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CORPORATE OVERVIEW

Universal American Financial Corp. offers a broad array of health insurance
and managed care products and services, primarily to the growing senior 
population. Our company operates in the United States and Canada, where 
we are better known by the names of our insurance companies and services.
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FINANCIAL HIGHLIGHTS

(in thousands, except per share data)
as of or for years ended December 31, 2004 2003 2002

Income Statement and Other Data

Premium In Force $ 981,700 $ 792,107 $ 691,170

Total Revenues 735,345 522,748  331,523 

Pretax Income 96,468 66,479 44,030

Net Income $ 63,871 $ 43,052 $ 30,127

Return on Equity* 16.7% 15.2% 13.2%

Per Share Data (Diluted) 

Net Income $ 1.13 $ 0.78 $ 0.56

Book Value 6.71 5.55 4.77 

Balance Sheet Data

Total Assets $ 2,017,088 $ 1,780,948 $ 1,401,668

Stockholders’ Equity 419,421 345,738 286,769 

*Excludes realized gains and losses and the effect of FAS 115.
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THE SENIOR MARKET
More than a decade ago, we identified the senior
market as the primary arena in which to build our
company, and we continue to expand our products
and distribution to meet the needs of this growing
market. The aging of America is no longer an
event that is far out in the future. Baby boomers
are now starting to retire, and by the end of this
decade, the population of Americans over age 65
will start to accelerate rapidly. In the past couple 
of years, the coming  impact of this inevitable
demographic wave has begun to receive the 
political attention it requires. While there are
many different views about how to deal with the
issues of health care for seniors and retirement
security, there is a growing consensus that these
will be the most important domestic issues this
country will face over the next several decades. We
cannot predict exactly what solutions will come
out of the political process, but we can predict
with absolute certainty that the senior population
will continue to grow, and with it the demand 
for health care and financial products designed for
this segment will grow as well. 

Universal American is not only creating and
selling products to meet the current needs of 
seniors; we are also building the essential skill 
sets that will be valuable as the needs of this 
population and the related governmental policies
inevitably change.

Health Insurance for Seniors Our core strategy is
to provide health insurance products to the
Medicare market. Traditionally, Medicare
Supplement has been the core product in our 
senior health portfolio. Even though the Medicare
Supplement market is highly competitive, the 
profitability of our block of business has continued
to grow because we are adept at the basic skills
that determine profitability. Over the past decade,
we have built an enviable franchise in this market
based upon powerful distribution, opportunistic
acquisitions, low cost administration and vigilant
risk management. 

The Medicare Modernization Act of 2003
(“MMA”) brought significant attention to the
health insurance system for our country’s 42 
million Medicare beneficiaries. For Universal
American, this change required us to re-examine
our position in the senior market and adapt our
strategy to be able to maintain and accelerate our
growth. Even though the legislation offers new
incentives to managed care programs (now called
Medicare Advantage) that may compete with 
traditional Medicare Supplement products, we
remain confident that our Medicare Supplement
business will continue to prosper since millions 
of senior Americans will opt to remain in the 
traditional program that features free choice of
doctors and hospitals. This will be particularly
true in small cities and rural areas - our primary
markets - which generally do not offer managed

TO OUR 
SHAREHOLDERS

Simply stated, 2004 was an outstanding year for Universal American. Our financial results
were excellent and we were able to make significant strategic advances during a time of
change and opportunity in our primary market. 
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care options. We estimate that more than 80% 
of our Medicare Supplement business is written
outside of metropolitan areas. 

Universal American has also embraced the 
revitalized Medicare Advantage program as an
additional avenue of growth that builds on the
expertise that we possess. To accelerate our entry
into this market, we acquired Heritage Health
Systems, Inc. in May 2004. Heritage operates
Medicare Advantage plans in Houston and 
several other counties in southeastern Texas, in
close association with several physician organiza-
tions. We believe that the Heritage model, which
emphasizes partnerships with physicians and a
commitment to individual care management, will
prosper in the coming years in current markets 
as well as in new ones. In addition, we began in
2004 to offer Medicare Advantage Private 
Fee-For-Service plans in two of our markets. 
By offering Medicare Advantage as well as
Medicare Supplement products, we are well 
positioned to serve the increasing need for health
care coverage for the growing senior population.

