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To Our Stockholders:   

 We have never been more positive about the prospects for Independence Holding Company 
(“IHC” or the “Company”) as we near completion of the transformation of our two largest lines of 
business.  Our medical stop-loss segment has transitioned from initially being a fronting carrier 
dependent on non-controlled, independent managing general underwriters (MGUs) producing 
volatile results to a fully integrated (controlled sales, underwriting, pricing, claims and fulfillment), 
direct writer taking 100% of the risk on the business it writes.  In addition, our fully insured division 
has transitioned from being predominantly a producer of major-medical to being principally a 
specialty health insurance company focusing on controlled distribution and higher-margin lines of 
business exempt from many of the requirements of the Affordable Care Act (ACA).  Following these 
changes, our primary lines of business are medical stop-loss, fully insured health, pet insurance, 
disability income and non-subscriber occupational accident (“Occupational Accident”).  These lines 
currently produce $477 million of gross premiums, of which $51 million is major-medical in run-off.  
Demand for our specialty health products is high among individuals and groups looking for 
alternatives to expensive major-medical products and also among potential distribution partners 
seeking a single, highly rated insurer with a wide array of such products to supplement their existing 
offerings.  Much of our ancillary health benefits distribution is now direct-to-consumer via owned 
and partner retailers.  IHC’s specialty health lines include a large, profitable block of group disability 
income (in two specialized niches: (i) school districts and municipalities and (ii) New York statutory 
mandates) and Occupational Accident business in Texas.  In addition to specialty health, IHC has a 
block of $53 million of life insurance premiums.  Moreover, any income derived from the business 
inuring to the benefit of our 90% owned subsidiary, American Independence Corp. (“AMIC”) or its 
subsidiaries, will be sheltered by AMIC’s $265 million of net operating loss carry-forwards. 

 As a result of exiting the individual major-medical (IMM) market in 2013 and substantially 
curtailing our small-group major-medical business, a significant portion of our premiums during 2014 
and beyond will no longer be derived from unprofitable major-medical subject to the volatility 
generated by changing regulation under the ACA.  Our stop-loss is experiencing significant growth as 
the market for this product expands.  Our disability income, pet, individual life and Occupational 
Accident lines are all expanding, and the demand for our ancillary health products (dental, vision, 
short-term medical and supplemental products such as fixed-indemnity limited benefit, critical illness 
and hospital indemnity) is accelerating as individuals (and, increasingly, groups) seek alternatives to 
the major-medical offerings on the public exchanges.  The diversification strategy we’ve pursued 
since the passage of the ACA in 2010 is bearing fruit and we are well positioned to take advantage of 
the changing distribution landscape, including through our direct-to-consumer tools and sales 
agencies, our private exchange (www.healthedeals.com) and our expanding call center channel.  

SPECIALTY HEALTH 

Stop-Loss 

During 2013, we continued to reap the benefits of our consolidation and rebranding of IHC 
Risk Solutions, LLC (IHCRS) as a top-tier direct writer of stop-loss.  Through a combination of 
improved persistency and strong new business sales, IHCRS grew over 24% during 2013.  We 
attribute this growth to enhanced sales efforts, focused underwriting, product innovation and a 
general expansion of the market as new employer groups migrate to self-funding from fully insured.  
We expect continued growth for business written in 2014, as already evidenced by our 35% growth 
in business written in January 2014 (January being our largest production month for stop-loss).  What 
distinguishes IHCRS’s achievement is that it has been able to attain these growth levels while 
maintaining underwriting discipline and achieving highly profitable margins.  For 2014, as a result of 
having terminated two independent MGU programs that adversely affected our 2013 results, we are 
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focused on our direct program, which generates the vast majority of our premiums, and on our 
well run, 42%-owned MGU.  Despite no longer doing business with independent MGUs, our block 
is in excess of $200 million of gross stop-loss premiums.  We retain all of the risk and, because we 
are a direct writer, our future stop-loss underwriting results will be much less subject to the volatility 
traditionally associated with the independent MGU distribution model.  In 2013, IHCRS launched 
several new product initiatives, including a small-group, self-funded product in conjunction with our 
fully insured division and an expanded group captive initiative.  We continue to enjoy a preferred 
relationship with Cigna, and we have started two additional, new initiatives with them: an organ 
transplant carve-out product, and a bundled stop-loss offering with a “no-gap” provision.  Most 
industry watchers expect growth in the stop-loss market in the next few years and IHCRS is well 
positioned to take advantage of that anticipated growth. 

