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STATE OF NEW YORK
INSURANCE DEPARTMENT
25 BEAVER STREET
NEW YORK, NEW YORK 10004
George E. Pataki
Governor

Gregory V. Serio
Superintendent

August 8, 2002
Revised December 12, 2002
Honorable Gregory V. Serio
Superintendent of Insurance
Albany, New York 12257
Sir:
Pursuant to the requirements of the New York Insurance Law, and in compliance with the
instructions contained in Appointment Number 21750 dated August 1, 2001, attached hereto, I
have made an examination into the condition and affairs of Dental Insurance Company of
America (“the Company”), as of December 31, 2000 and respectfully submit the following
report thereon.

The examination was conducted at the Company’s statutory home office located at 509
Madison Avenue, Suite 404, New York, New York. On March 01, 2002, the Company moved to
2 Penn Plaza, New York, New York, where the examination was completed.

Wherever the designations “the Company”, or “DICA” appear herein, without qualification, they
should be understood to indicate Dental Insurance Company of America.

Wherever the

designations “DBP” or “the Parent” appear herein, without qualification, they should be
understood to indicate Dental Benefits Providers, Inc. .

Wherever the designation “UHG” appears herein, without qualification, it should be
understood to indicate United Healthcare Group, the ultimate Parent Corporation of Dental
Insurance Company of America and Dental Benefits Providers, Inc., respectively.
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1.

SCOPE OF EXAMINATION

A report on organization was conducted as of December 24, 1996. This examination is
DICA’s first statutory examination, and it covers the four-year period from January 1, 1997
through December 31, 2000. Transactions occurring subsequent to this period were reviewed
where deemed appropriate by the examiner.

The examination comprised a verification of assets and liabilities as of December 31,
2000, a review of income and disbursements deemed necessary to accomplish such verification
and utilized, to the extent considered appropriate, work performed by the Company’s
independent certified public accountants. A review or audit was also made of the following
items as called for in the Examiners Handbook of the National Association of Insurance
Commissioners:
History of the Company
Management and control
Corporate records
Fidelity bonds and other insurance
Territory and plan of operation
Growth of Company
Business in force
Loss experience
Reinsurance
Accounts and records
Financial statements
This report on examination is confined to financial statements and comments on those
matters which involve departures from laws, regulations or rules, or which are deemed to require
explanation of description.
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2. DESCRIPTION OF COMPANY

Dental Insurance Company of America was incorporated on September 5, 1996 under its
former name Dental Benefit Providers Insurance Corporation. The Company was developed for
the purpose of promoting and operating high quality prepaid dental care. The new name of
Dental Insurance Company of America became effective April 17, 1997.

The company is a wholly-owned subsidiary of Dental Benefits Providers, Inc. (DBP), a
Delaware Corporation. In 1999, DBP was acquired by United HealthCare Services, Inc. (UHS),
a health maintenance organization management corporation, and became a majority-owned
subsidiary of UHS. UHS is a wholly-owned subsidiary of United Healthcare Group, Inc. (UHG).

A.

Management
Pursuant to the Company’s charter and by-laws, management of the Company is to be

vested in a board of directors consisting of not less than thirteen nor more than twenty-five
members.

As of the examination date, the board of directors was comprised of thirteen

members. As per the Company’s by-laws, the board is required to meet once every quarter.

Article III - Section 4 (Number and Places of Meetings) of DICA’s by-laws, states in part:
“Meetings of the Board of Directors shall be held at least once in every quarter…”

A review of the minutes of the board of directors’ meetings held during the period under
examination revealed that DICA had a total of four board meetings, thereby not complying with
its by-laws. Members of the board have a fiduciary responsibility and must evince an ongoing
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interest in the affairs of the Company.

It is essential that board members have meetings

consistently and set forth their view on relevant matters so that appropriate decisions may be
reached by the board.

It is therefore recommended that DICA comply with its by-laws, and have at least one
board meeting every quarter.

The directors of the Company at December 31, 2000 were as follows:

Name and Residence

Principal Business Affiliation

Dennis Cahill
Baltimore, MD

Employee,
Dental Benefit Providers, Inc.

Ronald Colby
Minnetrista, MN

Officer,
UnitedHealth Group

Leonard Farr
Eden Prairie, MN

Employee,
UnitedHealth Group

Dr. Ralph H. Foxman
Potomac, MD

Director,
Dental Benefit Providers, Inc.

