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ANNUAL STATEMENT FOR THE YEAR 2008 OF THE Preferred Health Partnership of Tennessee, Inc. 

NOTES TO FINANCIAL STATEMENTS 
I. Summary of Significant Accounting Policies 

A. Accounting Practices 

The financial statements of the Company are presented on the basis of accounting practices prescribed or pennitted by the 
Tennessee Department of Insurance. 

The Tennessee Insurance Department recognizes only statutory accounting practices prescribed or permitted by the state of 
Tennessee for determining and reporting the financial condition and results of operations of an insurance Company, for 
determining its solvency under the Tennessee Insurance Law. The National Association of Insurance Commissioners' (NAIC) 
Accounting Practices and Procedures manual (NAIC SAP) has been adopted as a component of prescribed or permitted 
practices by the state of Tennessee. The Commissioner of Insurance has the right to pennit other specific practices that deviate 
from prescribed practices. No deviations exist. 

A reconciliation of the Company's net income and capital and surplus between NAIC SAP and practices prescribed and 
permitted b h fFI "d . I b I IY t estate o on a ts s 1ov.n eow: 

State of 2008 2007 
Domicile 

I. Net Income, Tennessee basis TN $ 5,184,195 $ 2,755.259 
2. State Prescribed Practices (Income): TN - -
3. State Permitted Practices (Income): TN - -
4. Net Income NAIC SAP TN $ 5,I84~195 $ 2,755,259 

5. Statutory Surplus, Tennessee basis TN $ 44,681 797 $ 39,149,233 
6. State Prescribed Practices (Surplus): TN - -
7. State Permitted Practices (Surplus): TN - -
8. Statutory Surplus~ NAIC SAP TN $ 44 681,797 $ 39,149,233 

B. Use of Estimates in the Preparation of the Financial Statements 

The preparation of financial statements in conformity with Statutory Accounting Principles requires management to make 
estimates and assumptions that affect the reported amounts of assets and liabilities. It also requires disclosure of contingent 
assets and liabilities at the date of the financial statements and the reported amounts of revenue and expenses during the 
period. These estimates are based on knowledge of current events and anticipated future events, and accordingly, actual results 
could differ from those estimates. 

C. Accounting Policy 

Short-term investments include investments mainly in U.S. Government obligations with a maturity of twelve months or less 
from the date of purchase. Short-term investments are recorded at amortized cost. The carrying value of short-temt 
investments approximates fair value due to the short-term maturities of the investments. 

Investments are valued and classified in accordance with methods prescribed by the NAIC. Bonds with an NAIC rating of I 
or 2 are carried at amortized cost, with aJI other bonds being recorded at the lower of amortized cost or fair value. 

The Company regularly evaluates investment securities for impairment. The Company considers factors affecting the 
investee, factors affecting the industry the investee operates within, and general debt and equity market trends. The Company 
also considers the length of time an investment's fair value has been below carrying value, the near term prospects for 
recovery to carrying value, and the Company's intent and ability to hold the investment until maturity or market recovery is 
realized. lf and when a detennination is made that a decline in fair value below the cost basis is other-than-temporary, the 
related investment is written down to its estimated fair value through earnings. 

Amortization of bond premium or discount is computed using the scientific interest method. 

Income from investments is recorded on an accrual basis. For the purpose of determining realized gains and losses, the cost of 
securities sold is based upon specific identification. Investment income due and accrued over 90 days past due is 
nonadmitted. 

The Company recognizes an asset or liability tor the deferred tax consequences of temporary differences between the tax bases 
of assets or liabilities and their reported amounts in the financial statements. The temporary differences will result in taxable 
or deductible amounts in future years when the reported amounts of the assets or liabilities are recovered or settled. 

Premiums are reported as earned in the period in which members are entitled to receive services, and are net of retroactive 
membership adjustments. Retroactive membership adjustments result from enrollment changes not yet processed, or not yet 
reported by an employer group or the government. Premiums received prior to such period are recorded as advance 
premiums. 

Benefits incurred and loss adjustment expenses include claim payments, capitation payments, pharmacy costs net of rebates. 
allocations of certain centralized expenses, legal and administrative costs to settle claims, and various other costs incurred to 
provide health insurance coverage to members, as well as estimates of future payments to hospitals and others for medical care 
provided prior to the date of the statements of admitted assets, liabilities and surplus. Capitation payments represent monthly 
contractual fees disbursed to participating primary care physicians, and other providers who are responsible for providing 
medical care to members. Pharmacy costs represent payments for members' prescription drug benefits, net of rebates from 
drug manufacturers. 

The estimates of future medical benefit payments are developed using actuarial methods and assumptions based upon claim 
payment patterns, medical cost inflation, historical development such as claim inventory levels and claim receipt patterns, and 
other relevant factors. Corresponding administrative costs to process outstanding claims are estimated and accrued. Estimates 
of future payments relating to services incurred in the current and prior periods are continually reviewed by management and 
adjusted as necessary. 

The Company assesses the profitability of its contracts for providing health insurance coverage to its members when current 
operating results or forecasts indicate probable future losses. The Company records a premium deficiency liability in current 
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