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Midwest Medical Insurance Holding Company has
experienced a remarkable evolution since its inception
20 years ago. During this time, our core values of
physician ownership and participation, high-quality
professional management, superior quality, reasonable
pricing and returning value to our policyholder 
shareholders have led the way. They are the basis of
who we are, and they will sustain us as we go forward. 

From our modest beginnings in 1980 as an insurance
company serving a core group of physicians in
Minnesota, we have evolved into a diversified holding
company providing a variety of innovative products
and services to more than 8,500 physicians and 65
hospitals in seven states in the Midwest. We should
be proud of this record; this is our company, 
and it will remain so. 

Last year was our 18th consecutive year of profit. 
We announced a premium dividend of $8 million for
all physician policyholders who were insured with 
us in 1996, remained insured and renewed in 2001. 
Over the past eight years, we are pleased to have
returned more than $60 million in dividends to 
physician policyholders. Such growth and profitability
is a testament to MMIHC’s stability, financial strength,
innovation and commitment to policyholders. 

In 2000, the MMIHC board of directors voted to
restructure the company’s stock program to simplify
stock ownership. In doing so, we returned nearly 
$10 million to shareholders without altering their
ownership of the company. 

In last year’s annual report, we announced our new
vision statement: To be the most trusted business 
partner of healthcare providers. As we moved through
2000, our vision became a reality as many policyhold-
ers began taking advantage of more than one of our
new technology, insurance and strategic consulting
products and services.

Letter to shareholders

2000 was an exciting and successful year. We celebrated our twentieth year in the medical 

malpractice insurance business with another outstanding performance.

Andrew J.K. Smith, M.D.



Excellent Leadership

In 2000, five MMIHC board members were named to
Minnesota Physicians’ list of “The 100 Most Influential
Healthcare Leaders in Minnesota.” Joining MMIHC
President and CEO David Bounk and me on the list
were Drs. Patricia Lindholm, family practice, Fergus
Falls; Paul Sanders, family practice, Cambridge, and
Minnesota Medical Association CEO; and Judith Shank,
dermatology, Plymouth. Members of our board from
each of the states represented also have been 
recognized as community and healthcare leaders, 
and this is why they were chosen to guide the 
affairs of MMIHC.

Last year, we were pleased to welcome to the 
board Drs. Terence P. Cahill, Patricia J. Lindholm and
Roger H. Meyer, all board certified in family practice.
Dr. Cahill is chief of staff at United Hospital District,
Blue Earth, Minnesota. Dr. Lindholm practices in 
Fergus Falls, Minnesota, and Dr. Meyer is chief of 
surgery at Memorial Hospital, Steward, Nebraska. 
Drs. Roger L. Frerichs, G. William Orr, G. David
Spoelhof and Judith F. Shank retired from the 
board last year. We thank them for their service 
to the company and sage advice to management 
and wish them well in the future. 

This year’s annual report is titled “Expanding 
Our Sphere of Excellence.” As you read through it, 
I think you will find it an uplifting review of our
efforts to manage MMIHC in a fashion that ensures 
its continued success.

Sincerely, 

Andrew J.K. Smith, M.D.
Chair of the Board
Midwest Medical Insurance Holding Company 

Expanding the sphere 
of Excellence 

20 years of dedication

MMIC
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According to A.M. Best Company, MMIC has the 
largest physician and hospital medical malpractice
market share in the combined states of Minnesota,
North Dakota, South Dakota, Iowa and Nebraska. 
Our success in gaining market share is a reflection 
of our five-year growth strategy commencing in 1998.
Written premium growth of 20 percent in the last
three years is attributed to our extremely high 
policyholder retention and our success in writing 
new hospitals, large clinics and health systems, as
well as small physician groups and solo physicians.

In 2000, MMIC far exceeded challenging goals for 
policyholder retention and new growth. We retained
nearly 99 percent of our policyholders compared to a
goal of 95 percent, and new direct written premium 
of $4.1 million surpassed our goal by $600,000.

Creative solutions for 
today’s concerns

Our strategic business plan initiated in 1998 
included the development of noninsurance products
and services that support the needs of independent
medical practices. Through MMIC™ Technology
Solutions (formerly Midwest Medical Solutions), 
we have developed a variety of technology products
and services, such as the MMIC™medportal Web site,
MMIC™ Practice Solutions and MMIC™ Technology
Consulting that have great potential for the company
and our shareholders.

Medportal subscribers now have access to Web-based
transcription services, a practice management system
that includes a fully integrated electronic medical
record system, MD Consult, online purchasing and a
variety of other products and services. The Medportal
Web site (www.mmicmedportal.com) has been well
received by policyholders and noninsureds. In 2000, 
it also has been recognized nationally, receiving a Web
design quality award last October. This year, our sales
and marketing staff will heavily market the benefits 
of Medportal membership to our policyholders. 

Through MMIC™ Practice Solutions, which provides
software and business solutions to healthcare profes-
sionals, our policyholders have access to an Internet-
based practice management system, electronic medical
records system and business office outsourcing.

MMIC™ Technology Consulting had a remarkable 
start in 2000. Working mostly in the Twin Cities area,
Technology Consulting helped many of our policyholders
with network and Web site development, project 
management and other technology concerns.

Presidents’ letter

During 2000, we successfully expanded our sphere of excellence with continued insurance

growth and profitability and introduced exciting technology and strategic consulting 

initiatives that embody our new vision.

4

David P. Bounk
MMIHC President & CEO



new achievements in 2000

Among others, these milestones were reached:
• We acquired 20 percent ownership of Partners
Healthcare Consulting, LLC, a healthcare consulting
group offering a variety of healthcare-specific,
strategic consulting services. Currently, Partners 
has more than 48 active clients.

• MMIC Benefits, our employee benefits agency,
expanded its services into Iowa, South Dakota 
and Nebraska and now has more than 300 clients. 

• We successfully began the first steps in a new
branding campaign to take advantage of MMIC’s
reputation in the industry for quality products and
services, excellent customer service, knowledgeable
staff and innovative ideas. The following business
units were renamed to reflect the MMIC brand:

– Midwest Medical Solutions Inc. 
to MMIC™ Technology Solutions

– MedPower Information Services Inc. 
to MMIC™ MedPower

– IT Consulting to MMIC™ Technology Consulting

As always, we continue to expand our sphere of 
excellence to increase our value and level of service 
to policyholders. Our challenge today and in the
future is to understand policyholder needs while 
helping them prepare for the future. We accept the
challenge to be your most trusted business partner.

David P. Bounk
President and CEO
Midwest Medical Insurance Holding Company

Jack L. Kleven
President and COO
Midwest Medical Insurance Company

Jack L. Kleven
MMIC President
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Q In last year’s annual report, MMIHC announced its
new vision and mission statements. What do you
mean when you say, “We want to be your most
trusted business partner”?

A When healthcare providers think of their business
partners, we want them to think of MMIHC first.
We are confident MMIC is seen as their most 
trusted malpractice partner, and we are building
on that relationship. Our goal is to be the 
company they know and trust to deliver the 
highest-quality products and services that help
them continue to provide quality healthcare.

Q Over the past several years, MMIHC has acquired
a benefits agency, formed a partnership with a
healthcare consulting group and is now offering
technology products and services. Will this 
diversification have an effect on MMIHC’s ability 
to deliver quality medical malpractice products
and services?

A Our diversification is part of a strategic plan to
strengthen the entire MMIC group of companies,
especially the medical malpractice insurance 
operation. In no way are we losing sight of our 
core values and the major focus of our organization.
As we implemented our broader strategy, we have
conscientiously improved our medical malpractice
products and services. Our operational depart-
ments are stronger and more efficient, both 
individually and collectively. For 20 years, 
we have distinguished ourselves as a quality
provider in the medical malpractice arena.
Diversification and growth, while stressing 
quality in all areas, positions us to be even 
more successful.

Q How will this diversification benefit policyholders? 

A Policyholders will benefit two ways. The direct
benefit is MMIHC’s ability to provide quality 
products and services that are important to client
operations at an appropriate cost. Another benefit
is that we will use all profits generated to reduce
malpractice cost, keep MMIC competitive and
financially strong, develop other important 
products and services, or return dividends to our
owners. The goal of diversification has always been
to benefit our policyholders and shareholders.

Q The business strategy of growth and diver-
sification seems to be working. Are there plans 
to expand MMIC into other states and offer 
other services? 

A Our plan is to concentrate on being the dominant
carrier in our region. We want to be the top writer
of medical professional liability in each of our 
five main states, and that goal has already been
achieved in Minnesota, Iowa and North Dakota.
Our market penetration in Nebraska has tripled
since merging with Medical Liability Mutual in
1996. Increased marketing efforts in South Dakota
and Wisconsin have also produced promising
results, and we have far exceeded our goals by
writing more than 65 hospitals.

Interview with key leaders

Conversations with MMIHC Board Chair Andrew Smith, M.D., MMIHC President and 

CEO David Bounk and MMIC President Jack Kleven.

Andrew j.k. Smith



As we continue to strengthen our base, we believe
there is still plenty of opportunity for growth 
in our region. We are also receptive to potential
affiliations with other similar physician-owned
companies, if those opportunities arise.