Deena Godshall-Roth
Alexandria, VA

Secretary,
Dental Insurance Company of America

Rev. Michael Greene
Jamaica, NY

Community Representative,
Presentation Parish of the Blessed Virgin

Edward A. Murphy
Potomac, MD

Chief Executive Officer,
Dental Benefit Providers, Inc.

Edward W. Murphy
Farmingdale, NY

Retired as Detective of Investigations,
New York City Police Department

Michael Murphy
Potomac, MD

Chief Marketing Officer,
Dental Benefit Providers, Inc.
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Name and Residence

Principal Business Affiliation

Beverly Nyce
Wayzata, MN

Employee,
UnitedHealth Group

Martin Sadkin
Amherst, NY

President,
Samson Distribution Center, Inc.

Alan Samuels
New York, NY

Community Representative,
Frenkel

Jeffrey W. Ulanet
Bethesda, MD

Employee,
Dental Benefit Providers, Inc.

The minutes of all meetings of the Board of Directors thereof held during the
examination period were reviewed. It should be noted that with the exception of the October 31,
1996 minutes, the meetings were not detailed, and the examiner could not make a determination
as to which board members were in attendance at any of the meetings, or what was discussed at
the meetings. Additionally, out of the four meetings held during this period, two detailed the
election of board members and officers, one detailed only the election of officers, and one did
not mention the election of any officers or board members. It should be noted that for each year
during the examination period, with the exception of 1999-2000, there was a change in board
members; however, this was not reflected in the board minutes.

It is recommended that the board retain minutes of all of its meetings.

It is also

recommended that all minutes of the board of directors reflect the election and/or resignation of
board members and officers.

It is further recommended that all board minutes reflect which

members were present and which members were absent.
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In July 1997, DICA’s board members decided unanimously not to have a board meeting.
However, there was a replacement made of the President, Secretary, and Treasurer positions.
“Unanimous Written Consent” forms were prepared for each board member to sign. It should be
noted that none of the forms were signed by the board members.

It is recommended that when board members of DICA unanimously decide not to have a
meeting, that all business of the board be conducted via “Unanimous Written Consent” forms
signed by each board member.

In May 2000, the board minutes revealed that DICA’s directors and shareholders held
their meetings concurrently. The minutes only reflected the election of new board members.
They further stated that there was no old business and no further business to conduct. Section 5
(Annual Meeting) of the Company’s by-laws states in part:
“Following the annual meeting of shareholders, the newly elected Board of
Directors shall also meet for the purpose of the election of a Chairman and other
officers of the Board, as well as officers of the Corporation, and the transaction
of such other business as may properly come before the meeting. Such meeting
may be held without notice immediately after the annual meeting of shareholders
at the same place at which such shareholders’ meeting is held.”

It is recommended that DICA comply with its by-laws and have its board meeting after
its shareholders’ meeting. It is also recommended that DICA’s board minutes reflect any and all
business matters discussed in its meetings; especially the election of a Chairman and other
officers of the Board, as well as officers of the Corporation, and the transaction of such other
business as may properly come before the meeting.
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Article II (Shareholders) Section 1 (Annual Meeting) of the Company’s by-laws states in
part:
“The annual meeting of the shareholders shall be held on the last Wednesday of
March of each year…”

It was noted that DICA had only one shareholders’ meeting during the examination
period.

It is recommended that DICA hold its shareholders’ meeting annually, in conformity with
its by-laws.

Finally, it was noted that although DICA had a Conflict of Interest policy for board
members and senior officers, DICA maintains that a board member only signs a conflict of
interest form if there appears to be a conflict.

It is recommended that board members and senior officers complete and sign conflict of
interest forms on an annual basis.

A review of DICA’s minutes, demonstrated that the board is not receiving any reports
that measure the operations of the Company.

It is recommended that Company management identifies, prepares and distributes
significant periodic reports that measure the operations of the Company to the Board of
Directors.
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Sections 1202(a)(1) and (2) of the New York Insurance Law state in part:
“(a)(1) …Subject to any provision of the corporate charter of a domestic
insurance company, the number of directors shall be fixed by the by-laws,
or if not fixed, by action of the directors.”
“(2) If not otherwise fixed under this article, the number shall be
thirteen…”

On its June 30, 2001 quarterly statement through its December 31, 2001 annual
statement, it was noted that DICA’s Board of Directors consisted of only twelve members;
therefore, DICA was non-compliant with Sections 1202(a)(1) and (2) of the New York Insurance
Law, and Article III - Section 2(a) of its by-laws.

