million, 
respectively. Interest expense, net of discount of $0 and $0.4 million, amounted to $0 and 
$0.5 million in 2019 and 2018, respectively. Related interest paid amounted to $0 and 
$0.5 million in 2019 and 2018, respectively. 

10. EMPLOYEE BENEFIT PLANS 

Defined Contribution Plan—HPHC, Inc. employees participate in a defined contribution 
plan covering all employees. Participants can make salary deferral contributions up to 50% 
of their pay, subject to the legally permitted maximum and, after one year of service. 
HPHC, Inc. will make matching contributions equal to 100% of the first 4% of salary 
deferrals, subject to the legally permitted maximum. HPHC, Inc. also makes an annual 
contribution of 2% of pay to each participant’s account, regardless of whether the 
employee makes salary deferral contributions or not. In December 2019 and 2018, it was 
announced that a discretionary 2% employer contribution will be made to the defined 
contribution plan in 2019 and 2018, respectively. HPHC, Inc.’s contributions amounted to 
$8.4 million and $8.0 million for the years ended December 31, 2019 and 2018, 
respectively. 

Deferred Compensation Plan—HPHC, Inc. established a nonqualified deferred 
compensation plan (the “Plan”), effective July 1, 2005, which allows certain highly 
compensated employees the option to defer specified amounts of their annual 
compensation on a pretax basis and also allows HPHC, Inc., at its discretion, the option to 
provide deferred compensation to key employees. A participant in the Plan is notified if a 
voluntary contribution is made by HPHC, Inc. to that participant’s account. In addition, the 
participant’s account is credited to reflect investment returns based on measuring 
investments selected by either the participant or the Plan administrator in accordance with 
the Plan document. The participants receive a distribution of their account, in its entirety, 
upon severance from employment with HPHC, Inc. HPHC, Inc. has recorded a liability of 
$4.5 million and $3.8 million for the years ended December 31, 2019 and 2018, 
respectively, which represents its obligation for benefits payable under the Plan. All 
amounts of compensation deferred under the Plan remain the assets of HPHC, Inc., and 
are reflected in other assets in the statutory statements of admitted assets, liabilities, and 
statutory net worth, until paid out to a participant or his or her beneficiary. Deferred 
compensation assets were $4.5 million and $3.8 million as of December 31, 2019 and 
2018, respectively. HPHC, Inc. is not required to segregate or set aside any assets to meet 
its obligation under the Plan. 
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Postretirement Medical Plan—HPHC, Inc. has one postretirement medical life insurance 
plan. The health care benefits are contributory with participant’s contributions adjusted 
annually and the life insurance benefits are noncontributory. HPHC, Inc.’s postretirement 
medical plan allows employees who have attained age 60 and completed 10 years of 
continuous service to remain in HPHC, Inc.’s group health care coverage upon retirement 
and until they qualify for Medicare coverage. In accordance with the provisions of the 
postretirement medical plan, the employee will pay 100% of the monthly premium until 
they reach age 65. Once they reach age 65 and enroll in both Medicare A and B, 
HPHC, Inc. will provide a maximum monthly contribution of $150 to each retiree (and 
spouse, if applicable), provided the employee is transitioning from an active HPHC, Inc. 
employee medical plan. Additionally, there are certain grandfathered participants whom 
HPHC, Inc. pays their entire benefit. The Plan is not currently funded. 

Effective December 31, 2016, the Company amended the postretirement medical plan to 
freeze participation and benefit accruals. Retiree eligible participants had until 
December 31, 2017, to retire and elect coverage. The Company announced these changes 
in December 2016. As a result, employees will not accrue further benefits under the cash 
balance formula of the plan, although interest will continue to accrue to existing account 
balances. In connection with the plan freeze, the period for amortizing actuarial gains and 
losses was changed from the average expected future service of active participants to the 
average expected future lifetime as a plan participant for all participants. The plan freeze 
was accounted for as a curtailment, and resulted in a credit to net periodic benefit cost in 
prior years. 

The change in benefit obligation for the years ended December 31, 2019 and 2018, is as 
follows (amounts in thousands): 

2019 2018

Benefit obligation—beginning of year 5,332$  6,466$  
Interest cost 202      203      
Contributions by plan participants 579      864      
Actuarial loss (gain) 290      (729)     
Benefits paid (1,058)  (1,472)  

Benefit obligation—end of year 5,345$  5,332$   

The change in plan assets for the years ended December 31, 2019 and 2018, is as follows 
(amounts in thousands): 

2019 2018

Fair value of plan assets—beginning of year -$        -$        
Reporting entity contribution 479      608      
Contributions by plan participants 579      864      
Benefits paid (1,058)  (1,472)  

Fair value of plan assets—end of year -$        -$         
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The liability recognized for the plan is classified as general expenses due and accrued on 
the statutory statements of admitted assets and net worth. The funded status of the plan 
as of December 31, 2019 and 2018, is as follows (amounts in thousands): 

2019 2018

Components:
  Accrued benefit costs 5,113$ 5,391$ 
  Liabilities for pension benefits 231     (59)     

Total liabilities recognized 5,344$ 5,332$ 

Unrecognized liabilities -$       -$        

The components of net periodic benefits cost as of December 31, 2019 and 2018, are as 
follows (amounts in thousands): 

2019 2018

Interest cost 202$ 203$ 
Net loss recognized -      2      

Total net periodic benefit cost 202$ 205$  

Amounts in unassigned funds (surplus) recognized as components of net periodic benefit 
cost as of December 31, 2019 and 2018, are as follows (amounts in thousands): 

2019 2018

Items not yet recognized as a component of net periodic
  cost—prior year (59)$ 672$  
Net loss (gain) arising during the period 290  (729)  
Net loss recognized -      (2)      

Items not yet recognized as a component of net periodic
  cost—current year 231$ (59)$   

Amounts in unassigned funds (surplus) that have not yet been recognized as components 
of net periodic benefit cost as of December 31, 2019 and 2018, are as follows (amounts in 
thousands): 

2019 2018

Net recognized gains (losses) 231$ (59)$  
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Weighted-average assumptions used to determine net periodic benefit cost as of 
December 31, 2019 and 2018, are as follows: 

2019 2018

Weighted-average discount rate 4.00 % 3.30 %  

Weighted-average assumptions used to determine projected benefit obligations as of 
December 31, 2019 and 2018, are as follows: 

2019 2018

Weighted-average discount rate 2.90 %  4.00 %   

For measurement purpose, the actual observed 2019 per capita cost of covered health care 
benefits was used. The rate of increase for these costs was assumed to be 5.68% for 
2019, and decrease gradually to 4.50% for 2038, and remain at that level thereafter. 