Primarily, we need to maintain our existing 
high-quality products and services. As we capture
more of the available market, we will consider
other related areas such as laboratories and home
healthcare. We have broadened our products
recently by adding physician administrative
defense, managed care directors’ and officers’ 
and employment practices liability, ancillary 
healthcare, and general liability coverages.
Administrative defense coverage for hospitals 
will be available in the near future, and we 
will stay attuned to additional products and 
services to benefit our customers.

Q Why did MMIHC restructure its stock in 2000?

A MMIHC restructured its stock to simplify stock
ownership. Each physician still owns the same
percentage share of the company after the
restructure as he or she did before. The restructure
simply expedited the payment of the redemption
value of the shares, nearly $10 million, and it 
provided capital to shareholders during difficult 

economic times in the healthcare industry. 
The elimination of the redemption feature also
reduced the administrative burden of tracking 
the stock for physicians and clinics.

Q When will the company receive a return on its
investment in MMIC™ Technology Solutions?

A We created MMIC™Technology Solutions to 
assist policyholders in their day-to-day practices.
Technology Solutions provides a wide range 
of services designed to help physicians reduce
their costs, increase revenue and streamline 
their operations. 

Like many new business ventures, it may be 
a few years before Technology Solutions is 
profitable. Our business plan anticipates all 
new business units, not just Technology Solutions,
will become profitable by the end of their third
year. Currently, our agency, MMIC Benefits, has
already reached a profitable position, and MMIC™
Technology Consulting is very near break even.
The MMIC™medportal and MMIC™ Practice
Solutions are still in the development stages 
but are on target for the three-year goal.  

jack kleven

david p. bounk
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Q Can policyholders expect to perform more insur-
ance-related business on the MMIC™medportal
Web site in the future? 

A Absolutely. We expect future enhancements will
build on today’s services. Currently clients can
request a quote, apply for insurance, report 
a claim, review risk management publications, 
register for seminars, order videocassettes 
and request policy changes such as adding or
deleting physicians. We are also evaluating 
a variety of new services for policyholders, 
including online access to financial and claim 
history, and the ability to pay premiums online.

Q It looks like MMIHC is partnering with well-known
companies for Medportal products and services.
Would it be more economical for the company 
to develop its own products? 

A It depends on the specific service we make 
available through the Medportal. In general, 
we have found it much faster as well as more
cost-effective to collaborate with quality, third-
party organizations. Internal development of
applications can be time-consuming and expen-
sive. However, there are a few instances when
internal development makes sense. For instance,
our information technology staff developed many
of the insurance-related services on the Medportal
due to our expertise in this area, and they are
developing risk management CME courses. With
each new endeavor, we will evaluate the pros 
and cons of the build-versus-buy approach 
before we move forward.

Q The Institute of Medicine’s (IOM) report on 
medical errors raised questions about the quality
of care. What is MMIC doing to respond to the
IOM report to help policyholders address patient
safety issues?

A Through our risk management department, we
have always focused on quality of care and
patient safety as the best means of preventing
malpractice claims. However, since the IOM report,
we have taken a more active role to bring more
patient safety information to policyholders. Last
year, we participated in Minnesota Physicians’
Roundtable on Patient Safety to address how risk
managers can play a critical role in patient safety.
We are one of the sponsors of the Annenberg 
conference on patient safety to be held in May.
Our law and health policy department has a 
leadership role in the new Minnesota Alliance 
for Patient Safety. This is a public/private group
working to address patient safety on a community
and state-wide level. We continue participating 
in state and federal advocacy efforts related to
the development of patient safety standards and
systems for reporting medical errors. We also
added patient safety columns to the Review
and Perspectives on Prevention, two in-house 
publications for policyholders.  

Q MMIHC seems to be ahead of other insurance
companies in understanding the new federal
HIPAA (Health Insurance Portability and
Accountability Act) regulations. How will the
company help clinic and hospital policyholders
understand and comply with the regulations?

A MMIC has been closely monitoring the develop-
ment of HIPAA regulations and how they will
affect policyholders. We are also participating 
in the development of national and regional
efforts to coordinate HIPAA implementation
through the Strategic National Implementation
Process of the Work Group on Electronic Data
Interchange and the Minnesota Health Data
Institute. Currently, we are spearheading a 
coalition of healthcare organizations to 
present consistent HIPAA education and tools 
to providers. MMIC™ Technology Consulting and
Partners Healthcare Consulting are developing
consulting resources to assist policyholders with
HIPAA implementation. Our newsletter and 
Web site materials also keep policyholders
informed about HIPAA.



Q The medical malpractice insurance market is 
hardening with premiums rising. What impact 
has this had on MMIHC? What are your views 
on the future of the market?

A At the end of 2000, there clearly was hardening 
in the reinsurance market. We experienced this
during our negotiations for a new three-year 
reinsurance contract for Jan. 1, 2001–Jan. 1,
2004. Under the circumstances, we are satisfied
with the new contract, but because of increased 
reinsurance rates, it is likely that we will have 
to raise our rates. 

According to industry experts, recent countrywide
medical malpractice rates have been too low in
view of increasing frequency and/or severity of
claims as well as decreasing loss reserve adequacy.
However, the primary market has remained soft
mainly because of excess capacity, and we have
seen only occasional indications of hardening. 
It seems likely that reserve inadequacies and 
the tightening of the reinsurance market will
eventually generate a more pervasive hardening 
of the primary market.

Comparatively, MMIC and its owners are in an
enviable position as market conditions play out.
We have always stressed the fundamentals —
strong reserves and fair but adequate pricing.
Although our severity of claims has increased, 
it is much lower than national averages, and our
frequency of claims is at a record low. We are not
in a position of playing catch-up like some of 
our competitors and should enjoy a competitive
advantage as the primary market truly hardens. 

We will not unduly raise our rates because a 
hardening market may permit it. We will remain
consistent by setting appropriate rates, which 
are actuarially sound. Our dividend program will
remain intact, and if rates prove to be more 
than adequate, excess profits will be returned 
to our owners.

Midwest Medical Insurance Holding Company  
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MMIHC had an outstanding operational year in 2000.
Direct written premiums of $48.6 million exceeded our
goal, and the company now boasts in-force premiums
in excess of $50 million for the first time in its history.
Outstanding policyholder retention and new written
premium business of $4.1 million were keys to our
continued growth. In 2000, policyholder count
increased by 12 percent.

Loss experience continues to be better than expected.
Frequency of five professional liability claims per 100
policyholders represents a record low for MMIC, 
and increases in loss severity have been moderate
compared to dramatic nationwide trends. 

Investment income was up as interest rates 
increased, resulting in yield pickups in the bond 
portfolio. Gains of $10 million were realized, during 
a planned technology sector allocation reduction in
the first quarter of 2000. As a result of this increase
in investment income and a refund of $4.2 million
from the IRS, net income of $5.3 million exceeded 
the stated goal of $1.6 million.  

Assets declined as a result of the equity market 
downturn in the fourth quarter. The streak of five
years with 35 percent gains in the equity portfolio
drew to a close as the equity portfolio declined 
10.1 percent in 2000. The large cap equity three-
year return still stands at a healthy 66.2 percent. 
This downturn in equity performance also affected
MMIHC’s shareholders’ equity through reduction in 
the unrealized gains, net of tax, of $4.9 million.
Another factor in the reduction in both assets and
shareholders’ equity was the stock restructure 
undertaken during 2000. Nearly $10 million was
returned to the shareholders through the restructure. 
MMIHC still maintains a strong shareholders’ equity
position with more than $140 million, allowing it to
retain its A rating from A.M. Best.
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Bonds — 55.6%

Stocks — 32.8%

Short-term
7.4%

Other — 4.2%

financial highlights

Investments by Category — Fair Value 2000
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a twenty-year retrospective

Last year, as we celebrated our twentieth year, 
we paused to reflect on the strength and stability 
of our company, realizing that a plan of measured
growth and diversification has shaped our success
from 1980 through 2000.

Over the past 20 years, MMIHC has preserved its 
core business while expanding its sphere of excellence 
geographically and by type of policyholder and 
services offered. We have grown from serving 1,249
policyholders in the state of Minnesota in 1980 to 
underwriting more than 8,500 physicians and 65 
hospitals in Minnesota, North Dakota, South Dakota,
Iowa, Nebraska, Wisconsin and Illinois. This dramatic
increase in our policyholder base is confirmation 
of MMIHC’s responsiveness and adaptability to 
policyholders’ needs and the changing medical 
malpractice industry. 

expanding on a solid 
foundation

In its beginning, MMIHC focused on direct marketing
to physicians. A decade later, we began using agents
and brokers to reach large accounts such as hospitals
and healthcare facilities. Today, our book of business
is 80 percent direct and 20 percent through agents
and brokers. 

During the past two decades, the Underwriting
Department has focused on providing product 
excellence through broader coverage with competitive
but responsible pricing. Our products grew from cover-
age for physicians and clinics to include coverage for
independent physician associations, physician and
hospital organizations, hospitals and health systems. 