It is recommended that DICA comply with Sections 1202(a)(1) and (2) of the New York
Insurance Law and Article III - Section 2(a) of its by-laws, and maintain a minimum of thirteen
members on its board of directors.

The officers of the Company as of December 31, 2000, were as follows:

i.

Name

Title

Ralph H. Foxman
Edward A. Murphy
Deena Roth
Timothy Trybus

Chairman
President
Secretary
Treasurer

Board Resolution
DICA has a board resolution that became effective December 4, 1996, and was current as

of the examination date. DICA’s board resolution sets forth guidelines DICA agreed to follow.
However, a review of DICA’s board resolution demonstrated that DICA was in violation of
various parts of it. The violations are as follows:
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Item (a) of the board resolution states in part:
“…However, all records shall be maintained in a computerized format that
may be accessed directly by the Corporation from its offices at 123 State
Street in Albany, New York…”

It should be noted that it could not be determined if DICA maintained its records in a
computerized format because the examiners were not given access to any of DICA’s
computerized records.

It is recommended that DICA provide the examiners with computerized access at its New
York office for all of its records..

Item (b) of the Resolution states in part:
“The Corporation shall maintain an active presence and provide
substantial services in the State of New York, including but not limited to,
maintaining at its principal office at 123 State Street in Albany, New
York all of the following…”

It should be noted that for the months of February and March 2002 of the examination,
there were no personnel from DICA available in its New York City office on a continuous basis,
although personnel from DICA’s parent company (DBP) was available. However, it should be
noted that although personnel from DBP were present, they were generally not familiar enough
with DICA’s operations to fully answer the examiners’ questions.

It is recommended that DICA maintain personnel in its New York City office that is
sufficient to facilitate the examination process. It is further recommended that DICA amend its
board resolution to properly reflect its new address.
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Finally, it should be noted that on August 8, 2001, DICA submitted an amended
commitment letter to the New York Insurance Department. The Department informed DICA
that it was not clear from the amended commitment as to what changes DICA expects to make in
its New York presence. As of the date of this report, DICA has not pursued the amended
commitment letter.

ii.

Conduct of Examination
Sections 310(a)(2) and (a)(3) of the New York Insurance Law state in part:
“(2)Any examiner authorized by the superintendent shall be given
convenient access at all reasonable hours to the books, records,
files, securities and other documents of such insurer or other
person, including those of any affiliated or subsidiary companies
thereof, which are relevant to the examination…”
“(3) The officers and agents of such insurer or other person shall
facilitate such examination and aid such examiners in conducting
the same so far as it is in their power to do so.”
During the first months of the examination, there were delays in receiving complete

responses to examination requests for information. During the last two months of the exam, the
on-site employees made available by DBP to assist in the examination were generally not
familiar enough with DICA’s operations to facilitate the examination. DBP’s personnel most
familiar with DICA’s operations were located in Maryland. Further, the examiners received
various requested documentation via fax, without access to original records. This contributed to
the delay in completing the examination, since numerous follow-up questions (via phone, etc.)
were required regarding said information. This represented another variance from DICA’s board
resolution, which states in part:
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“…Further resolved, that the Corporation shall perform at least
the functions listed in (i) through (xi) below at or through its
office in New York in which at least the Chief Operating
Officer of the Company, the Controller of the Company, the
Manager of Quality Assurance, Claims and Administration and
the Office Manager will be located…”

None of the above mentioned positions were filled during or subsequent to the
examination period.

It should be noted that with regards to the NYS §332 assessment account and the Federal
Income Tax Payable account in the amounts of $179 and $87 respectively, the Company was
unable to provide documentation because it could not be located.

It is recommended that DICA complies with Sections 310(a)(2) and 310(a)(3) of the New
York Insurance Law and provide access to all documentation necessary to facilitate the
examination.

It is further recommended that DICA complies with its board resolution and fills and
maintains the positions of Chief Operating Officer, Controller, and Manager of Quality
Assurance, Claims and Administration, and Office Manager.

It is further recommended that DICA maintains adequate staff available in its New York
City office to facilitate the examination process.
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B.