We are also energized about the opportunity 
to market the new prescription drug benefit
authorized by the MMA. Recently, we announced
a strategic alliance with PharmaCare, the 
pharmacy benefit management subsidiary of CVS
Corporation, to offer this government-sponsored
insurance plan. We have a potent network of 
independent general agents and career agents that
can distribute the product, 315,000 policyholders
who are ideal candidates to acquire this new 
coverage, and the possibility of extending our 
marketing reach through an association with the
largest retail drug chain in the country. 

With our existing strength in the Medicare
Supplement market, our growing presence in the
Medicare Advantage market and the potential of
the prescription drug insurance market that will
emerge in 2006, we believe that we are in an 
excellent strategic position to benefit from the
enormous opportunities that exist in the senior
health insurance market.

THE SELF-EMPLOYED MARKET
Pennsylvania Life and PennCorp Life (Canada)
have built a unique and highly profitable business
offering supplemental health insurance products to
the underserved self-employed market in the
United States and Canada. Despite the fact that
new sales and revenues in this segment of our 
business have grown slowly, profits and cash flow
remained strong in 2004 due to improved risk
management and the recent strength in the
Canadian dollar. We are particularly optimistic
that we can regain our sales momentum in Canada
since we have revamped our sales management
and augmented our product line. 

DISTRIBUTION
Much of our success is attributable to the potent
distribution network that we have built over the
past several years. In the United States, we now
have more than 28,000 independent agents in 35
states who distribute our senior market products
and, in 2004, wrote more than $101 million of
new premium. We also have more than 2,100
career agents in the United States and Canada who
produced in excess of $58 million of new 
premium in 2004. 
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We are particularly enthusiastic about the roll-
out of our Senior Solutions® concept to the career
agents. We are optimistic this branding effort 
will enhance our agent recruiting and increase
consumer awareness of our product offerings.

While the Heritage acquisition would have been
successful on its own, our Senior Solutions offices
in southeastern Texas are now responsible for
35% of the new sales of Medicare Advantage
products in Texas and are a major factor in the
accelerated growth that Heritage has experienced
since the acquisition. 

ADMINISTRATIVE SERVICES
Our senior administrative services division, CHCS
Services, plays a significant financial, operational
and strategic role in our company. Most impor-
tant, we count on CHCS Services to deliver 
predictable and growing profits and cash flow
derived from fees, in contrast to the risk-based 
revenues in our insurance entities. We are able 
to leverage the expertise gained through adminis-
tering senior health care products and providing
geriatric care management services for our own
companies and external clients to provide efficient
and cost-effective service for this market.

RISK MANAGEMENT
Pricing and Underwriting Disciplined pricing and
underwriting are the fundamental components
that determine the profitability of our insurance
products. We constantly monitor our results to
make sure that our underwriting is sound and that
our products are adequately priced. 

Reinsurance In the past, Universal American was
an active and astute buyer of quota share reinsur-
ance to leverage capital and mitigate severity risk.
However, as our capital base has grown, we are
able to absorb more net premium and have
reduced the amount of business, especially
Medicare Supplement, that we cede to reinsurers. 

Investment Portfolio The objective of our invest-
ment management is to generate secure and 
predictable cash flows to support our policy 
liabilities, without exposing our principal to undue
risk. In the past two years, our challenge has been
to produce adequate investment income in a low
interest rate environment. While we do not like to
make predictions on the direction of interest rates,
we built cash during particularly low interest rate
periods and have the liquidity to benefit from the
rising interest rate environment that appears to
have begun in 2005. 

The credit quality of our portfolio continues to
be quite strong. As of year end 2004, we had less
than 1% of our portfolio invested in bonds that
are rated lower than investment grade (as defined
by Standard & Poor’s).

ACQUISITIONS
Our ability to make acquisitions that advance our
strategic and financial goals has been a core 
competence and a primary factor in our growth in
recent years. The acquisition of Heritage in 2004
is the latest example of our approach and success
in this area. We will continue to be aggressive in
our search for acquisitions but we will also be 
disciplined in our decision-making and execution. 