Our pricing integrity has resulted in 18 consecutive
years of profits and 8 years of premium dividends. 
We have returned $60 million to policyholders.
Throughout our 20 years, we have maintained 95 
percent to 99 percent policyholder retention, which
has contributed to a direct written premium of $48.6
million. We did all this without sacrificing profitability
to achieve premium growth.

From the beginning, our Claim Department has man-
aged claims in an extremely efficient manner, produc-
ing claim statistics unprecedented in our industry.
Four claim efficiency statistics — frequency, average
indemnity, allocated loss adjustment expense (ALAE)
and trial success ratio — exemplify our excellence in
the insurance industry. Historically, our frequency 
of new physician claims has been between 7 to 
11 claims per 100 policyholders, significantly lower 
than our peer companies. Our average indemnity,
which measures the claim severity component in 
our rate-making process, also has been continually
below peer companies. Many peer companies 
relinquish the claim investigation portion to defense
attorneys, which quickly escalates the ALAE. Through
more disciplined claim management we have had loss
adjustment expenses far below industry averages.
MMIC is recognized for taking a firm stance against
paying unmeritorious claims and has a historical trial
success rate of more than 85 percent. 

Management’s discussion and analysis

Policyholder Growth

Year Policyholders Hospitals

1980 1,249 0

1990 3,588 0

2000 8,500 65



Since MMIHC’s inception, our Risk Management
Department has been committed to helping 
policyholders develop practices that minimize 
malpractice risk while providing high-quality 
medical care. The department has evolved from 
providing basic risk management services to 
individual physicians and clinics to presenting 
a comprehensive set of customized services to 
physicians, clinics, physician groups, hospitals 
and health systems. We are continuously enhancing
our premier services to stay ahead of the changing
healthcare environment. These services include on-site
surveys, focused interventions, customized seminars
and workshops, litigation support and various resource
manuals and publications. 
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Risk Management — Premier Services

• On-site and self surveys

• Telephone consultations

• Risk management training

• Risklutions© Toolkit Workshops

• Customized risk management seminars

• Focused risk management intervention

• Litigation support

• Risk Management publications and resources:
– Minimizing Obstetrical Risk
– Risklutions©: Tips, Tools and Techniques
– Perspectives on Prevention
– Partners in Prevention
– Patient Safety Perspective
– Risk Management for Office Staff

• Videotape Library on MMIC™medportal Web site
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excellence continues

Twenty years later, the excellence continues. By 
almost any measure, 2000 was another successful 
year for the insurance operations. In 2000, MMIHC
retained 98.8 percent of its policyholders, wrote 
$4.1 million in new direct written premium and
attained a 115 percent combined ratio. These 
results equaled or bettered our 2000 goals and 
fueled the MMIC net income of $5.3 million. 

Last year, the Underwriting Department expanded the
MMIHC clinic, hospital and healthcare system book 
of business. They also successfully introduced the
Physicians Administrative Defense Endorsement that
provides defense coverage for allegations of billing
fraud and abuse.  

The Risk Management Department introduced a number
of initiatives including a series of Risklutions© Toolkit
Workshops, a risk management handbook for medical
office staff, an enhanced patient safety program and
online educational materials and advice through the
MMIC™medportal Web site.

The Claim Department produced another outstanding
year with claim efficiency results mirroring those of
recent years. Of note, our frequency of physician or
clinic claims resulted in a historical low of 5 per 100
policyholders. While average indemnity on closed cases
was skewed upward by a few high-severity cases, only
27 percent of the closed claims required an indemnity
payment compared to our historical average of about
32 percent. We continued to take all defensible cases
to trial. For the second consecutive year, 90 percent of
court trials were favorable for the defense. This trial
result was achieved even as we reduced ALAE, mainly
defense attorney costs, by 5 percent.

Midwest Medical Insurance Holding Company   
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Rate of Paid Closings

Year MMIC PIAA

2000 27.0% 31.0%

1999 28.7% 27.0%

1998 30.0% 32.0%

1997 30.0% 30.8%

1996 35.0% 27.8%

1995 32.0% 30.1%

1994 37.0% 31.3%

1993 32.6% 31.0%

Average ALAE

Year MMIC PIAA

2000 $13,397 $22,809

1999 $14,091 $22,091

1998 $10,075 $25,664

1997 $ 9,588 $22,392

1996 $10,075 $19,261

1995 $ 9,333 $19,071

1994 $ 7,514 $21,427

1993 $ 8,836 $18,779
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Our Sales and Marketing Department had a successful
year concentrating on cross-selling all of our products
and services — insurance and noninsurance. This
multi-relationship focus contributed greatly to the
achievement of our 2000 insurance growth and reten-
tion goals and developed a policyholder awareness 
and understanding of our vision. 

A great part of our success is our ability to listen to
what policyholders are saying and to provide sound
solutions to their problems. Our staff spent much of
last year enhancing our products and services to 
provide for our policyholders’ present and future
needs. We believe these enhancements contributed 
to nearly 99 percent policyholder retention for our 
core insurance business.

The cornerstone of our broadened vision is the 
ongoing profitable growth of MMIC through its 
excellent products and unparalleled customer service.
As synergy develops from all of our business units, 
we are providing additional quality benefits to our 
customers and strengthening our core business.
Building on our first 20 years of success, MMIHC 
is prepared to tackle the more diverse challenges 
of the future.

MMIC’s Rankings by State 

State Ranking

Minnesota 1

Iowa 1

North Dakota 1

South Dakota 3

Nebraska 2

Source: A.M. Best Company, 1999

MMIC is committed to developing 
multi-relationships with policyholders.
Children’s Respiratory and Critical Care
Specialists, a policyholder since 1988, uses 
a variety of MMIC products and services.

“MMIC has an excellent reputation for 
service and superior products. Because of 
our longstanding relationship with MMIC for
malpractice insurance, I feel that we can 
trust them to choose good partners, products
and services,” says Stamm, “I have found
their technology consulting services to be 
very good.”

John Stamm
Clinic Administrator 
Children’s Respiratory and Critical Care Specialists
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We have audited the accompanying consolidated 
balance sheets of Midwest Medical Insurance Holding
Company and Subsidiaries as of December 31, 2000
and 1999, and the related consolidated statements 
of income, changes in shareholders’ equity and cash
flows for each of the three years in the period ended
December 31, 2000. These financial statements are
the responsibility of the Company’s management. 
Our responsibility is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with auditing
standards generally accepted in the United States.
Those standards require that we plan and perform the
audit to obtain reasonable assurance about whether
the financial statements are free of material misstate-
ment. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in
the financial statements. An audit also includes
assessing the accounting principles used and signifi-
cant estimates made by management, as well as eval-
uating the overall financial statement presentation.
We believe that our audits provide a reasonable basis
for our opinion.

In our opinion, the financial statements referred to
above present fairly, in all material respects, the 
consolidated financial position of Midwest Medical
Insurance Holding Company and Subsidiaries at
December 31, 2000 and 1999, and the consolidated
results of their operations and their cash flows for
each of the three years in the period ended December
31, 2000, in conformity with accounting principles
generally accepted in the United States.

Minneapolis, Minnesota
February 2, 2001
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Report of independent auditors

Board of Directors Midwest Medical Insurance Holding Company and Subsidiaries
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Consolidated balance sheets
(In thousands, except for share amounts)

Assets
Investments:

Fixed maturities at fair value 
(cost: 2000 — $148,832; 1999 — $159,464)

Equity securities at fair value 
(cost: 2000 — $49,739; 1999 — $46,216)

Short-term
Other

Cash
Accrued investment income
Premiums receivable
Reinsurance recoverable on paid and unpaid losses
Amounts due from reinsurers
Other assets
Total assets

Liabilities and shareholders’ equity
Liabilities:

Unpaid losses and loss adjustment expenses
Unearned premiums
Policyholder dividends
Deferred income taxes
Amount due to reinsurers
Other liabilities
Class A Redeemable Common Stock

Total liabilities

Shareholders’ equity:
Class B Common Stock — authorized, issued and 

outstanding, 1 share
Class C Common Stock — authorized, 300,000 shares; 

issued and outstanding, 7,961 shares in 2000 and
no shares in 1999; no par value

Paid-in capital
Retained earnings
Net unrealized appreciation of investments

Total liabilities and shareholders’ equity
See accompanying notes.