The following estimated future payments, which reflect expected future service, as 
appropriate, are expected to be paid in the years indicated (amounts in thousands): 

Years Ending
December 31 Amount

2020 551$   
2021 511     
2022 484     
2023 456     
2024 429     
2025–2029 1,760   

The Company’s projected contribution for 2020 is $551 thousand. 

11. ASO BUSINESS 

HPHC, Inc. provides certain benefit administration services for its uninsured customers. 
The net loss from providing these services as of December 31, 2019 and 2018, is as 
follows (amounts in thousands): 

2019 2018

Expenses incurred in excess of reimbursement for
  administrative services provided (36,525)$    (33,958)$    

Net loss from operations (36,525)$    (33,958)$    

Total claim equivalents 1,496,286$ 1,604,839$  
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As of December 31, 2019 and 2018, HPHC, Inc. had admitted assets of $55.0 million and 
$34.3 million, respectively, in uninsured plan receivables. HPHC, Inc. routinely assesses 
the collectibility of its receivables. 

12. COMMITMENTS AND CONTINGENCIES 

Operating Leases—HPHC, Inc. has entered into several long-term noncancelable 
operating leases for buildings and equipment. The terms of the leases vary through the 
year 2023, with various renewal options. 

The following is a schedule, by year, of future minimum rental payments required under all 
operating leases for buildings and equipment that have initial or remaining noncancelable 
lease terms of one year or more as of December 31, 2019 (amounts in thousands): 

Years Ending
December 31 Amount

2020 6,726$  
2021 6,758    
2022 3,588    
2023 690      
2024 -          
Thereafter -          

Total 17,762$  

Total rent expense on all leases was $6.9 million and $6.7 million in 2019 and 2018, 
respectively. 

Legal Proceedings—HPHC, Inc. is involved in legal actions in the ordinary course of 
business. In the opinion of management, there are no legal proceedings pending against or 
involving HPHC, Inc., the outcome of which is likely to have a material adverse effect upon 
the statutory financial statements. 

Related-Party Guarantees—HPHC, Inc. and its insurance affiliates, the Insurance 
Company, New England, and HPHC of CT, participate in a guaranty and indemnity 
agreement (“G&I Agreement”). Under the terms of the G&I Agreement, each entity 
guarantees the payment and performance of the others. In addition, each entity is jointly 
and severally liable for all obligations that may arise out of the G&I Agreement. HPHC, Inc. 
has no contingent liabilities related to the G&I Agreement as of December 31, 2019. 

HPHC, Inc. has a Management and Administrative Service Agreement (the “Agreement”) 
with the Institute. In accordance with the requirements of the Agreement, HPHC, Inc. will 
provide the Institute with financial support in an amount up to, but not to exceed, 
$20 million in the event of an unforeseen and material loss of revenue by the Institute. The 
Institute must maintain at least $1 million of net assets to be used in such an event before 
drawing down on this contingent support. These conditions were not met in 2019 or 2018. 

Long-Term Service Contract with NTT DATA—HPHC, Inc. has a long-term services 
agreement (the “NTT Agreement”) with NTT DATA International, LLC (“NTT DATA”). Under 
the NTT Agreement, NTT DATA provides information technology operations, development, 
and claims related processing services under the direction of HPHC, Inc. staff. Services 



  
  
 

- 30 - 

include operational services for technology and claims operations and business project 
services. The NTT Agreement calls for an annual minimum commitment of $60 million, and 
is subject to adjustment for changes in service levels, cost management by HPHC, Inc. and 
performance incentives for NTT DATA. In March 2019, HPHC, Inc. and NTT DATA signed a 
change order to extend the Agreement through July 2023. 

Minimum Net WorthThe Commonwealth of Massachusetts, under the Acts of 2003, 
Chapter 141, Sections 46 and 83, amended the General Laws of Massachusetts, 
Chapter 176G Health Maintenance Organizations by adding Section 25 Net Worth of Health 
Maintenance Organizations, which took effect on January 1, 2004. Section 25 sets forth 
minimum adjusted net worth requirements for health maintenance organizations. In 
addition, health maintenance organizations must maintain a minimum deposit of at least 
$1 million with a trustee acceptable to the Department of Insurance. As of December 31, 
2019 and 2018, the minimum net worth requirement for HPHC, Inc. was $80.4 million and 
$89.0 million, respectively. As of December 31, 2019 and 2018, the minimum net worth 
and deposit requirement had been satisfied. 

Health insurance companies are also subject to certain risk-based capital requirements as 
specified by the NAIC. The risk-based capital calculation serves as a benchmark for the 
regulation of health insurance companies’ solvency by the state insurance regulators. As of 
December 31, 2019 and 2018, HPHC, Inc. exceeded the minimum risk-based capital 
requirements. 

13. FEDERAL HOME LOAN BANK (FHLB) AGREEMENTS 

Effective April 2015, the Company became a member of the Federal Home Loan Bank of 
Boston (FHLB). Through its membership, the Company has conducted business activity 
(borrowings) with FHLB. The Company has determined the actual maximum borrowing 
capacity as $60.0 million and has based this amount on anticipated borrowing and cash 
flow needs. As a requirement of the FHLB membership, the Company owned $0.3 million 
and $0.4 million of FHLB Class B membership stock as of December 31, 2019 and 2018, 
respectively. In addition, the Company is required to purchase FHLB activity stock up to 
4% of the value of principal borrowed. As of both December 31, 2019 and 2018, the 
Company owned $0 of activity stock. Additionally, as of December 31, 2019 and 2018, the 
Company owned $1 thousand and $61 thousand, respectively, in excess stock. 

The Company is required to pledge collateral for all outstanding borrowings with FHLB. As 
of both December 31, 2019 and 2018, the Company had no principal borrowings with 
FHLB. 