Territory and Plan of Operation
DICA is licensed to conduct business only in New York State. The Company reports no

direct business writings; 100% of its premiums are derived under an approved assumed
reinsurance agreement from its only existing client, Mohawk Valley Health Plan (MVP), a New
York domiciled health maintenance organization (HMO) holding a Certificate of Authority
pursuant to Article 44 of the Public Health Law.

DICA assumed $5,661,219, $4,552,446,

$4,123,083, and $4,695,757 from MVP for calendar years 2000, 1999, 1998, and 1997,
respectively. Although DICA refers to the relationship with MVP as a reinsurance contract, the
Company does not reflect the transactions occurring under said agreement as assumed
reinsurance in its annual statements filed with the Department. In addition, the transactions are
not consistent with accounting standards for recording “reinsurance” transactions.

Effective January 1, 1997, DICA entered into a Quota-Share reinsurance agreement with
MVP. The agreement calls for the Company to assume 90% of MVP’s liabilities under a
contract rider that covers preventive dental benefits for children.

All of the Company’s

premiums come from risk assumed under this reinsurance contract. Premiums are paid directly
to MVP pursuant to benefit language and rates in its approved member contract. DBP, on behalf
of DICA, invoices MVP on a monthly basis for the current month’s “premium” at the rate of
$1.70 per member. MVP in turn pays DICA and records the payment as claims expense. DICA
records the claims and revenue on its books to mirror its “reinsurance agreement” with MVP.
The cash received by DICA from MVP is apportioned between the premium and claims
accounts. DICA records 90% of the cash to premium revenue and the other 10% as a reduction
to its claims expense.

Based upon the examination review, DICA

does not appear to be

functioning as a reinsurer of MVP, rather it is in essence functioning as a Third Party
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Administrator (TPA) of dental claims for MVP.

MVP is making payments to DICA to cover

claims that are being settled by DBP.

DICA has advised the Department that the reinsurance agreement with MVP will be
terminated effective February 1, 2003.

As a result, any recommendation for change to the

reinsurance agreement, or how it functions, will be held in abeyance.

Since the agreement

constitutes DICA’s only underwriting activity, its management has been advised that the
Department expects a revised business plan for the Company’s future insurance operations in the
State.

C.

Reinsurance
The Company did not cede (or retrocede) any business during the examination period.

D.

Holding Company System
DICA (f.k.a. Dental Benefit Providers Insurance Corporation), was a wholly-owned

subsidiary of DBP Ventures, Inc. (which was subsequently merged into DBP). In June 1999,
DICA became a controlled insurer of Irongate L.L.C. (Irongate), when Irongate acquired a
twenty percent (20%) interest and United Healthcare Services, Inc. (UHS) acquired an eighty
percent (80%) interest in DBP. UHS is a subsidiary of UHG.

During the examination period, DICA filed the required holding company documents
pursuant to Section 1503 of the New York Insurance Law.
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The following is the organization chart of the holding company system as of December
31, 2000:

United Health
Group
a Minnesota Company
Irongate, L.L.C.
a Delaware
Limited Liability Company

United HealthCare
Services, Inc.
a Minnesota Company
80%

20%

Dental Benefit Providers, Inc.
a Delaware Corporation

Licensed as a:
PPa in Massachusetts
TPA in California
URA in Connecticut
URA in Indiana
TPA in Kansas
TPA in Minnesota
TPA in Ohio
URA in Rhode Island
URA in Texas

Dental Benefit
Providers of
Maryland, Inc.

Dental Benefit
Providers of
California, Inc.

Dental Benefit
Providers of
New Jersey, Inc.

Dental Benefit
Providers of
Illinois, Inc.

Dental Insurance
Company of
America

a Maryland Corporation

a California Corporation

a New Jersey Corporation

a Illinois Corporation

a New York Corporation

Nonprofit Health Service
Plan license in Maryland
Dental Services Plan
license in Virginia
Health Care Corporation
license in Ohio
Prepaid Dental Care Plan
license in Colorado
Prepaid Health Care
Delivery Plan License in
Indiana (pending)

Knox-Keene specialized
Health Care Service
Plan license in California

Dental Plan
Organization licensed
in New Jersey

Limited Health Services
Organization in Illinois

Indicates Shareholder Ownership Greater
Than 10%
Indicates That a Management Agreement
Exists Between Two Entities

Accident and Health
Insurance Company in
New York

Indicates Majority Ownership (100%)
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Effective in December 1996, the Company entered into an Administrative Services Agreement
(“Agreement”) with its parent, Dental Benefit Providers, Inc. The services include, but are not limited to:
financial and accounting services, recommending changes in underwriting rules, utilization management,
terms of enrollment agreements, and overall administration of the Company’s day to day operations. The
Administrative Services Agreement was filed with and approved by the New York State Insurance
Department.