December 31

2000 1999

$ 146,516 $ 153,950

86,418 104,898
19,587 9,128
10,915 10,000

263,436 277,976

976 1,821
2,286 2,317
6,214 7,143

18,833 19,285
1,390 3,833
8,606 7,801

$ 301,741 $ 320,176

$ 118,478 $119,141
12,050 12,797
8,108 10,175
6,635 12,201
5,248 –

10,624 10,259
– 7,802

161,143 172,375

1 1

– –
12,789 12,789

104,524 100,095
23,284 34,916

140,598 147,801
$ 301,741 $ 320,176
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Consolidated statements of income
(In thousands)

Year ended December 31

2000 1999 1998
Revenues:

Net premiums earned $41,344 $46,583 $35,014
Net investment income 12,268 10,963 10,971
Realized capital gains 10,502 7,220 9,081
Other 4,332 2,823 1,352

68,446 67,589 56,418

Losses and expenses:
Losses and loss adjustment expenses 39,587 41,468 37,494
Policyholder dividends 8,108 10,175 –
Underwriting, acquisition and insurance expenses 7,570 7,197 6,698
Other operating expenses 7,612 6,197 3,589

62,877 65,037 47,781
Income before income taxes 5,569 2,552 8,637

Income taxes 283 816 2,689
Net income $5,286 $1,736 $5,948
See accompanying notes.
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Consolidated statements of changes 
in shareholders’ equity
(In thousands) Accumulated

Class B Other
Common Paid–In Retained Comprehensive

Total Stock Capital Earnings Income

Balance at December 31, 1997 $126,291 $1 $12,789 $93,643 $ 19,858
Comprehensive income:

Net income 5,948 – – 5,948 –
Other comprehensive income:

Unrealized gains on securities net 
of $9,111 in taxes 16,921 – – – 16,921

Reclassification adjustment for 
gains included in net income 
net of $3,132 in taxes (5,817) – – – (5,817)

Total comprehensive income 17,052
Dividend paid by Midwest Medical 

Insurance Company to Midwest Medical 
Insurance Holding Company (2,000) – – (2,000) –

Net loss of non-insurance entities 
includable in Class A Common Stock 
redemption value 1,104 – – 1,104 –

Balance at December 31, 1998 142,447 1 12,789 98,695 30,962
Comprehensive income:

Net income 1,736 – – 1,736 –
Other comprehensive income:

Unrealized gains on securities 
net of $3,708 in taxes 8,600 – – – 8,600

Reclassification adjustment for 
gains included in net income 
net of $2,394 in taxes (4,646) – – – (4,646)

Total comprehensive income 5,690
Dividend paid by Midwest Medical 

Insurance Company to Midwest 
Medical Insurance Holding Company (2,050) – – (2,050) –

Net loss of non-insurance entities 
includable in Class A Common Stock 
redemption value 1,714 – – 1,714 –

Balance at December 31, 1999 147,801 1 12,789 100,095 34,916
Reclassification of equity components 

related to stock restructure 172 – – – 172
Comprehensive income:

Net income 5,286 – – 5,286 –
Other comprehensive income:

Unrealized losses on securities net 
of $2,515 in tax benefits (4,873) – – – (4,873)

Reclassification adjustment for 
gains included in net income 
net of $3,571 in taxes (6,931) – – – (6,931)

Total comprehensive income (6,518)
Dividend paid by Midwest Medical 

Insurance Company to Midwest 
Medical Insurance Holding Company (3,000) – – (3,000) –

Net loss of non-insurance entities 
includable in Class A Common Stock 
redemption value 3,496 – – 3,496 –

Excess of tender price over redemption 
value related to stock restructure (1,353) – – (1,353) –

Balance at December 31, 2000 $140,598 $1 $12,789 $104,524 $23,284
See accompanying notes
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Consolidated statements Cash flows
(In thousands)

Year ended December 31

2000 1999 1998
Operating activities
Net income $5,286 $1,736 $5,948
Adjustments to reconcile net income to net cash 

provided by (used in) operating activities:
Decrease (increase) in accrued investment income 31 (578) 602
Decrease (increase) in premiums receivable 929 (5,120) (1,489)
Decrease (increase) in reinsurance recoverable 452 (2,786) 2,618
Decrease (increase) in amounts due from reinsurers 2,443 (642) (3,191)
Increase in other assets (805) (1,178) (2,224)
Deferred tax provision 516 (90) 1,354
(Decrease) increase in unpaid losses and 

loss adjustment expenses (663) 8,177 3,158
(Decrease) increase in unearned premiums (747) 4,624 2,101
(Decrease) increase in policyholder dividends (2,067) 10,175 –
Decrease in retrospective premiums – (8,543) (1,362)
Increase (decrease) in amounts due to reinsurers 5,248 – (2,984)
Increase (decrease) in other liabilities 365 4,015 (5,145)
Accretion of bond discount, 

net of premium amortization (253) (636) (134)
Realized capital gains (10,502) (7,220) (9,081)
Compensation expense for vested 

Class A Common Shares 1,311 253 224
1,544 2,187 (9,605)

Investing activities
Purchases of fixed maturity investments 

and equity securities (106,361) (171,139) (401,922)
Sales of fixed maturity investments 

and equity securities 120,049 174,651 398,717
Calls and maturities of fixed maturity investments 4,180 2,000 1,250
Net (purchases) sales of short-term investments (10,459) (5,572) 10,352

7,409 (60) 8,397

Financing activities
Redemption of Class A Common Shares (9,798) (953) (523)

(Decrease) increase in cash (845) 1,174 (1,731)
Cash at beginning of year 1,821 647 2,378
Cash at end of year $   976 $   1,821 $   647
See accompanying notes.



1. Accounting Policies 

Organization and Operations

The Minnesota Medical Insurance Exchange began
operations in October 1980 as a reciprocal or 
inter-insurance exchange organized under Chapter 
71A of the Minnesota Statutes. Minnesota Medical
Management, Inc. was the Insurance Exchange’s 
attorney-in-fact and was responsible for management
of the Insurance Exchange.

On November 30, 1988, the Insurance Exchange was
reorganized into a stock insurance company, Midwest
Medical Insurance Company, under the statutes of the
State of Minnesota. Concurrently, Medical Management
merged with the Midwest Medical Insurance Holding
Company, which then acquired all outstanding shares
of the reorganized stock company.

Effective July 1, 1993, Midwest Medical merged with
Iowa Physicians Mutual Insurance Trust, a physician-
owned professional liability insurance company 
providing insurance coverage to Iowa physicians. 
As provided for in the agreement and plan of merger,
Iowa Physicians was merged into Midwest Medical. 
The merger was accounted for as a pooling-of-interests.

Effective June 5, 1996, Midwest Medical merged 
with Medical Liability Mutual Insurance Company of
Nebraska, a physician-owned professional liability
insurance company providing insurance coverage to
Nebraska physicians. As provided for in the agreement
and plan of merger, Medical Liability Mutual was
merged into Midwest Medical. The merger was
accounted for as a pooling-of-interests. 

During 1997, Midwest Holding formed Midwest
Medical Solutions, Inc. as a business development
company to strengthen and promote the independence
and interdependencies of physicians, clinics and 
hospitals that Midwest Medical serves. Business 
development opportunities being pursued include 
practice enhancement, strategic consulting and 
technology services and support.

Effective January 1, 1998, Solutions purchased 
the assets of MedPower Information Services, Inc.
Solutions then contributed those assets to its 
newly formed, wholly-owned subsidiary, Medpower
Information Resources, Inc. MedPower processes and
electronically submits medical claims for a network 
of over 100 provider entities.

MMIHC Insurance Services, Inc. was incorporated in
1995 and began active operations in January 1999
with the acquisition of a book of business from
Johnson-McCann Benefits, Inc. Services is an 
insurance agency specializing in providing clients
with group insurance products such as health, 
dental, life, disability and workers’ compensation.

Midwest Holding provides management and adminis-
trative services to Midwest Medical, Solutions and
MedPower for a fee generally equal to the cost of
services provided. Services operates independently
with its own management and administrative staff
and therefore does not have a management agreement
with Midwest Holding.

Midwest Medical provides professional liability 
insurance to physicians, clinics, hospitals and health-
care systems in Minnesota, Iowa, Nebraska,
Wisconsin, Illinois, North Dakota and South Dakota.
Insurance policies issued by Midwest Medical are on 
a “claims made” basis and provide coverage for the
policyholder for claims first made against the policy-
holder and reported to Midwest Medical during the
policy period for claims which occurred on or after
the retroactive date stated in the policy.

Midwest Medical provides, upon payment of an 
additional premium, a reporting endorsement which
extends the period in which claims otherwise covered
by the “claims made” policy may be reported to
Midwest Medical. In the event of death or permanent
disability of a policyholder, the reporting endorsement
is issued without additional premium. Upon retire-
ment, as defined in the policy, a policyholder with 
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at least five years of consecutive coverage with
Midwest Medical is eligible for a credit toward the
additional premium for the reporting endorsement.

Prior acts coverage may be purchased by policyholders
who were previously insured under a “claims made”
policy with another professional liability insurer for
an additional premium at the option of the insured 
in lieu of purchasing reporting endorsement coverage
from the previous insurer.

Principles of Consolidation

The consolidated financial statements include 
the accounts of Midwest Holding and its wholly-
owned subsidiaries, Midwest Medical, Services and
Solutions, which includes Solution’s wholly-owned
subsidiary, MedPower. All transactions between 
Midwest Holding and its subsidiaries have been 
eliminated in consolidation with the exception 
of the distribution of capital to Midwest Holding 
by Midwest Medical in the form of dividends.

Hereafter, Midwest Holding, Midwest Medical,
Services, Solutions and MedPower shall be 
collectively referred to as the Company unless 
the reference pertains to a specific entity.