14. REINSURANCE 

HPHC, Inc. carries reinsurance against excessive utilization on a per-member basis. Under 
the policy, HPHC, Inc. is reimbursed 90% of certain hospital inpatient, outpatient and 
pharmacy claims in excess of the policy deductible, which is $1.1 million for Maine fully-
insured commercial members and $1.75 million for Massachusetts fully-insured commercial 
members. The policy deductible is $1.0 million for Medicare members. There is no limit to 
the amount recoverable in excess of the Specific Deductible and Reimbursement 
Percentage. The impact of reinsurance recoveries on the statutory financial statements is 
immaterial for 2019 and 2018. 
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Effective January 1, 2019, HPHC, Inc. began participating in the Maine Guaranteed Access 
Reinsurance Association, which provides reinsurance for a portion of the Company’s Maine 
high-risk individual health business. There were no premium and medical costs assumed as 
of December 31, 2019. A summary of premium and medical costs ceded as of 
December 31, 2019, is as follows (amounts in thousands): 

2019

Premium income ceded 11,583$ 

Medical and hospital expenses ceded 32,970$  

As of December 31, 2019 and 2018, HPHC, Inc. had net receivables related to the 
reinsurance agreements of $6.3 million and $0, respectively, which represent the net 
amount of premiums due from the reinsurer offset by the amount of paid claims 
HPHC, Inc. owes to the reinsurer. As of December 31, 2019 and 2018, HPHC, Inc. had 
payables of $2.8 million and $0, respectively, from the reinsurance agreements, which 
represent net premiums owed to the reinsurer for ceded business, and are recorded in 
general expenses due or accrued on the statutory statements of admitted assets, liabilities, 
and statutory net worth. The claims unpaid and accrued medical incentive pool liability is 
net of ceded losses of $3.5 million and $0 as of December 31, 2019 and 2018, 
respectively. 

15. RELATED-PARTY TRANSACTIONS 

HPHC, Inc. conducts transactions with a number of affiliates (see Note 1). HPHC, Inc. 
provides all administrative and operational management services to the Insurance 
Company, New England, and HPHC of CT. HPHC, Inc. also provides certain administrative 
and operational services to HPI. Administrative expenses, including claims adjustment 
expenses (“CAE”), are allocated to the Insurance Company, New England, HPHC of CT, and 
HPI based on HPHC, Inc.’s departmental cost allocation methodology. There are certain 
operating expenses incurred by HPI and the Agency, which are initially paid for by 
HPHC, Inc. and reimbursed to the Company. 

HPHC, Inc. makes contributions to the Foundation and the Institute to support their 
ongoing operations. The Foundation reimburses HPHC, Inc. for expenses paid on its behalf. 
HPI administers certain products on behalf of the Insurance Company. The Insurance 
Company pays a fee to HPI for the services performed administering those products. HPI 
pays fees to access the Harvard Pilgrim provider network. 
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Intercompany balances are settled quarterly, following the close of the quarter. Below is a 
summary of transactions with affiliates for the years ended December 31, 2019 and 2018 
(amounts in thousands): 

Capital Administrative HPHC, Inc.
Contributions/ Expenses Receivable/

Affiliate (Return of Capital) and CAE (Payable)

The Insurance Company -$        83,104$  (b) 1,020$  
New England -          51,016    12,063  
HPHC of CT 30,000  (a) 4,118     (3,493)   
HPI -          5,386     (b) 452      
The Foundation 6,339    879        2,128    
The Agency -          -           54        
The Institute 4,958    6,563     (c) 625      

Total 41,297$ 151,066$ 12,849$ 

2019

 

(a) On November 7, 2019, and February 5, 2020, HPHC, Inc. contributed capital of 
$25 million and $5 million, respectively, to HPHC of CT in order to comply with the 
State of Connecticut Hazardous Financial Condition Regulation (Subtitle 38a-8-101 et 
seq.). Refer to Note 16 for Type I subsequent event consideration. 

(b) Amounts include administrative fees paid by the Insurance Company to HPI of 
$94 thousand. Amounts include $2.5 million in HPI access fees, which were paid by 
HPI and earned by the Insurance Company. 

(c) Amount includes allocation for rental expense of $2.5 million, which represents a pass-
through cost paid by HPHC, Inc. and reimbursed by the Institute. 

Capital Administrative HPHC, Inc.
Contributions/ Expenses Receivable/

Affiliate (Return of Capital) and CAE (Payable)

The Insurance Company -$        92,178$  (a) 2,495$  
New England -          51,096    7,186   
HPHC of CT -          1,477     (1,166)  
Holdings -          -           313      
HPI -          4,565     (a) (275)     
The Foundation 14,333  838        389      
The Agency -          -           90        
The Institute 5,368    6,553     (b) (276)     

Total 19,701$ 156,707$ 8,756$  

2018

 

(a) Amounts include administrative fees paid by the Insurance Company to HPI of 
$187 thousand. 

(b) Amounts include $2.5 million in HPI access fees, which were paid by HPI and earned 
by the Insurance Company. Amount includes allocation for rental expense of 
$2.4 million, which represents a pass-through cost paid by HPHC, Inc. and reimbursed 
by the Institute. 
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16. SUBSEQUENT EVENTS 

HPHC, Inc. has evaluated events and transactions subsequent to December 31, 2019, 
through April 22, 2020, the date the statutory financial statements were available for 
issuance, and has determined there were no material events or transactions that require 
adjustments to the statutory financial statements other than described in the paragraphs 
below. 

TYPE I—Recognized Subsequent Events 

On February 5, 2020, Harvard Pilgrim executed a $5 million capital contribution to HPHC of 
CT in order to comply with the State of Connecticut Hazardous Financial Condition 
Regulation (Subtitle 38a-8-101 et seq.). The Connecticut Insurance Department approved 
the request to report the capital contribution as an admitted receivable during 2019 in the 
HPHC of CT statutory financial statements. In accordance with SSAP No. 72, Surplus and 
Quasi-Reorganizations, the capital contribution qualifies as a Type I subsequent event and 
was recorded as an admitted receivable in the HPHC of CT statutory financial statements 
and as a capital contribution in the Harvard Pilgrim statutory financial statements as of 
December 31, 2019. 

TYPE II—Nonrecognized Subsequent Events 

As of December 31, 2019, the Company has an unfunded commitment in a new limited 
partnership interest of $36 million, which will be considered effective in 2020. Funding 
date(s) remain unannounced as of April 22, 2020. 

On April 15, 2020, the Board of Directors voted to authorize the Company to increase its 
borrowing limit with the Federal Home Loan Bank from the Company’s current $60 million 
borrowing limit to $120 million to meet short term liquidity requirements.  