A review of the Agreement revealed that DICA was not operating in conformity with a number of
its provisions. Section 2.1 (Management) of the Agreement states:”

“The Company shall at all times maintain a management staff
consisting of a President, Controller, a Manager of Quality
Assurance, Claims and Administration, and an Office Manager,
to performs such tasks, at the direction of the Company’s Board
of Directors, as are normally associated with these positions.
These positions shall be staffed by persons whose professional
credentials are consistent with the requirements of their
respective responsibilities and each person shall be employed on
a full-time or part-time basis as the workload requirements of the
positions may dictate, except that the positions of President and
Controller shall always be filled on a full-time basis.”

It should be noted that the above positions during the examination period, with the exception of
the President were vacant. This item was also addressed in the “Conduct of Examination” section of this
report.

It is recommended that DICA and DBP comply with Section 2.1 (Management) of its
Administrative Services Agreement and maintain a management staff consisting of a President,
Controller, Manager of Quality Assurance, Claims and Administration, and an Office Manager, at a
minimum.
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Section 2.3.3 of the Administrative Services Agreement references an audit committee, which is to
perform specified duties under the terms of the Agreement.

As noted earlier, the DICA Board of

Directors has not established an audit committee.

It is recommended that DICA comply with Section 2.3.3 of its Administrative Services Agreement
by maintaining an audit committee, and having the committee perform the duties specified under the
Agreement.
Section 3.10 of the Agreement states:
“Any notices required to be given pursuant to the terms and
provision hereof shall be in writing and shall be deemed to have
been duly given if sent by certified mail, return receipt requested,
postage prepaid to DBP at: 7200 Wisconsin Avenue, Suite 800,
Bethesda, Maryland 20814 and to the Company at: 123 State
Street, Albany, New York 12207.”

It is recommended that the Administrative Services Agreement be amended to properly reflect the
current address of the Company.

Additionally, it was noted that the Administrative Services Agreement was to be signed by a DBP
representative, and a DICA representative. It should be noted that , Mr. Edward Murphy signed as Chief
Executive Officer for DBP, and as Secretary for DICA.

It is recommended that a separate individual, representing the full interests of DICA, should sign
the Agreement.
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In DICA’s report on organization, DICA entered into a tax allocation agreement with its then
parent, DBP Ventures, Inc. Effective June 2, 1999, DICA entered into a new Tax Allocation Agreement
with United Healthcare Services Corporation.

The Tax Allocation Agreement was filed with and

approved by the New York State Insurance Department on March 12, 1999. The services include, but are
not limited to United Healthcare gathering and reporting all information necessary to file a consolidated
tax return with DICA.

During the examination period the Company was subject to a “cash sweeping” agreement whereby
DBP swept money collected by DICA into its (DBP’s) own account. DICA maintains that this was done
to maximize investment opportunities and to pay management fees owed to the Parent.

It should be

noted that this causes DICA to lose control of its assets. Further, the funds are invested in the name of
DBP and are not titled to DICA. It should be noted that neither the “cash sweeping” nor its underlying
transactions were ever described in a written agreement nor were they ever submitted for the required
approval of the Superintendent.

Therefore, it

is in violation of Section 1505(c) of the New York

Insurance Law, which states:

“The superintendent’s prior approval shall be required for the
following transaction between a domestic controlled insurer and
any person in its holding company system: sales, purchases,
exchanges, loans or extensions of credit, or investments,
involving five percent or more of the insurer’s admitted assets at
last year-end.”

Section 2.2.3 of the Company’s administrative services agreement states in part:

“All underwriting, claims, and investment services provided by
DBP are to be based upon written criteria, standards and
guidelines of the Company. The Company shall have the
ultimate and final authority over decisions and policies, to include
but not be limited to, the acceptance, rejection or canceling of
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risks, the payment or non-payment of claims and the purchase
and sale of securities.”

In 2001, the sweeping process was discontinued and DICA established its own overnight
investment account.