Basis of Presentation

The consolidated financial statements have been 
presented in conformity with accounting principles
generally accepted in the United States, which 
differ in certain respects from statutory accounting
practices followed by Midwest Medical in reporting 
to the Department of Commerce of the State of
Minnesota (see Note 10).

Use of Estimates

The preparation of financial statements in conformity
with accounting principles generally accepted in the
United States requires management to make estimates
and assumptions that affect the reported amounts of
assets, liabilities, revenues and expenses, as well as
disclosure of contingent assets and liabilities at the
date of the financial statements. Actual results could
differ from those estimates.

Investments

The Company manages its investment portfolio 
to achieve its long-term investment objective of 
providing for the financial stability of the Company
through preservation of assets and maximization of
total portfolio return. Although management believes
the Company has the ability to hold its fixed maturity
investment portfolio to maturity, these investments
are classified as “available for sale,” as management
may take advantage of opportunities to increase total
return through sales of selected securities in response
to changing market conditions.

Consistent with management’s classification of its
investment in debt and equity securities as available
for sale, such investments are carried at fair value,
with unrealized holding gains and losses reflected as
a component of other comprehensive income, net of
applicable deferred taxes.

Fair values are based on quoted market prices, where
available. For fixed maturity investments not actively
traded, fair values are estimated using values
obtained from independent pricing services. 

Short-term investments are principally money market
funds backed by U.S. government securities and are
recorded at cost, which approximates fair value.

Other investments are less than 20% equity interests
in non-traded real estate investment trusts and are
recorded at appraised value.

Realized gains and losses on sales of investments 
are reported on a pre-tax basis as a component 
of income and are determined on the specific 
identification basis. 

23
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1. Accounting Policies (continued)

Losses and Loss Adjustment Expenses

The liability for unpaid losses and loss adjustment
expenses represents an estimate of the ultimate cost
of all such amounts which are unpaid at the balance
sheet dates. The liability is based on both case-by-
case estimates and statistical analysis and projections
using the historical loss experience of Midwest
Medical, and gives effect to estimates of trends in
claim severity and frequency. These estimates are
continually reviewed and, as adjustments become 
necessary, such adjustments are included in current 
operations. Midwest Medical believes that the 
estimate of the liability for losses and loss 
adjustment expenses is reasonable.

Premiums and Policyholder Dividends

Premiums received are recorded as earned ratably 
over the lives of the policies to which they apply. 
A portion of premiums received is deferred to 
recognize Midwest Medical’s obligation to provide
reporting endorsement coverage without additional
premium upon the death, disability or retirement 
of policyholders. This amount is recorded as an
unearned premium reserve and represents the 
actuarially determined present value of future 
benefits to be provided less the present value 
of future revenues to be received.

Prior to 1999, Midwest Medical had a retrospective
premium program whereby physicians may have
received credits against future premiums based 
upon the loss experience of Midwest Medical.
Amounts returned under the program were accrued
when approved by the Board of Directors and 
reflected as a reduction in net premiums earned.
Beginning in 1999, the retrospective premium 
program was replaced by a policyholder dividend 
program. Policyholder dividends are accrued when
approved by the Board of Directors and are recorded
as a separate component of losses and expenses 
in the consolidated statements of income.

Reinsurance

Midwest Medical cedes reinsurance in order to reduce
its liability on individual risks and to enable it to
write business at limits it otherwise would be unable
to accept. Reinsurance contracts are principally 
excess-of-loss contracts which indemnify Midwest
Medical for losses in excess of a stated retention 
limit up to the policy limits.

Reinsurance receivables and recoverables and prepaid
reinsurance premiums are reported as assets. Reserve
liabilities are reported gross of reinsurance credits.

Acquisition Costs

Acquisition costs are expensed when incurred. 
As most of its premium is written without the use 
of intermediaries, Midwest Medical does not pay 
significant amounts in commissions.

Other Revenues

Other revenues include commission income from
insurance carriers for Services, technology consulting
fees from healthcare providers for Solutions and 
electronic claims processing fees from healthcare
providers for MedPower. Generally, such revenues 
are earned as the related services are provided 
or performed.

Income Taxes

The Company files a consolidated tax return with its
subsidiaries. Income tax expense is allocated to the
subsidiaries based upon separate company taxable
income under a tax-sharing agreement. The Company
uses the asset and liability method of accounting for
income taxes. Deferred income tax assets or liabilities
are recognized for the temporary differences between
the carrying amounts of assets and liabilities for
financial reporting purposes and amounts used for
income tax purposes.

Reclassifications

Certain amounts in the prior years’ financial 
statements have been reclassified to conform 
with the current year presentation.
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2. Capital Structure

Effective November 30, 1988, Midwest Medical 
policyholders earned Class A Common Shares for 
each month of service pursuant to a stock allocation
formula based on underwriting risk classification.
Shares earned by new policyholders were not issued
until the end of five years of continuous coverage
under a Midwest Medical policy (the vesting date). 
At the vesting date, the issued shares were recorded
at the then current redemption value (see Note 11).

Midwest Holding accounted for these shares 
by increasing Common Stock by the par value 
($.01 per share) of the newly issued shares, 
increasing paid-in capital by the excess of the
redemption value over par and charging stock 
compensation expense for the full redemption value.
Once vested, policyholders continued to earn shares
for each month they remained insured with Midwest
Medical according to the stock allocation formula.
Midwest Holding accounted for additional shares
issued to vested policyholders by increasing Common
Stock for the par value of the shares and decreasing
retained earnings by the same amount.

In accordance with the Articles of Incorporation and
By-laws of Midwest Holding, only active policyholders
of Midwest Medical owned shares of Class A Common
Stock of Midwest Holding. At each meeting of the
shareholders, every Class A shareholder having the
right to vote was entitled to one vote, either in 
person or by proxy, regardless of the number of 
Class A shares held by the individual.

Class A shareholders were required to redeem their
shares with Midwest Holding upon termination as 
policyholders of Midwest Medical. The net redemption
value (NRV) of the shares was equal to the net book
value of Midwest Holding, excluding the amount 
of net book value that was attributable to Midwest
Medical, divided by the number of outstanding Class 
A Common Shares of Midwest Holding at the semi-
annual valuation dates of June 30 and December 31
of each year. The amount paid upon redemption was
the redemption value determined at the most recent
semi-annual valuation.

The Board of Directors of Midwest Holding approved 
a tender offer for the exchange and redemption of
substantially all Class A shares owned by Class A
shareholders of record on April 30, 2000. Pursuant 
to the offer, Class A shareholders who tendered 
their shares received $66 for each Class A share 
owned, plus one Class C share. The tender offer 
was conducted during the summer of 2000 and was
closed effective July 31, 2000. Remaining shares 
outstanding after closing of the tender offer were
subsequently acquired pursuant to individual offers
under identical terms. All outstanding Class A
Common Shares of Midwest Holding were exchanged
and redeemed as of December 31, 2000. During 2000,
payments of $9,541,000 were made to Class A share-
holders for stock redemptions related to these offers.

Like the Class A shares, Class C shares are not publicly
or privately traded. The Class C shares provide all
shareholders with the same voting rights as the Class
A shares. Class C shareholders, however, do not accrue
additional shares and the Class C shares have no
redemption value. Issuance of Class C shares will not
be subject to any vesting requirements. In the event
of a liquidation, sale or similar transaction, Class C
shareholders would participate in the proceeds
according to a distribution formula developed by the
Board of Directors. This formula takes into account
the underwriting risk classification and years of 
coverage of each shareholder. As this is the same 
distribution formula that was previously applicable 
to Class A shares, Class C shareholders will retain 
the same percentage ownership after the exchange 
as they had before the exchange. Class C shares 
are returned to Midwest Holding upon termination 
of the shareholder’s insurance coverage with 
Midwest Medical. 