An outbreak of respiratory disease caused by a novel coronavirus was first detected in 
China in December 2019 and subsequently spread internationally. This coronavirus has 
resulted in closing borders, enhanced health screenings, healthcare service preparation 
and delivery, quarantines, cancellations, disruptions to supply chains and customer 
activity, as well as general concern and uncertainty. The impact of this coronavirus may 
last for an extended period of time and through April 22, 2020, the date these statutory 
financial statements were issued, has resulted in substantial market volatility and will likely 
result in a significant economic downturn. It is not possible to reliably estimate the length 
and severity of these developments and the impact on the financial results and condition of 
the Company in future periods. 

The impact of the ACA fee assessments and surplus adjustment for the years ended 
December 31, 2019 and 2018, was as follows (amounts in thousands): 

2019 2018

ACA fee assessment payable for the upcoming year 17,900$     -$             
ACA fee assessment paid -              16,303       
Premium written subject to ACA 9010 assessment 1,684,850  1,825,511  
Total adjusted capital before surplus adjustment 638,007     -              
Total adjusted capital after surplus adjustment 620,107     -              
Authorized control level 104,594     -               

* * * * * *  
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HARVARD PILGRIM HEALTH CARE, INC.

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED DECEMBER 31, 2019

Federal Pass-Through Passed Total
Federal Grantor/Pass-Through CFDA Entity Identifying Through to Federal
Grantor/Program or Cluster Title Number Number Subrecipients Expenditures

RESEARCH AND DEVELOPMENT:
United States Department of Health and Human Services
  Agency for Healthcare Research and Quality
  Objective Evaluation of Variation in Sepsis Incidence, Mortality,
    and Care 93.225 -      $          161,413$     
  Preventing Avoidable Infectious Complications by Adjusting Payment
    (PAICAP) II 93.226 57,628         249,101       
  Decision Making Challenges and Needs for Health Insurance
    Exchange Enrollees 93.226 89,741         378,117       
  Impact of Universal Decolonization on ICU Outbreaks, a Secondary 93.226 -                 656             
    Analysis of the REDUCE MRSA Trial
  Improving Missing Data Analysis in Distributed Research Networks 93.226 -                 364,737       

147,369       1,154,024    

Centers for Disease Control
  Epicenter IV: Harvard Pilgrim-UCI Center for HAI Prevention 93.084 251,383       1,233,254    
  Early Childhood Feeding Patterns 93.RD -                 11,249         
  Crossing Growth Percentiles in Infancy 93.RD -                 11,042         
  SHEPheRD TO 2: Regional Mathematical Modeling and Intervention
    for the Prevention of Healthcare-Associated Transmission of
    Infectious Pathogens (SHIELD OC) 93.RD 135,000       139,740       
  Impact of HSA Cost Sharing Reductions on High-Deductible
    Members with Diabetes 93.RD -                 488,345       
  Regional Mathematical Modeling to Develop an Intervention Strategy
    that Reduces Healthcare-Associated Transmission of Infections
    Pathogen and Demonstration of Region Wide Impact (PROJECT) 93.RD 120,771       159,364       
  SHEPheRD TO 0005: Intelligent Stewardship Prompts to Improve
    Real-Time Empiric Antibiotic Selection (INSPIRE) 93.RD 126,379       789,758       
  VSD SME Participation Task Order 93.RD -                 62,008         
  Harnessing Electronic Health Records to Enhance Reporting to the
    Vaccine Adverse Event Reporting System (VAERS): Phase 2,
    Implementation and Update 93.RD 195,769       565,246       
  Surveillance for Non-Ventilator Hospital Acquired Pneumonia using
    Structured Electronic Health Record Data 93.RD -                 36,689         
  Health Care Provider Performance Review (HCPPR) Phase 2 93.RD -                 (180)            
  Passed Through—Duke University—Antimicrobial Therapy, the
    Cutaneous Microbiome, and Risk Factors for Surgical Site Infection 93.084 U54-CK000483 -                 99,824         
  Passed Through—Duke University—Duke Epicenter Large Multicenter
    Collaborative Project: The DETOURS Trial: De-escalating Empiric
    Treatment: Opting-out of Rx for Selected Patients with
    Suspected Sepsis 93.084 U54-CK000483 -                 (16,820)        
  Passed Through—Duke University—Duke Epicenter Large Multicenter
    Collaborative Project: The DETOURS Trial: De-escalating Empiric
    Treatment: Opting-out of Rx for Selected Patients with
    Suspected Sepsis 93.084 U54-CK000483 -                 148,505       
  Passed Through—Rush University Medical Center—Chicago Prevention
    and Intervention  Epicenter II (CPIE-II): CHECkuP 93.084 U54-CK000481 -                 21,085         
  Passed Through—Rush University Medical Center - Evaluating
    Emergence of Resistance and Changes in Clinical Pathogens
    Following Introduction of Chlorhexidine Bathing 93.RD 75D30119C06549 -                 38,819         
  Passed Through—The Task Force for Global Health, Inc.—Childhood
    Obesity Data Initiative 93.421 U38-OT000216 -                 20,892         

829,302       3,808,820    

(Continued)  
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HARVARD PILGRIM HEALTH CARE, INC.

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED DECEMBER 31, 2019

Federal Pass-Through Passed Total
Federal Grantor/Pass-Through CFDA Entity Identifying Through to Federal
Grantor/Program or Cluster Title Number Number Subrecipients Expenditures