Ancillary Health Benefits  

Although we have generated positive underwriting margins in the fully insured segment over 
each of the past five years, our results for 2013 were negatively affected by $8.4 million of losses 
before taxes in our major-medical lines of business that were largely attributable to the requirements 
of the ACA.  As mentioned above, we exited the IMM market and substantially limited our sales of 
small-group, major-medical (SGMM) policies.  We elected not to exit the SGMM market at this 
point, but rather to position ourselves to reduce our exposure while retaining the flexibility to sell the 
product on a limited basis where we determine that doing so will potentially position us to sell 
higher-margin ancillary products.  The significant losses resulting from major-medical are now 
behind us, although we will continue to see (much reduced) losses as a result of the smaller remaining 
block, which is in run-out.  In aggregate, we expect that our fully insured underwriting margins will 
return to or exceed their historical levels.  We have three operating companies in the fully insured 
market, each with clearly defined goals and responsibilities: (i) an organic sales and marketing 
company focusing on direct-to-consumer or retail models (including a new call center and a 
refocused direct consumer agency selling our ancillary health benefits products and major-medical 
from unaffiliated, nationally known insurance companies); (ii) a third-party administrator (TPA) with 
a state-of-the-art system and URAC-accredited medical-management capabilities, and (iii) a carrier 
services company providing actuarial, legal/compliance and auditing functions to IHC’s three 
insurance carriers.  

Currently, we have approximately $150 million of gross ancillary health benefit premiums.  
We anticipate significant additional growth in the specialty health lines with particular focus on sales 
of pet insurance, BluePrint (our small-group stop-loss product) and short-term medical.  We will also 
be selling hospital indemnity, critical illness, dental/vision and a “metal gap” plan tailored to 
supplement a high-deductible Bronze or Silver plan purchased over a public exchange.  To augment 
our ancillary health benefits sales, we’ve recently brought significant new distribution relationships to 
Pets Best, our pet partner, and invested in a joint venture that writes our Occupational Accident 
business.  In recognition of the growing trend to sell directly to consumers, we started a sales call 
center in July 2013 and entered into a strategic relationship with a large, third-party call center.  In 
response to developing market expectations that purchasing health insurance should have the 
attributes of a “retail” sale, we launched our own private exchange (www.healthedeals.com) and 
continued to support the work being done at our highly successful joint venture, 
HealthInsurance.org, which had another record year. We are proud to announce that 
www.healthedeals.com was honored last year with an American Graphic Design Award as well as 
being named “Best e-Commerce Website” by the Professional Insurance Marketing Association. 

 In 2013, IHC began offering Occupational Accident products to Texas employers who non-
subscribe to workers compensation.  IHC entered into a joint venture that acquired a major 
managing general agency (MGA) with many years’ experience in this specialty market.  In 2014, we 
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will expand that business significantly, having reached agreement with another large MGA to transfer 
its block of business to IHC.  Through the joint venture relationship, we are exploring opportunities 
to offer Occupational Accident coverage in other niche markets, as well as to distribute IHC stop-
loss and ancillary health benefits products. 

Pet Insurance 

The Company writes pet insurance through a marketing and administrative company that 
manages one of the largest blocks of this business in the United States.  During 2012, the Company 
began to renew premium that had been underwritten by another insurance company.  These plans 
are marketed to dog and cat owners through veterinary offices, independent marketing organizations, 
a nationwide call center and (increasingly) directly to consumers through www.petsbest.com.  
Independence American Insurance Company earned premium from pet insurance in 2013 of 
$18.7 million and expects its premium to grow significantly in 2014.  