Midwest Holding has issued one share of Class B 
voting stock that carries with it the right to elect the
Board of Directors of Midwest Holding. The Minnesota
Medical Association and the Iowa Medical Society 
currently exercise the voting rights. A majority of the
Class C shareholders may at any time, by a two-thirds
vote, elect to redeem the Class B share at cost.
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2. Capital Structure (continued)

Following is the detail of changes in redeemable stock for each of the three years in the period ended 
December 31, 2000 (in thousands, except for share and per share amounts):

Balance at January 1, 1998
Comprehensive income:

Net loss of non-insurance entities includable in
Class A Common Stock redemption value

Other comprehensive income:
Unrealized gains on securities net of $39 in taxes

Total comprehensive income
Redemption of shares due to policyholder terminations by effective date:

January 1, 1998, to June 30, 1998; NRV of $61.63
July 1, 1998, to December 31, 1998; NRV of $54.70

Issuance of shares to vested policyholders
Initial issuance of shares to policyholders upon vesting
Dividends from Midwest Medical

Balance at December 31, 1998 (brought forward)
Comprehensive income:

Net loss of non-insurance entities includable in
Class A Common Stock redemption value

Other comprehensive income:
Unrealized gains on securities net of $11 in taxes

Total comprehensive income
Redemption of shares due to policyholder terminations by effective date:

January 1, 1999, to June 30, 1999; NRV of $64.81
July 1, 1999, to December 31, 1999; NRV of $60.10

Issuance of shares to vested policyholders
Initial issuance of shares to policyholders upon vesting
Dividends from Midwest Medical

Balance at December 31, 1999 (brought forward)
Reclassification of equity components related to 

stock restructure
Comprehensive income:

Net loss of non-insurance entities includable in
Class A Common Stock redemption value

Redemption of shares due to policyholder terminations by effective date:
January 1, 2000, to April 30, 2000; NRV of $63.18

Issuance of shares to vested policyholders
Initial issuance of shares to policyholders upon vesting
Redemption of shares related to stock restructure
Dividends from Midwest Medical
Excess of tender price over redemption value related to stock restructure

Balance at December 31, 2000
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Midwest Midwest Accumulated
Class A Holding Holding Other

Common Stock Paid–In Retained Comprehensive
Total Shares Amount Capital Earnings Income

$7,476 121,322 $1 $ 4,358 $3,038 $ 79

(1,104) – – – (1,104) –

73 – – – – 73
(1,031)

(251) (4,070) – (147) (104) –
(272) (4,935) (1) (160) (111) –

– 9,437 1 – (1) –
224 3,928 – 224 – –

2,000 – – 2,000 – –
$8,146 125,682 $1 $ 6,275 $ 1,718 $152

(1,714) – – – (1,714 ) –

20 – – – – 20
(1,694)

(504) (7,784) – (341) (163) –
(450) (7,240) (1) (304) (145) –

1 8,702 1 – – –
253 4,149 – 253 – –

2,050 – – 2,050 – –
$ 7,802 $ 123,509 $1 $ 7,933 $ (304) $172

(172) – – – – (172)

(3,496) – – – (3,496) –

(257) (4,125) – (257) – –
– 5,272 – – – –

1,311 19,896 – 1,311 – –
(9,541) (144,552) (1) (9,540) – –
3,000 – – 3,000 – –
1,353 – – (2,447) 3,800 –

$      – – $ – $      – $     – $   –
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3. Investments

Components of net investment income are summarized as follows (in thousands):

2000 1999 1998
Fixed maturities $ 10,722 $  9,836 $  9,339
Equity securities 878 870 872
Short-term investments 1,030 578 930
Other investments 857 854 855

13,487 12,078 11,996
Investment expenses (1,219) (1,115) (1,025)

$ 12,268 $ 10,963 $ 10,971

The cost (amortized cost for fixed maturities) and fair value of available for sale investments 
are as follows (in thousands):

December 31, 2000
Gross Gross

Unrealized Unrealized Market
Cost Gains Losses Value

Fixed maturities:
Midwest Medical:

United States Government $59,756 $549 $   (493) $59,812
Public utilities 1,451 – (219) 1,232
Industrial and other 87,625 1,225 (3,378) 85,472

Total $148,832 $1,774 $ (4,090) $146,516
Equity securities:

Midwest Holding:
Common stock:

Industrial, miscellaneous and other $      59 $     22 $ – $      81
Midwest Medical:

Common stock:
Banks, trusts and insurance companies 4,383 4,556 – 8,939
Industrial, miscellaneous and other 45,297 37,133 (5,032) 77,398

Total $49,739 $41,711 $(5,032) $86,418
Other long-term investments:

Midwest Medical:
Real estate investment trusts $10,000 $915 $        – $10,915

December 31, 1999
Gross Gross

Unrealized Unrealized Market
Cost Gains Losses Value

Fixed maturities:
Midwest Medical:

United States Government $ 74,387 $      25 $(2,717) $ 71,695
Public utilities 1,450 – (205) 1,245
Industrial and other 83,627 31 (2,648) 81,010

Total $159,464 $      56 $(5,570) $153,950

Equity securities:
Midwest Holding:

Common stock:
Industrial, miscellaneous and other $     282 $     266 $       – $548

Midwest Medical:
Common stock:

Banks, trusts and insurance companies 3,375 4,703 – 8,078
Industrial, miscellaneous and other 42,559 55,504 (1,791) 96,272

Total $ 46,216 $ 60,473 $(1,791) $104,898
Other long-term investments:

Midwest Medical:
Real estate investment trusts $ 10,000 $       – $ – $10,000
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3. Investments (continued)

The components of the unrealized appreciation on available for sale securities as of December 31 
are as follows (in thousands):

2000 1999
Midwest Midwest Midwest Midwest
Holding Medical Holding Medical

Fixed maturities:
Gross unrealized gains $ – $ 1,774 $ – $ 56
Gross unrealized losses – (4,090) – (5,570)

Equity securities:
Gross unrealized gains 22 41,689 266 60,207
Gross unrealized losses – (5,032) – (1,791)

Other long-term investments:
Gross unrealized gains – 915 – –

22 35,256 266 52,902
Deferred income taxes (8) (11,986) (94) (17,986)

$ 14 $23,270 $172 $34,916

The amortized cost and market value of fixed maturities at December 31, 2000, by contractual maturity, 
are shown below (in thousands). Expected maturities will differ from contractual maturities because 
borrowers may have the right to call or prepay obligations with or without call or prepayment penalties.

Amortized Market
Cost Value

Due in one year or less $ 3,370 $ 3,370
Due after one year through five years 17,671 16,916
Due after five years through ten years 53,131 52,296
Due after ten years 74,660 73,934

$148,832 $146,516

Proceeds from sales of available for sale investments and the related gross realized gains and losses 
are as follows (in thousands):

Gross Gross
Proceeds Realized Realized

From Sales Gains Losses

Year ended December 31, 2000:
Fixed maturities $70,372 $ 364 $ (2,107)
Equity securities 49,677 17,817 (5,572)

Year ended December 31, 1999:
Fixed maturities 154,388 608 (3,700)
Equity securities 20,263 11,292 (980)

Year ended December 31, 1998:
Fixed maturities 382,048 3,600 (769)
Equity securities 16,669 6,536 (286)

Net unrealized appreciation of fixed maturities increased (decreased) by $3,198,000, $(8,736,000) and
$1,837,000 and net unrealized appreciation of equity securities (decreased) increased by $(22,003,000),
$14,036,000 and $15,360,000 for the years ended December 31, 2000, 1999 and 1998, respectively. 
Net unrealized appreciation of other long-term investments increased by $915,000 for the year ended 
December 31, 2000, as a result of an initial, independent appraisal of the non-traded real estate 
investment trusts.
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4. Policyholder dividends and retrospective premiums

In 1999, Midwest Medical instituted a policyholder
dividend program that replaced the previous retro-
spective premium credit program for physicians. 
To implement the program, Midwest Medical issued
participating policy endorsements to all active 
physician, clinic and hospital accounts during 1999
and 2000. Participating policies represented 96% 
and 91% of total premiums in force and premium
income at December 31, 2000 and December 31,
1999, respectively

In the third quarter of 2000, Midwest Medical’s Board
of Directors declared an $8,000,000 dividend to be
paid to physician and clinic policyholders in four
equal installments in February, May, August and
November 2001. The dividend will be awarded propor-
tionately based on annual premiums for physician and
clinic policyholders that were insured by Midwest
Medical in 1996 and remain insured throughout 2001.

In the fourth quarter of 2000, Midwest Medical’s
Board of Directors declared an $108,000 dividend 
to be paid to hospital policyholders for policies that
were written from 1995 through 1999 and that renew
in 2001. The dividend will be awarded based on the
number of years insured with Midwest Medical and
will be paid within two months after the hospital 
policy renews in 2001.

In the third quarter of 1999, Midwest Medical’s Board
of Directors declared a $10,100,000 dividend that 
was paid to physician and clinic policyholders in four
equal installments in February, May, August and
November 2000. The dividend was awarded propor-
tionately based on annual premiums for physician 
and clinic policyholders that were insured by Midwest
Medical in 1995 and remain insured throughout 2000.

In the fourth quarter of 1999, Midwest Medical’s
Board of Directors declared a $75,000 dividend 
that was paid to hospital policyholders for policies
that were written from 1995 through 1998 and that
renewed in 2000. The dividend was awarded based 
on the number of years insured with Midwest Medical
and was paid within two months after the hospital
policy renewed in 2000.

Prior to 1999, retrospective premium credits were
deducted from net premiums earned. Under the new
policyholder dividend program, dividends are recorded
as a component of losses and expenses. The following
illustrates what net premiums earned would have
been had retrospective premium credits been issued
as policyholder dividends.

2000 1999 1998
Net premiums earned per consolidated

statements of income $41,344 $46,583 $35,014
Retrospective premium credits – 317 6,719
Pro forma net premiums earned $41,344 $46,900 $41,733



Midwest Medical Insurance Holding Company  

20 Years of Dedication  •  Annual Report 2000  
3132

4. Policyholder dividends and retrospective premiums (continued)

5. unpaid losses and loss adjustment expenses

The reconciliation of the liability for unpaid losses and loss adjustment expenses is as follows 
(in thousands):

Retrospective premium payments of $5,802,000 and
$5,008,000 were made to Minnesota and North
Dakota policyholders in 1999 and 1998, respectively.