Food and Drug Administration
  Efforts to Develop the  Sentinel Initiative 93.RD 17,058$       2,891,581$   
  Develop and Implement the  Sentinel Coordinating Center
   Work plan 93.RD 374,024       2,730,750    
  Sentinel 2014 to 1T Sentinel Core Activities 93.RD (44,516)        3,074,139    
  FDA CDER to HHSF22301009T Retrospective Cohort Study of
    Risk of Hip Fractures Associated with High Dose, Long-Term
    Proton Pump Inhibitor (HD-PPI) Use and Cytochrome P450
    Pharmacogenomics 93.RD 59,523         59,523         
  Sentinel 2014 TO HHSF22301002T: CDER Assessment of
    Potential Exposure/Outcome Associations and Related Issues,
    Using the Sentinel System 93.RD 1,021,785    1,106,628    
  Sentinel 2014 TO HHSF22301003T: Core Activities Year 2 93.RD 1,284,829    1,991,521    
  Sentinel 2014 TO 6T: Patient Centered Outcomes Research
    Trust Activities 93.RD -                 64,165         
  Sentinel 2014 TO 7T: FY2015 CBER 93.RD -                 1,590,870    
  Sentinel TO 8T: Catalyst and Broader Uses of Sentinel
    Infrastructure 93.RD 543,839       857,388       
  Sentinel 2014 TO 9T: Standardization and Querying of Data
    Quality Metrics and Characteristics for Electric Health Data 93.RD -                 495,804       
  Sentinel 2014 TO 10T: Rapid Safety Surveillance Capability 93.RD 12,423         141,493       
  Sentinel 2014 TO 12T: Sentinel Infrastructure, Methods,
    and Surveillance 93.RD 7,289,247    12,430,573   
  FDA Epidemiology Studies TO 1T: Maintenance and Operation
    for the Medication Exposure in Pregnancy Risk Evaluation
    Program (MEPREP) 93.RD 213,283       328,606       
  FDA Epidemiology Studies TO 2T: Risk of NTD Among Live Births
    Exposed to Maternal Rx Opioids During Early Pregnancy 93.RD 1,579,109    1,648,688    
  A Reusable Generalizable Method to Link Health Plan Claims Data
    with the National Death Index Plus to Examine the Association
    Between Medical Products and Death and Causes of Death 93.RD 633,758       932,983       
  Sentinel 2014 TO 4T: OCET/Sentinel Activities 93.RD 68,641         241,126       
  Sentinel 2014 TO 11T: Office of Medical Policy 21st Century
    Cures Real World Evidence Demonstration Projects 93.RD 133,336       1,292,772    
  Sentinel 2014 TO 75F40119F19013: Development of Web App 
    for Individual Patient Expanded Access IND Applications 93.RD -                 53,116         
  Passed Through - Kaiser Foundation Research Institute—Effects
    of Medical Products on Suicidal Ideation and Behavior-Real
    World Evidence 93.RD HHSF223201810201C -                 (30,985)        
  Passed Through - Kaiser Foundation Research Institute—Effects
    of Medical Products on Suicidal Ideation and Behavior-Real
    World Evidence 93.RD HHSF223201810201C -                 425,515       

13,186,339   32,326,256   

National Association of Chronic Disease
  Improving Chronic Disease Surveillance and Management
    through the Use of EHRs/Health Information Systems 93.421 -                 67,842         

(Continued)  
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HARVARD PILGRIM HEALTH CARE, INC.

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED DECEMBER 31, 2019

Federal Pass-Through Passed Total
Federal Grantor/Pass-Through CFDA Entity Identifying Through to Federal
Grantor/Program or Cluster Title Number Number Subrecipients Expenditures

National Cancer Institute
  High Deductible Insurance: Impact on Breast Cancer Care &
    Outcomes 93.393 1,402$         406,527$     
  Advanced Breast Imaging: Trends and Outcomes Associated 93.393 240,046       604,512       
    with Recent Breast Density Reporting
  High Resolution Measures of Behavioral Cancer Risk Factors from
    Mobile Technology 93.393 18,688         271,299       
  Passed Through—Geisinger Clinic—Implementing Universal
    Lynch Syndrome Screening Across Multiple Healthcare Systems 93.353 R01-CA211723 -                 31,055         
  Passed Through—Georgetown University—Comparative Modeling: 
    Informing Breast Control Practice and Policy (CISNET II) 93.393 U01-CA199218 -                 86,774         
  Passed Through—The Regents of the University of California—Risk of
    Pediatric and Adolescent Cancer Associated with Medical Imaging 93.393 R01-CA185687 -                 41,493         
  Passed Through—The Regents of the University of California—
    Risk-Based Breast Cancer Screening and Surveillance in
    Community Settings 93.393 P01-CA154292 -                 8,836           

260,136       1,450,496    

National Center  for Complementary and Alternate  Medicine
  Passed Through—Duke University—Using the NIH Collaboratory
    Distributed Research Network to Identify and Characterize
    ADRD Patients 93.213 U24-AT009676 85,702         185,500       
  Passed Through—Duke University—Use of ADAPTABLE Trial to
    Strengthen Methods to Collect, Validate, and Integrate
    Patient-Reported Information with Electronic Health Record Data 93.213 U54-AT007748 -                 126,189       
  Passed Through—Duke University—NIH Health Care Systems
    Research Collaboratory—Coordinating Center 93.213 U24-AT009676 -                 77,102         
  Passed Through—Duke University—HEAL Collaboratory Resource 
    Coordinating Center (PRISM) (U24) 93.213 U24AT010961 -                 6,817           

85,702         395,608       

National Center on Minority Health and Health Disparities
  Passed Through—RAND Corporation—Policy Impacts on
    Behavioral Health Care Disparities 93.307 R01-MD010274 -                 34,725         

National Heart, Lung, and Blood Institute
  Common Genetic Pathways Underlying CVD and COPD 93.837 -                 151,350       
  Improving Childhood Obesity-Related Behavior Change through
    Better Risk Communication 93.837 -                 51,965         
  Passed Through—Brigham and Women's Hospital—Impact of Low
    Flow Nocturnal Oxygen Therapy 93.837 U24-HL140412 -                 110,877       
  Passed Through—Brigham and Women's Hospital—Impact of
    Treatment of Mild Sleep Disordered Breathing on Children's
    Health- DCC (PATS) 93.838 U01-HL125307 -                 40,541         
  Passed Through—Harvard School of Public Health—Integrating
    Life Course Approaches, Biologic and Digital Phenotypes in
    Support of Heart and Lung Disease Epidemiological Research 93.837 U01HL145386 -                 27,362         

-                 382,095       

(Continued)  
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HARVARD PILGRIM HEALTH CARE, INC.