Pet insurance was introduced to North America in the early 1980s by a company founded by 
the current president of Pets Best, and is a relatively small but growing segment of the U.S. 
property/casualty market.  The North American pet insurance market was estimated to be 
approximately $567 million as of 2013 and to have yielded a compound annual growth rate since 
2008 of almost 13%.  However, U.S. market saturation still remains well below the levels exhibited in 
other advanced countries.  For example, it is estimated that less than one percent of dogs and cats are 
insured in the United States, compared to 23% in the United Kingdom.  From 2001 through 2012, 
increases in veterinary costs and total pet spending in the U.S. significantly outpaced inflation.  For 
the above reasons, it is widely expected that pet insurance will constitute a growing portion of the 
consumer insurance dollar.  We believe IHC’s pet insurance business is well positioned to grow 
substantially faster than the overall market as we introduce our other distribution partners to the 
product.    

Disability 

Our current total disability gross premiums are approximately $76 million.  This business 
was highly profitable in 2013 and is primarily derived from two sources: (i) our thirty-year 
relationship with an MGA serving school districts and municipalities in the Midwest; and (ii) short-
term, employer-mandatory disability benefit policies in New York (“NY DBL”).  The persistency on 
our existing group block is very high and we’ve enjoyed considerable success in writing new business 
during the last two years.  During 2013, we increased the size of our NY DBL block of business by 
56% largely due to our success in capturing a significant portion of the block of a large competitor 
that exited the market.   

LIFE INSURANCE 

 We produced total gross life premiums of approximately $53 million primarily derived from 
three sources: (i) group life from the school districts and municipalities in the Midwest that purchase 
our group disability; (ii) closed blocks of life acquired by IHC; and (iii) individual policies selectively 
marketed to government workers, senior citizens and members of the military.  We expect some 
growth in individual life sales, but the other lines of business should be relatively constant. 

http://www.petsbest.com/
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CONCLUSION  

IHC has transitioned into a direct writer of stop-loss and is transforming into a specialty 
health insurance company.  Through these changes, we emphasize controlled distribution writing 
higher-margin lines of business that are exempt from many of the requirements of the ACA.  We are 
a leader in the markets in which we operate because we have:  

• an experienced management team with long-term relationships in the industry;  

• three innovative, well-capitalized insurance carriers with a stable rating of A- (Excellent) 
from A.M. Best Company; 

• a significant, profitable stop-loss line written on a direct basis that grew 24% 
during 2013, and which we expect will continue growing rapidly in 2014; and 

• a broad and balanced array of products and expertise that are increasingly in demand as 
a result of health care reform. 

  Accordingly, we are optimistic as to our operating results for 2014 and beyond; however, 
we would not be able to have this optimism without the extraordinary efforts of our dedicated team 
of employees, officers and directors, and without the continuing support of our stockholders.  

   Very truly yours, 

     
   Roy T.K. Thung 

Chief Executive Officer, President 
and Chairman 

Dated: March  31, 2014 
www.ihcgroup.com  

   

Certain statements and information contained in this document may be considered “forward-looking statements,” such 
as statements relating to our views with respect to future events and financial performance.  Such forward-looking 
statements are subject to risks, uncertainties and other factors that could cause actual results to differ materially from 
historical experience or from future results expressed or implied by such forward-looking statements.  Potential risks 
and uncertainties include, but are not limited to, economic conditions in the markets in which we operate, new federal or 
state governmental regulation, our ability effectively to operate, integrate and leverage any past or future strategic 
acquisition, and other factors that may be found in our filings with the Securities and Exchange Commission.  We 
expressly disclaim any duty to update these forward-looking statements or earnings guidance, and we do not undertake 
to provide any such guidance in the future. 
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