A provision of the agreement and plan of merger
between Iowa Physicians and Midwest Medical
required that any favorable development of certain
pre-merger liabilities of Iowa Physicians be paid to
the former Iowa Physicians policyholders who remain
active Midwest Medical insureds as of the date of 
payment through a retrospective premium credit. 
This agreement stipulated that any amounts due
under this provision be finalized using financial 
information as of December 31, 1998. During 1999,
final payments of $3,058,000 were made to former
Iowa Physicians policyholders under the terms of 
the agreement. During 1998, retrospective premium 
payments of $3,073,000 were made to former 
Iowa Physicians policyholders. 

A provision of the agreement and plan of merger
between Medical Liability Mutual and Midwest Medical
requires that any favorable development of certain
pre-merger liabilities of Medical Liability Mutual 
be paid to the former Medical Liability Mutual 
policyholders who remain active Midwest Medical
insureds as of the date of payment through a 
retrospective premium credit. The agreement further
stipulates that any amounts due under this provision
must be settled no later than June 5, 2001. As of
December 31, 2000, there has been no favorable
development and, therefore, no accrual or payments
have been made related to this provision.

2000 1999
Balance as of January 1, net of reinsurance

recoverables $99,894 $94,467
Incurred related to:

Current year 47,463 45,942
Prior years (7,876) (4,474)

Total incurred 39,587 41,468

Paid related to:
Current year 3,331 2,253
Prior years 35,886 33,788

Total paid 39,217 36,041

Balance as of December 31, net of reinsurance
recoverables 100,264 99,894

Reinsurance recoverables at December 31 18,214 19,247
Balance as of December 31, gross $118,478 $119,141

Midwest Medical continually evaluates emerging trends in the development of loss liabilities, including the
trends related to the pre-merger Iowa Physicians and Medical Liability Mutual business. Based on this analysis,
management periodically adjusts their estimates of ultimate losses. 
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6. Segment information

The Company is organized into five legal entity business segments consisting of Midwest Holding, Midwest
Medical, Services, Solutions and MedPower. The business and accounting policies of the reportable segments 
are described in Note 1 to the consolidated financial statements. Management evaluates the performance of 
each business segment based primarily on profit or loss from operations. With the exception of foreign stocks
and bonds held as investments by Midwest Medical, all business transactions are conducted in the United States. 
The following financial information summarizes the results of operations and total assets reported by the five
business segments for the years ended 2000, 1999 and 1998 (in thousands).

2000

Midwest Holding Midwest Medical Services Solutions MedPower Eliminations(1) Consolidated

Revenues:
External

customers $ – $ 41,900 $1,717 $ 267 $ 308 $ – $44,192
Intersegment 15,372 – – 14 – (15,386) –
Net investment

income (1,138) 12,166 9 15 28 1,188 12,268
Other (2) 214 12,006 – – – (234) 11,986

14,448 66,072 1,726 296 336 (14,432) 68,446

Total expenses 17,306 55,264 1,836 2,114 789 (14,432) 62,877

(Loss) income
before income
taxes (2,858) 10,808 (110) (1,818) (453) – 5,569

Income tax 
(benefit) 
expense (939) 2,026 (32) (618) (154) – 283

Net (loss) income $ (1,919) $  8,782 $ (78) $(1,200) $ (299) $        – $  5,286

Total assets $154,133 $304,932 $2,192 $ 2,116 $1,188 $(162,820) $301,741

(1) Intersegment eliminations for revenues and expenses are primarily for management, administrative and investment services provided by Midwest
Holding. Eliminations for assets consist primarily of investments in wholly-owned subsidiaries, intersegment receivables for management fees and 
reclassifications between assets and liabilities for taxes and interest received on federal income tax refunds.

(2) Other revenues consist primarily of net realized capital gains.
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6. Segment information (continued)

1999

Midwest Holding Midwest Medical Services Solutions MedPower Eliminations(1) Consolidated

Revenues:
External

customers $ – $ 47,181 $1,661 $  – $ 410 $ – $49,252
Intersegment 16,273 – – – 13 (16,286) –

Net investment
income (696) 10,780 21 17 13 828 10,963

Other (2) 185 7,041 – – – 148 7,374
15,762 65,002 1,682 17 436 (15,310) 67,589

Total expenses 15,584 59,904 1,648 1,408 1,803 (15,310) 65,037

Income (loss)
before income
taxes 178 5,098 34 (1,391) (1,367) – 2,552

Income tax
(benefit)
expense 91 1,648 15 (473) (465) – 816

Net income (loss) $       87 $    3,450 $    19 $ (918) $(902) $    – $1,736

Total assets $  160,848 $ 311,367 $1,634 $1,539 $1,123 $(156,335) $320,176

1998
Midwest Holding Midwest Medical Services Solutions MedPower Eliminations(1) Consolidated

Revenues:
External

customers $ – $ 35,771 $ – $ – $ 387 $ – $ 36,158
Intersegment 14,038 – – – – (14,038) –

Net investment
income (429) 10,731 – 3 2 664 10,971

Other (2) 139 8,944 – – – 206 9,289
13,748 55,446 – 3 389 (13,168) 56,418

Total expenses 13,481 45,126 – 916 1,426 (13,168) 47,781

Income (loss)
before income
taxes 267 10,320 – (913) (1,037) – 8,637

Income tax
(benefit)
expense 104 3,268 – (320) (363) – 2,689

Net income (loss) $ 163 $ 7,052 $ – $ (593) $ (674) $ – $ 5,948

Total assets $ 154,727 $ 287,639 $ 3 $2,728 $1,693 $(151,307) $295,483

(1) Intersegment eliminations for revenues and expenses are primarily for management, administrative and investment services provided by Midwest
Holding. Eliminations for assets consist primarily of investments in wholly-owned subsidiaries, intersegment receivables for management fees
and reclassifications between assets and liabilities for taxes and reinsurance.

(2) Other revenues consist primarily of net realized capital gains.
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7. income taxes

Components of income taxes are as follows (in thousands):

2000 1999 1998
Current provision $(233) $906 $1,335
Deferred tax provision 516 (90) 1,354

$ 283 $816 $2,689

The Company’s income taxes differ from the federal statutory rate applied to income before tax 
as follows (in thousands):

2000 1999 1998
Income before tax at the federal statutory rate

(34% — 2000 and 1999, 35% — 1998) $1,894 $868 $3,023
Dividends received deductions (net of proration

adjustment) (77) (81) (99)
State income taxes, net of federal tax benefit 155 86 37
Benefit for prior year income taxes (1,697) (59) (267)
Other 8 2 (5)

$  283 $816 $2,689

The deferred income tax provision includes the following differences between financial and income 
tax reporting (in thousands):

2000 1999 1998
Discounting of post-1986 unpaid losses and loss

adjustment expenses $290 $167 $  842
Liabilities not currently deductible 12 (121) 596
Unearned and advanced premiums 87 (256) (151)
Investment income not currently taxable 34 156 –
Other 93 (36) 67

$516 $(90) $1,354

The Company made income tax payments of $2,298,000, $1,751,000 and $3,041,000 in 2000, 1999 
and 1998, respectively. 
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7. income taxes (continued)

The components of the net deferred income tax (liability) asset as of December 31 are as follows (in thousands):

2000 1999
Deferred tax assets:

Unpaid losses and loss adjustment expenses $  3,700 $  3,990
Liabilities not currently deductible 1,188 1,200
Unearned premiums 797 884
Other 587 730

6,272 6,804

Deferred tax liabilities:
Unrealized gains (11,995) (18,077)
Other (912) (928)

(12,907) (19,005)
$(6,635) $(12,201)
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8. Reinsurance

To reduce overall risk, including exposure to large
losses, Midwest Medical participates in various 
reinsurance programs. Midwest Medical would only
become liable for losses in excess of stipulated
amounts in the event that any reinsuring company
were unable to meet its obligations under the 
existing agreement. Management is not aware of any
such default at December 31, 2000. Midwest Medical 
evaluates the financial condition of its reinsurers 
and monitors concentration of credit risk arising 
from similar geographic regions, activities or 
economic characteristics of the reinsurers to 
minimize its exposure to significant losses from 
reinsurer insolvencies. Reinsurance recoverables on
paid and unpaid losses of $15,117,000 and
$15,648,000 are associated with a single reinsurer,
General Reinsurance Corporation, at December 31,
2000 and 1999, respectively. Midwest Medical also
holds collateral under related reinsurance agreements
in the form of letters of credit totaling $2,267,000 
that can be drawn upon in the event the applicable
reinsuring company is unable to pay its obligation 
to Midwest Medical.

Midwest Medical is authorized to issue policies with
limits not to exceed $12,000,000 for each claim and
$14,000,000 in the aggregate under each policy in
any one policy year. Limits in excess of $12,000,000
for each claim and $14,000,000 annual aggregate 
are available to physicians and clinics through 
reinsurance placed on a facultative basis by Midwest
Medical. Midwest Medical generally retains the first
$750,000 of each claim and reinsures the remainder
through a treaty under which premiums are subject 
to adjustment based on experience.