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED DECEMBER 31, 2019

Federal Pass-Through Passed Total
Federal Grantor/Pass-Through CFDA Entity Identifying Through to Federal
Grantor/Program or Cluster Title Number Number Subrecipients Expenditures

National Institute of Allergy and Infectious Disease
  Optimizing Care for HIV/HCV-Coinfected Patients in the
    New HCA Treatment Era 93.855 -      $          138,623$     
  Network Modeling & Robust Estimation of the Intraclass 93.855 11,493         202,440       
  Population-Level Effects of Increasing PrEP Uptake on HIV
    and Bacterial STIs 93.855 -                 41,708         
  Passed Through—Brigham and Women's Hospital—The Fetal
    and Childhood Environment, Oxidative Balance,
    Inflammation & Asthma 93.855 R01-AI102960 -                 88,977         
  Passed Through—Harvard School of Public Health—Methods to
    Advance the HIV Oxidative Balance, inflammation & Asthma 93.855 R37-AI051164 -                 28,800         
  Passed Through—Phast Corporation—Using Combinations of
    Single-Cell Phenotypes for Rapid Antibiotic Susceptibility Testing 93.855 R34-AI45769 -                 3,978           
  Passed Through—The Board of Trustees for the University of
    Alabama—HIV/HCV Coinfection and Incidence of
    Extrahepatic Cancers 93.855 R24-AI067039 -                 14,510         
  Passed Through—The Regents of the University of California—
    Revealing Reservoirs during Rebound (R3) 93.855 P01-AI131385 -                 38,904         
  Passed Through—Harvard University—Harvard University Center
    for AIDS Research: HER's to Scale up PrEP in the South 93.855 P30-AI06035416 -                 6,271           

11,493         564,211       

National Institute of Biomedical Imaging and Bioengineering
  Privacy-Protecting Distributed Analysis of Biomedical Big Data 93.310 93,441         380,780       

National Institute of Child Health and Human Development
  Age-Dependent Pharmacogenomics of Asthma Treatment (ADAPT) 93.865 333,410       705,472       
  Pre- and Peri-natal Predictors of Childhood Obesity 93.865 177,920       1,554,813    
  Precision Medicine and Treatment (PreEMT) 93.865 190,277       669,369       
  Gestational Diabetes Pathophysiology Uncovered By Placental
    Transcriptomics 93.865 399,270       791,643       
  A Lifecourse Approach to Women's Metabolic and Bone Health: 93.865 -                 48,016         
    from Fertility to Perimenopause
  Passed Through—Harvard School of Public Health—Long-Term
    Consequences of Birth by Cesarean Section 93.865 R01-HD093761 -                 107,331       

1,100,877    3,876,644    

(Continued)  
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HARVARD PILGRIM HEALTH CARE, INC.

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED DECEMBER 31, 2019

Federal Pass-Through Passed Total
Federal Grantor/Pass-Through CFDA Entity Identifying Through to Federal
Grantor/Program or Cluster Title Number Number Subrecipients Expenditures

National Institute of Diabetes and Digestive Kidney Disorder
  Impact of Emerging Health Insurance Designs on Diabetes
    Complications 93.847 -      $          185,671$     
  C linical and Health Care Use Outcomes for Vertical Sleeve
    Gastrectomy vs. Rouxen-Y Gastric Bypass Using a Nat'l
    Commercial Insurance Claims Dataset 93.847 144,663       469,760       
  New Insights into Federal Calorie Labeling Law 93.847 531,913       928,387       
  Passed Through - Ann & Robert H. Lurie Children's Hospital of
    Chicago—Aberrant DNA Methylation Underlying Adverse 
    Prenatal Exposures and Increased Newborn Adiposity 93.847 R01-DK118403 -                 13,183         
  Passed Through—Boston Medical Center—High Resolution
    Measures of Behavioral Cancer Risk Factors From Mobile 
    Technology-BNORC 93.847 P30-DK046200 -                 9,720           
  Passed Through—Kaiser Foundation Research Institute—HMORN
    UCSF Center for Diabetes Translational Research 93.847 P30-DK092924 -                 47,846         
  Passed Through—Kaiser Foundation Research Institute—Encouraging
    Mail Order Pharmacy Use to Improve Outcomes & Reduce
    Disparities 93.847 R18-DK104249 -                 52,893         
  Passed Through—Kaiser Foundation Research Institute—Does
    Free Medicines Coverage Improve Diabetes Self-Care and
    Outcomes for Diverse Populations 93.847 R18-DK110773 -                 77,639         
  Passed Through—Massachusetts General Hospital—How to Reach
    Women of Reproductive Age With Obesity to Support Weight
    Loss Before Pregnancy 93.847 P30-DK040561 -                 8,476           
  Passed Through—Massachusetts General Hospital—Psychological,
    Cognitive, and Genetic Factors in Behavioral Intervention to
    Prevent Weight Gain 93.847 R01-DK114735 -                 42,917         

676,576       1,836,492    

National Institute of Environmental Health Science
  Longitudinal Association of PFCs with Obesity, Diabetes, and
    Metabolic Syndrome 93.113 59,977         263,101       
  Passed Through—Harvard School of Public Health—Maternal
    and Paternal Preconception Environmental Exposures and
    Children's Health 93.113 R01-ES027408 -                 91,165         
  Passed Through—Icahn School of Medicine at Mt. Sinai—
    Stress-Chemicals Interactions and Neurobehavior in School
    Age Children 93.113 R01-ES013744 -                 35,579         
  Passed Through—Maine Medical Center—Air Pollution Exposure
    During Pregnancy, Maternal Glycaemia, and Offspring Growth 93.113 K23-ES024803 -                 6,978           
  Passed Through—Maine Medical Center—Environmental
    Chemicals, Adiposity, and Bone Accrual Across Adolescence 93.113 1R01ES030101-01 REVISED -                 43,257         

59,977         440,080       

National Institutes of Health - Office of the Director
  Common and Distinct Early Environmental Influences on
    Cardio Metabolism 93.310 498,647       2,378,977    

(Continued)  
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HARVARD PILGRIM HEALTH CARE, INC.

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED DECEMBER 31, 2019

Federal Pass-Through Passed Total
Federal Grantor/Pass-Through CFDA Entity Identifying Through to Federal
Grantor/Program or Cluster Title Number Number Subrecipients Expenditures

National Institute of Mental Health
  Distribution of Child Mental Health Workforce & Health Care for
    Children with Autism 93.242 -      $          61,645$       
  Passed Through—Henry Ford Health System—Treatment
    Utilization before Suicide 93.242 R01-MH103539 -                 36,551         
  Passed Through—Kaiser Foundation Research Institute—MHRN 2
    Research Grants 93.242 U19-MH092201 -                 47,449         

-                 145,645       

National Institute on Aging
  Passed Through—Brown University—NIA AD/ADRD Health Care 93.866 U54-AG063546 -                 5,379           
    Systems Research Collaboratory
  Passed Through—Harvard School of Public Health—Optimism and
    Exceptional Longevity 93.866 R01-AG053273 -                 45,919         
  Passed Through—Northeastern University—Exploring New Measures
    of the Affordability of Healthcare for Patients in Medicare 93.866 R21AG060401 -                 24,354         
  Passed Through—University of Massachusetts Worcester—Controlling
    and Stopping Cascades leading to Adverse Drug Effects Study in
    Alzheimer's Disease (CASCADES-AD) 93.866 R56-AG061813 -                 160,935       

-                 236,587       

National Institute on Minority Health and Health Disparities
  Passed Through—The Regents of the University of California—
    Offering Women PrEP with Education, Shared Decision-Making
    and Trauma-Informed Care: The OPENS Trial 93.307 R01-MD013565 -                 11,505         

United States Agency for International Development
  Passed Through—Management Sciences For Health—USAID/Uganda
    Systems Strengthening and Health Commodities 93.RD AID-617-A-14-00007 -                 66,484         

TOTAL EXPENDITURES OF FEDERAL AWARDS 16,949,859$ 49,557,271$ 

(Concluded)  
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HARVARD PILGRIM HEALTH CARE, INC. 