E.

Significant Operating Ratio
The following ratio has been computed as of December 31, 2000, based upon the results of this

examination and it falls beyond the benchmark range set forth in the Insurance Regulatory Information
System of the National Association of Insurance Commissioners:
Net premiums written to capital and surplus

9.26 to 1

The underwriting ratios presented below are on an earned-incurred basis and encompass the fouryear period covered by this examination:

Claims
Claim adjustment expense
General administrative expense
Net underwriting gain (loss)
Premium Revenue

F.

Amounts

Ratios

$10,769,948
265,139
8,285,702
( 288,284)
$19,032,505

56.59%
1.39%
43.54%
( 1.51)%
100.00%

Investment Activities
DICA’s investments at the examination date consisted of four US Treasury Bills, which were held

to satisfy the initial capital/surplus requirements of Section 1402 of the New York Insurance Law. The
Company had incorrectly classified these Bills as long-term investments. It should be noted that the
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Company in classifying and calculating these securities for the reporting on Schedule D made several
errors. These are detailed as follows:

¨

For year-end 2000, the Company reported the US Treasury Bills as long-term

investments in Schedule D, and the interest income thereon in Exhibit 2, when in fact only
half of them should have been classified as long-term investments. In addition, it should
be noted that the Company was erroneously amortizing its investments that should have
been accounted for as short-term investments

It is recommended that the Company exercise due care in classifying its securities and that
short-term investments not be amortized.

Section 1411(a) of the New York Insurance Law states:
“No domestic insurer shall make any loan or investment unless authorized or approved by its
board of directors or a committee thereof responsible for supervising or making such investment
or loan. The committee’s minutes shall be recorded and a report submitted to the board of
directors at its next meeting.”

Question number 22 of the General Interrogatories page of DICA’s 2000 annual statement gives
an affirmative response that the purchase or sale of all investments of the Company is passed upon either
by the Board of Directors or a subordinate committee thereof. It was noted that none of DICA’s board
minutes reflected a discussion or details of any of DICA’s investment activities. Further, it was noted that
the DICA Board did not appoint an investment, audit, or any other committee.
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It is recommended DICA make true and accurate responses to annual statement interrogatories.

It is further recommended that DICA’s Board of Directors, or a subcommittee thereof review and
approve the purchase or sale of investments.

It is recommended that the Board of Directors be fully apprised of the Company’s investments and
financial position on a regular basis by management and that it authorize applicable transactions as
required by Section 1411(a) of the New York Insurance Law.

It is further recommended that the Company appoint appropriate committees to establish and
oversee its investment policy.

G.

Abandoned Property Law
Section 1316 of the Abandoned Property Law requires companies to make annual reports to the

State Comptroller by April 1 of each year, for unclaimed insurance proceeds. During the examination
period, the Company did not make any of its required filings.

It is recommended that the Company make the required filings under the Abandoned Property
Law.

H.

Accounts and Records
In some instances, DICA’s records and work papers for its accounts (i.e. NYS §332 assessments,

EDP receipts, etc.) during the period under examination did not provide sufficiently detailed explanations,
or supporting documentation.
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It is recommended that DICA maintain sufficiently detailed internal records which can be used to
support all the information reported in its annual statements filed with this Department.

It was noted that DICA failed to exercise due care when filing its year–end 2000 annual statement.
The following errors were found:
·

Schedule T – DICA listed its New York premiums in the
direct business only columns, when this amount should have
been reported on line 95 as reinsurance assumed.

·

The Company incorrectly reported a liability on its annual
statement for Federal Income Tax due and accrued.

·

The Company incorrectly reported half of the amount of
interest on one of its short-term investments.

·

The Company incorrectly reported a cash account balance
on its December 31, 2000 annual statement when the cash
account was closed March 31, 2000.

It is recommended that the Company exercise due care when preparing its annual statement.
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3.

A.