Loss and loss adjustment expenses incurred are net of
applicable reinsurance of $5,315,000, $5,204,000 and
$2,240,000 for the years ended December 31, 2000,
1999 and 1998, respectively.

In 1998, Midwest Medical commuted reinsurance
treaties covering the period January 1, 1991 through
December 31, 1991. Net premiums recovered as a
result of these commutations of $789,000 have been
included in net premiums earned in 1998. As a result
of this and prior treaty commutations, Midwest
Medical has no reinsurance coverage for the exposure
period October 1, 1986, through December 31, 1991. 
Due to the nature of Midwest Medical’s policies, there
is no risk of incurring future losses related to this
time period.

The effect of reinsurance on premiums written and earned for 2000, 1999 and 1998 is as follows (in thousands):

2000 1999 1998
Written Earned Written Earned Written Earned

Direct $48,554 $49,302 $51,672 $47,048 $39,431 $37,329
Assumed 76 76 48 48 97 97
Ceded (7,851) (8,034) (1,897) (513) (2,601) (2,412)
Net $40,779 $41,344 $49,823 $46,583 $36,927 $35,014
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9. benefit plans

Substantially all employees of Midwest Holding are
covered by a non-contributory defined contribution
pension plan. Contributions to the plan are based
upon each covered employee’s salary. Substantially all
employees at Midwest Holding are also covered by a
401(k) plan that provides a 50% match on employee
contributions subject to certain limitations. Total
contributions charged to expense for the years ended
December 31, 2000, 1999 and 1998 were $583,000,
$581,000 and $521,000, respectively.

Midwest Holding provides an unfunded Supplemental
Executive Retirement Plan (SERP) which is a non-
qualified, defined benefit retirement plan covering
certain Midwest Holding officers. Benefits are based
upon years of service and compensation. Although
the plan is technically unfunded, Midwest Holding
invests in specified assets which are designed to
coordinate with the projected obligation under 
the SERP. The net periodic pension cost for this 
plan was $574,000, $441,000 and $404,000 for the
years ended December 31, 2000, 1999 and 1998,
respectively. The liability recognized in the 
consolidated balance sheets at December 31, 2000
and 1999 related to this plan was $3,101,000 
and $2,704,000, respectively.

Midwest Holding also provides medical benefits 
to retirees through a defined benefit post-
retirement plan which covers substantially all 
employees. The net periodic post-retirement benefit
cost for the years ended December 31, 2000, 
1999 and 1998 was 36,000, $23,000 and $41,000,
respectively. As of December 31, 2000 and 1999, 
the net post-retirement benefit plan liability was
$51,000 and $19,000, respectively.
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10. Reconciliation With Statutory Accounting Principles

Accounting principles generally accepted in the United States differ in certain respects from the 
accounting practices prescribed or permitted by insurance regulatory authorities (statutory basis).

The following is a reconciliation of net income and shareholders’ equity under US GAAP with that 
reported for Midwest Medical on a statutory basis (in thousands):

Net Income
Year ended December 31

2000 1999 1998
On the basis of US GAAP, Midwest Medical only $8,782 $ 3,450 $ 7,052
Additions:

Deferred income taxes 836 37 1,390
On the basis of statutory accounting principles $9,618 $ 3,487 $ 8,442

Shareholders’ Equity
December 31

2000 1999 1998
On the basis of US GAAP, Midwest Medical only $141,935 $147,800 $142,446
Additions (deductions):

Deferred income taxes 7,714 12,878 11,526
Unrealized loss (gain) on fixed maturities 2,316 5,514 (3,222)
Non-admitted assets (11,564) (1,000) –
Prescribed market value differences (16) (253) –
Other 1 (179) (34)

On the basis of statutory accounting principles $140,386 $164,760 $150,716

Under Minnesota insurance statutes, Midwest Medical is required to maintain statutory surplus in excess of ten
times its per risk reinsurance retention limit. Since Midwest Medical limited its retention to $750,000 on any
single risk, the minimum statutory surplus level was $7,500,000 for 2000, 1999 and 1998.

Dividends that exceed the greater of 10% of Midwest Medical’s prior year-end policyholder surplus or Midwest
Medical’s prior year net income excluding realized capital gains are considered extraordinary under Minnesota
insurance statutes. Payment of extraordinary dividends is subject to the approval of the Commissioner of the
Department of Commerce of the State of Minnesota. At December 31, 2000, the maximum dividend that may 
be paid by Midwest Medical in 2001 without regulatory approval is approximately $14,039,000. Cash dividends
paid to Midwest Holding by Midwest Medical in 2000, 1999 and 1998 were $3,000,000, $2,050,000 and
$2,000,000, respectively.

The National Association of Insurance Commissioners (NAIC) revised the Accounting Practices and 
Procedures Manual in a process referred to as Codification. The revised manual will be effective January 1, 2001.
Midwest Medical’s domiciliary state of Minnesota has adopted the provisions of the revised manual. The revised
manual has changed, to some extent, prescribed statutory accounting practices and will result in changes to the
accounting practices that Midwest Medical uses to prepare its statutory-basis financial statements. Management
believes that although the implementation of Codification will have a negative impact on Midwest Medical’s
statutory-basis capital and surplus primarily from the recording of a net deferred tax liability, Midwest Medical
will remain in compliance with all regulatory and contractual obligations.
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10. net redemption value

The net redemption value per share of the Class A Common Shares was as follows:

Midwest Class A Net
Holding Common Shares Redemption

Net Equity Outstanding Value Per Share

(000s)

December 31, 1996 $7,604 118,209 $64.33

December 31, 1997 $7,477 121,322 $61.63

December 31, 1998 $8,147 125,682 $64.81

December 31, 1999 $7,803 123,509 $63.18

Due to the stock restructure discussed in Note 2, all outstanding Class A Common Shares of Midwest Holding
were exchanged and redeemed as of December 31, 2000. Under the terms of the stock restructure, Class A 
shareholders received $66.00 for each Class A share owned, plus one Class C share.
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board of directors

(Chair)Andrew J.K. Smith, M.D.
Neurosurgeon
Wayzata, Minnesota 

Michael D. Abrams
Executive Director 
Iowa Medical Society
West Des Moines, Iowa

John R. Balfanz, M.D.
Pediatrics
St. Paul, Minnesota

Gail P. Bender, M.D.
Oncology
St. Louis Park, Minnesota

James R. Bishop, M.D.
Director of Medical Affairs
Fairview Southdale Hospital
Edina, Minnesota

David P. Bounk
President & CEO, MMIHC
Minneapolis, Minnesota

Terence P. Cahill, M.D.
Family Practice 
Blue Earth, Minnesota

Thomas C. Evans, M.D.
Family Practice
Des Moines, Iowa

G. Richard Geier Jr., M.D.
General Surgery
Rochester, Minnesota

Anthony C. Jaspers, M.D.
Family Practice
Lake Crystal, Minnesota

Jack L. Kleven
President, MMIC
Minneapolis, Minnesota

Russel J. Kuzel, M.D.
Family Practice
Fargo, North Dakota 

Wayne F. Leebaw, M.D.
Endocrinology
Edina, Minnesota

Mark O. Liaboe, M.D.
Internal Medicine
Dubuque, Iowa

Patricia J. Lindholm, M.D.
Family Practice
Fergus Falls, Minnesota

Stephen A. McCue, M.D.
Obstetrics-Gynecology
Sunfish Lake, Minnesota

Roger H. Meyer, M.D.
Family Practice
Seward, Nebraska

Harold W. Miller, M.D.
Family Practice
Davenport, Iowa

Anton S. Nesse, M.D.
Radiology
Andover, Minnesota

Mark D. Odland, M.D.
General Surgery
Minneapolis, Minnesota

Paul S. Sanders, M.D.
CEO, Minnesota Medical Association
Family Practice
Minneapolis, Minnesota

Richard D. Schmidt, M.D.
Orthopedics
Edina, Minnesota

Judith F. Shank, M.D.
Dermatology
Plymouth, Minnesota

R. Bruce Trimble, M.D.
Radiologist
Mason City, Iowa

Tom D. Throckmorton, M.D.
General Surgery
Spencer, Iowa 



senior management

David P. Bounk — MMIHC
President and Chief Executive Officer

Jack L. Kleven — MMIC
President and Chief Operating Officer

Niles A. Cole — MMIHC
Chief Financial Officer and
Vice President of Finance

Thomas H. Lee — MMIHC
Chief Information Officer and
Vice President of Information Systems

Elizabeth S. Lincoln — MMIHC 
Vice President of Law and Health Policy

Debra L. McBride — MMIC 
Vice President of Risk Management 

Gerald M. O’Connell — MMIHC
Vice President of Sales and Marketing 

Michael G. Rutz — MMIC
Vice President of Underwriting

Jerry A. Zeitlin — MMIC
Vice President of Claims

Steve N. Gerberding — MMIC™Technology Solutions 
Vice President Operations
MMIHC — Assistant Vice President of Business Development

Stephanie A. Kroeger — MMIHC
Assistant Vice President of Human Resources

Rosalind M. Miller — MMIHC
Director of Communications
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