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS 
FOR THE YEAR ENDED DECEMBER 31, 2019 

1. BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING 
POLICIES 

Harvard Pilgrim Health Care, Inc. (the “Company”) operates as a health plan providing 
comprehensive health benefit plans, access to health care, and other related services in 
Massachusetts, New Hampshire, Maine, and Connecticut to group, individual, and Medicare 
members through contracts with physicians, established primary care and multi-specialty 
provider groups, hospitals, and other health care providers. 

Operations related to the Company’s federal grant programs are included in the scope of 
Title 2 U.S. Code of Federal Regulations (CFR) Part 200, Uniform Administrative 
Requirements, Cost Principles, and Audit Requirements for Federal Awards (Uniform 
Guidance). The Company had one major program (research and development cluster) 
during the year ended December 31, 2019, which accounted for all of its federal award 
expenditures during 2019. The federal oversight agency for the Company is the 
Department of Health and Human Services (DHHS). 

Receipts from federal grants and disbursements of federal grant funds are recorded on the 
accrual basis of accounting. The accompanying statutory financial statements of the 
Company are also prepared on the accrual basis of accounting. 

2. SUMMARY OF FACILITIES AND ADMINISTRATIVE COST RECOVERIES 

The Company has elected not to use the 10% indirect cost rate allowed under Uniform 
Guidance, and instead uses the modified total direct cost basis to determine the facilities 
and administrative rate. The modified total direct cost rate of 66%, effective during fiscal 
year 2019, was approved by DHHS. 

* * * * * *  



  
  
 

 

INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER FINANCIAL 
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF 
STATUTORY FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH 
GOVERNMENT AUDITING STANDARDS 

To the Board of Directors of 
Harvard Pilgrim Health Care, Inc. 
Wellesley, Massachusetts 

We have audited, in accordance with the auditing standards generally accepted in the 
United States of America and the standards applicable to financial audits contained in 
Government Auditing Standards issued by the Comptroller General of the United States, the 
statutory financial statements of Harvard Pilgrim Health Care, Inc. (the “Company”), which 
comprise the statutory statements of admitted assets, liabilities, and statutory net worth as 
of December 31, 2019 and 2018, and the related statutory statements of operations, 
changes in statutory net worth, and cash flows for the years then ended, and the related 
notes to the statutory financial statements, and have issued our report thereon dated 
April 22, 2020. 

Internal Control over Financial Reporting 

In planning and performing our audit of the statutory financial statements, we considered 
the Company’s internal control over financial reporting (internal control) to determine the 
audit procedures that are appropriate in the circumstances for the purpose of expressing 
our opinion on the statutory financial statements, but not for the purpose of expressing an 
opinion on the effectiveness of the Company’s internal control. Accordingly, we do not 
express an opinion on the effectiveness of the Company’s internal control. 

A deficiency in internal control exists when the design or operation of a control does not 
allow management or employees, in the normal course of performing their assigned 
functions, to prevent, or detect and correct misstatements on a timely basis. A material 
weakness is a deficiency, or combination of deficiencies, in internal control, such that there 
is a reasonable possibility that a material misstatement of the entity’s financial statements 
will not be prevented, or detected and corrected, on a timely basis. A significant deficiency 
is a deficiency, or a combination of deficiencies, in internal control that is less severe than a 
material weakness, yet important enough to merit attention by those charged with 
governance. 

Our consideration of internal control was for the limited purpose described in the first 
paragraph of this section and was not designed to identify all deficiencies in internal control 
that might be material weaknesses or significant deficiencies. Given these limitations, 
during our audit we did not identify any deficiencies in internal control that we consider to 
be material weaknesses. However, material weaknesses may exist that have not been 
identified. 
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Compliance and Other Matters 

As part of obtaining reasonable assurance about whether the Company’s statutory financial 
statements are free from material misstatement, we performed tests of its compliance with 
certain provisions of laws, regulations, contracts, and grant agreements, noncompliance 
with which could have a direct and material effect on the determination of statutory 
financial statement amounts. However, providing an opinion on compliance with those 
provisions was not an objective of our audit, and accordingly, we do not express such an 
opinion. The results of our tests disclosed no instances of noncompliance or other matters 
that are required to be reported under Government Auditing Standards. 

Purpose of this Report 

The purpose of this report is solely to describe the scope of our testing of internal control 
and compliance and the results of that testing, and not to provide an opinion on the 
effectiveness of the Company’s internal control or on compliance. This report is an integral 
part of an audit performed in accordance with Government Auditing Standards in 
considering the Company’s internal control and compliance. Accordingly, this communication 
is not suitable for any other purpose. 

 

April 22, 2020 



  
  
 

 

INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE FOR EACH MAJOR FEDERAL 
PROGRAM, REPORT ON INTERNAL CONTROL OVER COMPLIANCE, AND REPORT 
ON SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS REQUIRED BY UNIFORM 
GUIDANCE 

To the Board of Directors of 
Harvard Pilgrim Health Care, Inc. 
Wellesley, Massachusetts 

Report on Compliance for Each Major Federal Program 

We have audited Harvard Pilgrim Health Care, Inc.’s (the “Company”) compliance with the 
types of compliance requirements described in the OMB Compliance Supplement that could 
have a direct and material effect on its major federal program for the year ended 
December 31, 2019. The Company’s major federal program is identified in the summary of 
auditors’ results section of the accompanying schedule of findings and questioned costs. 

Management’s Responsibility 

Management is responsible for compliance with federal statutes, regulations, and the terms 
and conditions of its federal awards applicable to its federal program. 