“By offering Medicare Advantage as well
as Medicare Supplement products, we 
are well positioned to serve the increasing
need for health care coverage for the
growing senior population.”
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There are several reasons why our acquisition
strategy has worked well. First, we have consis-
tently stayed within financial parameters that
require our transactions to be immediately 
accretive. Next, we perform rigorous and com-
prehensive due diligence to mitigate the risk of a 
negative surprise. Finally, we are dedicated to 
integrating our acquisitions into our existing 
operations as quickly as possible. 

CAPITAL STRUCTURE
Our increased profits and cash flow have enabled
us to support our continued growth. We generate
a sufficient amount of capital internally to 
support internal growth, and the predictability and
diversity of our cash flows allow us to access the
capital markets on an increasingly favorable basis
to support our acquisition activity. 

We are particularly pleased that we have 
been able to finance our recent acquisitions 
without diluting our equity base, thus increasing
our earnings per share and returns on equity. In
recognition of our improved capital position, we
obtained the financing required for the Heritage
acquisition as a result of receiving an investment
grade rating from Standard & Poor’s.

CORPORATE GOVERNANCE
In 2004, like all public companies, we went
through the thorough analysis necessary to comply
with the financial control requirements of section
404 of the Sarbanes-Oxley Act of 2002. While it
would be disingenuous to say that we welcomed
the extent (and financial cost) of the 404 certifica-
tion process, our company embraced the spirit of

the requirements and made constructive use of the
rigorous examination to further strengthen our
controls and procedures. 

THE RESULTS
In 2004, we achieved record results in all aspects
of our business. Revenues grew by 41%, profits
grew by 48%, earnings per share grew by 44%,
diluted book value per share grew by 21%, and
most significantly, return on equity, excluding real-
ized gains, grew to 16.7%. Of equal importance to
these achievements, we have further strengthened
our strategic plan, which enables us to be opti-
mistic about future results.

In closing, I would like to thank all those who
have contributed to the success of Universal
American. We have assembled a powerful distri-
bution force and we appreciate the essential role
our agents play in our achievements. In addition,
we have more than 1,200 skilled and dedicated
employees who understand the importance of 
efficient execution and superior service to our
most valuable asset: the nearly 900,000 insureds
who rely on the promises that we make to them. 
I am gratified that our share price has reflected our
improved financial and strategic position, thus
rewarding our shareholders who have also placed
their trust in us. 

RICHARD A. BARASCH
Chairman and Chief Executive Officer
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STRENGTH 
IN NUMBERS

For Universal American, the numbers tell 
a compelling story. Forty-two million
Americans are now enrolled in Medicare,
a number that will greatly increase in the
years ahead. Also, the insurance needs of
North America’s 18 million self-employed
remain substantially unmet. That is why
we are focusing on these opportunities,
and why our numbers, too, tell a powerful
story. In 2004, our premium in force grew
24%, earnings per share increased 44%,
and return on equity rose to 16.7%. 



42million
AMERICANS ENROLLED IN MEDICARE (1)

18 million
SELF-EMPLOYED PEOPLE IN THE U.S. & CANADA (4)

47million
SENIOR AMERICANS ESTIMATED BY 2015 (2)

#1
SENIORS RATE FINANCIAL SECURITY 
AS THEIR NUMBER ONE CONCERN (3)

Sources:
(1) Centers for Medicare & Medicaid Services website (www.cms.gov).
(2) U.S. Census Bureau, 2004.
(3) 2001 Legislative Survey on Senior Citizens’ issues, performed by The Seniors Coalition.
(4) Small Business Administration 2002 and Labour Force Survey by Statistics Canada 2001.



Our goal is to offer America’s seniors a full range of
health insurance products, providing high quality,
cost-effective coverage. 
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O
ur goal is to offer America’s
seniors a full range of
health insurance products,
providing high quality,
cost-effective coverage. We
offer our customers choices

that suit their financial considerations and
provide health care options with which they
will be comfortable.