FINANCIAL STATEMENTS

Balance Sheet

The following shows the assets, liabilities and surplus as regards policyholders as determined by
this examination as of December 31, 2000. This statement is the same as the balance sheet filed by the
Company in its December 31, 2000 annual statement:

Assets

Ledger
Assets

Non-ledger
Assets

Not Admitted
Assets

Net Admitted
Assets
$1,145,964

Cash
Electronic data processing
Receivable from parent,
subsidiary and affiliate
Other non-admitted
asset
Deposits
Leasehold Improvement

$1,145,964
20,906

20,906

595,414

595,414

18,305
26,344
1,701

18,305
26,344
1,701

Total Assets

$1,808,634

$ 662,670

$1,145,964

Liabilities
Accident & health policy
& contract claims
General expenses due &
accrued
Federal income taxes due
& accrued
Total Liabilities

$ 521,000
13,251
87
$ 534,338

Surplus and Other Funds
Common Capital Stock
Surplus Notes*
Gross paid in and contributed surplus
Unassigned funds

$ 300,000
750,000
235,000
(673,374)

Total Capital and Surplus

$ 611,626

Total Liabilities and Surplus

$1,145,964
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*No liability appears for the above loan in the amount of $750,000 and accrued interest thereon in
the amount of $205,000. The loan was granted pursuant to the provisions of Section 1307 of the New
York Insurance Law. As provided in Section 1307 of the New York Insurance Law, repayment of
principal and interest shall only be made out of free and divisible surplus, subject to the prior approval of
the Superintendent of Insurance of the State of New York. It should be noted that no note in regards to
the 1307 loan appears on page 3 of the Company’s annual statement.

It is recommended that the Company comply with Section 1307(c) of the New York Insurance
Law and add a footnote on page 3 of its annual and quarterly statements filed with the Department,
showing the Company’s outstanding 1307 loan and interest accrued thereon.

For the period under examination, the Internal Revenue Service has not performed any audits of
the Company’s tax returns. The examiner is unaware of any potential exposure of the Company to any
further tax assessment and no liability has been established herein relative to such contingency.
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B.

Underwriting and Investment Exhibit
Surplus as regards policyholders increased $611,626 during the four-year examination period,

January 1, 1997 through December 31, 2000, detailed as follows:
Statement of Income
Premium and annuity considerations
Deductions:
Disability benefits and benefits under accident
and health policies
Increase in aggregate reserves for life and
and accident and health policies and contracts
General insurance expenses
Insurance taxes, licenses and fees, excluding
federal income taxes

$ 19,032,505

$ 10,769,948
265,139
8,002,693
283,009

Total underwriting deductions

19,320,789

Net underwriting loss
Net investment income
Other Income

( 288,284)
283,740
709

Net income (loss)
Federal income taxes incurred

( 3,835)
6,872

Net loss

$ ( 10,707)
Capital and Surplus Account

Surplus as regards policyholders, December 31, 1996

$
Gains in
Surplus

Net loss
Change in non-admitted assets
Paid in capital
Surplus adjustment
Aggregate write-ins for gains and losses
in surplus
Total gains and (losses)
Change in surplus as regards policyholders

0

Losses in
Surplus
$ (10,707)
(662,667)

$ 300,000
235,000
750,000
$1,285,000

.
$ (673,374)

Surplus as regards policyholders, per examination as of December 31, 2000

611,626
$

611,626
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4.

CLAIMS UNPAID AND UNPAID CLAIM ADJUSTMENT EXPENSES

The examination liability of $521,000 is the same as the amount reported by the Company as of
the examination date.

The examination analysis was conducted using statistical information contained in the Company’s
internal records and in its filed annual and quarterly statements, as well as information provided by the
Company. Such analysis utilized the payment run-off pattern through 2001 for claims incurred in 2000
and projected that pattern, modified as appropriate, to claims incurred in 2000.

5.

SUBSEQUENT EVENTS

As per its June 30, 2001 quarterly statement, DICA was impaired in the amount of $44,891.
Subsequent to the examination date, on September 28, 2001, DBP made a capital infusion of $701,504.
An additional infusion of $135,000 was received on October 31, 2001. In its annual statement as of
December 31, 2001, the Company reported sufficient surplus to meet its minimum requirements under
Section 4204 of the New York Insurance Law. However, the Department has not examined such financial
statements.

DICA incorrectly filed a life blank for its June 30, 2001 quarterly statement. It was previously
instructed to file a health blank. In its September 30, 2001 quarterly statement, the Company correctly
filed a health blank.
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6. SUMMARY OF COMMENTS AND RECOMMENDATIONS
ITEM
A.

PAGE NO.
Management
i. It is therefore recommended that DICA comply with its by-laws,
and have at least one board meeting every quarter.