Auditor’s Responsibility 

Our responsibility is to express an opinion on compliance for the Company’s major federal 
program based on our audit of the types of compliance requirements referred to above. We 
conducted our audit of compliance in accordance with auditing standards generally accepted 
in the United States of America; the standards applicable to financial audits contained in 
Government Auditing Standards, issued by the Comptroller General of the United States; 
and the audit requirements of Title 2 U.S. Code of Federal Regulations (CFR) Part 200, 
Uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal 
Awards (Uniform Guidance).Those standards and the Uniform Guidance require that we plan 
and perform the audit to obtain reasonable assurance about whether noncompliance with 
the types of compliance requirements referred to above that could have a direct and 
material effect on a major federal program occurred. An audit includes examining, on a test 
basis, evidence about the Company’s compliance with those requirements and performing 
such other procedures as we considered necessary in the circumstances. 

We believe that our audit provides a reasonable basis for our opinion on compliance for 
each major federal program. However, our audit does not provide a legal determination of 
the Company’s compliance. 

Opinion on Each Major Federal Program 

In our opinion, the Company complied, in all material respects, with the types of compliance 
requirements referred to above that could have a direct and material effect on its major 
federal program for the year ended December 31, 2019. 
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Report on Internal Control over Compliance 

Management of the Company is responsible for establishing and maintaining effective 
internal control over compliance with the types of compliance requirements referred to 
above. In planning and performing our audit of compliance, we considered the Company’s 
internal control over compliance with the types of requirements that could have a direct and 
material effect on each major federal program to determine the auditing procedures that 
are appropriate in the circumstances for the purpose of expressing an opinion on 
compliance for each major federal program and to test and report on internal control over 
compliance in accordance with the Uniform Guidance, but not for the purpose of expressing 
an opinion on the effectiveness of internal control over compliance. Accordingly, we do not 
express an opinion on the effectiveness of the Company’s internal control over compliance. 

A deficiency in internal control over compliance exists when the design or operation of a 
control over compliance does not allow management or employees, in the normal course of 
performing their assigned functions, to prevent, or detect and correct, noncompliance with a 
type of compliance requirement of a federal program on a timely basis. A material weakness 
in internal control over compliance is a deficiency, or combination of deficiencies, in internal 
control over compliance, such that there is a reasonable possibility that material 
noncompliance with a type of compliance requirement of a federal program will not be 
prevented, or detected and corrected, on a timely basis. A significant deficiency in internal 
control over compliance is a deficiency, or combination of deficiencies, in internal control 
over compliance with a type of compliance requirement of a federal program that is less 
severe than a material weakness in internal control over compliance, yet important enough 
to merit attention by those charged with governance. 

Our consideration of internal control over compliance was for the limited purpose described 
in the first paragraph of this section and was not designed to identify all deficiencies in 
internal control over compliance that might be material weaknesses or significant 
deficiencies. We did not identify any deficiencies in internal control over compliance that we 
consider to be material weaknesses. However, material weaknesses may exist that have not 
been identified. 

The purpose of this report on internal control over compliance is solely to describe the scope 
of our testing of internal control over compliance and the results of that testing based on 
the requirements of the Uniform Guidance. Accordingly, this report is not suitable for any 
other purpose. 

Report on Schedule of Expenditures of Federal Awards Required by the Uniform 
Guidance 

We have audited the statutory financial statements of Harvard Pilgrim Health Care, Inc. as 
of and for the year ended December 31, 2019, and have issued our report thereon dated 
April 22, 2020, which contained an unmodified opinion on those statutory financial 
statements. Our audit was conducted for the purpose of forming an opinion on the statutory 
financial statements as a whole. The accompanying schedule of expenditures of federal 
awards is presented for purposes of additional analysis as required by the Uniform Guidance 
and is not a required part of the statutory financial statements. Such information is the 
responsibility of the Company’s management and was derived from and relates directly to 
the underlying accounting and other records used to prepare the statutory financial 
statements. The information has been subjected to the auditing procedures applied in the 
audit of the statutory financial statements and certain additional procedures, including 
comparing and reconciling such information directly to the underlying accounting and other 



  
  
 

- 45 - 

records used to prepare the statutory financial statements or to the statutory financial 
statements themselves, and other additional procedures in accordance with auditing 
standards generally accepted in the United States of America. In our opinion, the schedule 
of expenditures of federal awards is fairly stated, in all material respects, in relation to the 
statutory financial statements as a whole. 

 

July 10, 2020 



  
  
 

- 46 - 

HARVARD PILGRIM HEALTH CARE, INC. 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE YEAR ENDED DECEMBER 31, 2019 

I. SUMMARY OF AUDITORS’ RESULTS 

Statutory Financial Statements: 

Type of report the auditor issued on whether the statutory financial statements audited 
were prepared in accordance with accounting practices prescribed or permitted by the 
Division of Insurance of the Commonwealth of Massachusetts: Unmodified. 

Internal control over financial reporting: 

Material weaknesses identified? No. 

Significant deficiencies identified? None reported. 

Noncompliance material to the statutory financial statements noted? No. 

Federal Awards: 

Internal control over major federal programs: 

Material weaknesses identified? No. 

Significant deficiencies identified? None reported. 

Type of auditors’ report issued on compliance for major federal programs: Unmodified. 

Any audit findings disclosed that are required to be reported 
in accordance with 2 CFR 200.516 (a)?  No. 

Identification of major programs: 

CFDA Number Name of Federal Program

Various Research and Development Cluster  

Dollar threshold used to distinguish between Type A and Type B programs: $1,486,718 
Auditee qualifies as a low-risk auditee?  Yes. 

(Continued) 
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II. STATUTORY FINANCIAL STATEMENT FINDINGS 

None reported. 

III. FEDERAL AWARD FINDINGS AND QUESTIONED COSTS 

None reported. 

(Concluded) 
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HARVARD PILGRIM HEALTH CARE, INC. 

SUMMARY SCHEDULE OF PRIOR-YEAR AUDIT FINDINGS 
FOR THE YEAR ENDED DECEMBER 31, 2019 

1. STATUTORY FINANCIAL STATEMENT FINDINGS 

No findings have been reported. 

2. FEDERAL AWARD FINDINGS AND QUESTIONED COSTS 

No findings have been reported. 



  
  
 

- 49 - 

HARVARD PILGRIM HEALTH CARE, INC. 

STATUS OF PRIOR-YEAR AUDIT FINDINGS 
FOR THE YEAR ENDED DECEMBER 31, 2019 

None noted. 

* * * * * *  