5

ii. It is recommended that the board retain minutes for all of its meetings.
It is also recommended that all minutes of the board of directors reflect
the election and/or resignation of board members and officers. It is
further recommended that all board minutes reflect which members were
present and which members were absent.

6

iii. It is recommended that when board members of DICA unanimously
decide not to have a meeting, that all business of the board be
conducted via “Unanimous Written Consent” forms signed by each board member.

7

iv. It is recommended that DICA comply with its by-laws and have
its board meeting after its shareholders’ meeting. It is also recommended
that DICA’s board minutes reflect any and all business matters discussed in
its meetings; especially the election of a Chairman and other officers
of the Board, as well as officers of the Corporation, and the transaction of
such other business as may properly come before the meeting.

7

v. It is recommended that DICA hold its shareholders’ meeting annually,
in conformity with its by-laws.

8

vi. It is recommended that board members and senior officers complete
and sign conflict of interest forms on an annual basis.

8

vii. It is recommended that Company management identifies, prepares and
distributes significant periodic reports that measure the operations of the Company
to the Board of Directors.

8

viii. It is recommended that DICA comply with Sections 1202(a)(1) and (2) of the
NewYork Insurance Law and Article III - Section 2(a) of its by-laws, and
maintain a minimum of thirteen members on its board of directors.

9

ix. It is recommended that DICA provide the examiners with computerized access
at its New York office for all of its records.

10

x. It is recommended that DICA maintain personnel in its New York City office
that is sufficient to facilitate the examination process. It is further recommended
that DICA amend its board resolution to properly reflect its new address.

10

28

ITEM

B.

PAGE NO.

xi. It is recommended that DICA complies with Sections 310(a)(2) and
310(a)(3) of the New York Insurance Law and provide access to all
documentation necessary to facilitate the examination.

12

xii. It is further recommended that DICA complies with its board resolution
and fills and maintains the positions of Chief Operating Officer, Controller, and
Manager of Quality Assurance, Claims and Administration, and Office Manager.

12

xiii. It is further recommended that DICA maintains adequate staff available in its
New York City office to facilitate the examination process.

12

Territory, Plan of Operation
DICA has advised the Department that the reinsurance agreement with MVP
will be terminated effective February 1, 2003. As a result, any recommendation
for change to the reinsurance agreement, or how it functions, will be held in
abeyance. Since the agreement constitutes DICA’s only underwriting
activity, its management has been advised that the Department expects a
revised business plan for the Company’s future insurance operations in the State.

C.

D.

14

Holding Company
i. It is recommended that DICA and DBP comply with Section 2.1
(Management) of its Administrative Services Agreement and maintain a
managements staff consisting of a President, Controller, Manager of Quality
Assurance, Claims and Administration, and an Office Manager at a minimum.

16

ii. It is recommended that DICA and DBP comply with Section 2.3.3 of its
Administrative Services Agreement by maintaining an audit committee, and
having the committee perform the duties specified under the Agreement.

17

iii. It is recommended that the Administrative Services Agreement be amended to
properly reflect the current address of the Company.

17

iv. It is recommended that a separate individual, representing the full interests
of DICA, should sign the Agreement.

17

Investment Activities
i. It is recommended that the Company exercise due care in classifying
its securities and that short-term investments not be amortized.

20

29

ITEM

E.

PAGE NO.
ii. It is recommended that DICA make true and accurate responses to
annual statement interrogatories.

21

iii. It is further recommended that DICA’s Board of Directors, or a subcommittee
thereof reviews and approves the purchase or sale of investments.

21

iv. It is recommended that the Board of Directors be fully apprised of
the Company’s investments and financial positions on a regular basis by
management and that it authorize applicable transactions as required by
Section 1411(a) of the New York Insurance Law.

21

v. It is further recommended that the Company appoint appropriate
committees to establish and oversee its investment policy.

21

Abandoned Property Law
It is recommended that the Company make the required filings
under the Abandoned Property Law.

F.

22

Accounts and Records
i. It is recommended that DICA maintain sufficiently detailed internal
records which can be used to support all the information reported in
its annual statements filed with this Department.

22

ii. It is recommended that the Company exercise due care when preparing
its annual statement.

24

iii. It is recommended that the Company comply with Section 1307(c)
of the New York Insurance Law and add a notation on page 3 of its
annual and quarterly statements filed with the Department, showing
the Company’s outstanding 1307 loan and interest accrued thereon.

25