Our company is one of the nation’s lead-
ing underwriters of Medicare Supplement
and Medicare Select. At year end, we had
315,000 policyholders, generating annual
premiums of approximately $575 million.
We have assembled one of the largest
Medicare Select hospital networks in the
country, with 275 hospitals under contract
in 21 states. 

The 2003 Medicare Modernization Act
promised fair and reliable reimbursement to
private companies offering managed care
plans to individuals eligible for Medicare.
After careful study, we determined that 
these Medicare Advantage programs were a
logical next step for Universal American. 

In April 2004, our American Progressive
subsidiary began offering Medicare

Advantage Private Fee-For-Service plans 
in two of our strongest states; first in New
York, and shortly thereafter, in Pennsylvania.
As a result of our purchase of Heritage
Health Systems in May 2004, we also 
sell Medicare Advantage HMO plans in
Houston and Beaumont, Texas. We quickly
integrated Heritage into our company, 
and saw enrollment increase from 16,000
members to over 19,000 by year end. 
We envision that Heritage, with its 
experienced management and its model of
working closely with providers, will serve as
a base for our further expansion of Medicare
Advantage programs.

The Medicare Modernization Act also
established a subsidized prescription 
drug benefit to be offered by insurance 
companies, starting in 2006. We look 
forward to providing this coverage both in
our Medicare Advantage programs and as a
stand-alone product through a strategic
alliance with PharmaCare, a subsidiary of
CVS Corporation, the nation’s leading 
pharmacy retailer with 5,400 stores.

HEALTH INSURANCE 
SOLUTIONS FOR SENIORS

At Universal American, our primary focus is to serve the needs of the growing
senior market. With 42 million Americans now eligible for Medicare, this 
market is poised to surge in the years ahead as the baby boomer generation ages.
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U
niversal American’s career
agent force consists of repre-
sentatives who exclusively
sell our products, through
our Pennsylvania Life and
Pyramid Life divisions. The

cornerstone of our career agency initiative is
our trade-marked Senior Solutions®, a com-
prehensive branding program that embodies
our commitment to the senior market and
provides our agents with the tools they need
to succeed. 

The Senior Solutions brand is built on
the premise that seniors today face confusing
health care insurance choices. With Senior
Solutions, customers can receive advice 
from one of our knowledgeable agents, and
select from an ample array of insurance
products and services designed with their
needs in mind. 

No other program in our industry is
comparable to Senior Solutions. It has
become a powerful recruiting device to
attract high caliber agents to our company.
In 2004, we established over 85 Senior
Solutions Centers in 26 states; these are sales
offices that serve as focal points for local
senior market insurance expertise. 

We also rely upon a network of inde-
pendent agents who sell our senior market
products through our general agency sub-
sidiaries – American Pioneer Life, American
Progressive, Constitution Life and Union
Bankers. Much of our business in this 
network comes from a core group of loyal
agents, with whom we have developed
strong and longstanding relationships. 
For all our agents, we make it easy and
attractive to do business with us.

The synergy between our existing agents
and our new Medicare Advantage plans 
is an exciting component of our distribution
strategy. Previously sold primarily by man-
aged care companies, Medicare Advantage
has been enthusiastically embraced by both
our career and independent agents as a valu-
able addition to their portfolio. In 2004, our
agents in Texas, New York and Pennsylvania
sold approximately $22 million in Medicare
Advantage annualized premium.

With our 2004 acquisition of Heritage
Health Systems, we gained a new distribu-
tion capability – direct sales. Heritage’s 
subsidiary, SelectCare of Texas, focuses 
primarily on selling Medicare Advantage
plans through channels such as direct mail,
direct TV and informational seminars.

A NATIONAL, MULTI-CHANNEL
DISTRIBUTION NETWORK

To effectively deliver our broad range of products, we have built a national, multi-
faceted distribution network that includes career agents and independent agents.



With Senior Solutions, customers can receive
advice from one of our knowledgeable agents, and
select from an ample array of insurance products
and services designed with their needs in mind. 



page 12.

I
nsurers and managed care companies
turn to CHCS Services, Inc. for a mul-
titude of outsourcing services, 
customized precisely to fit their needs.
We are expert at underwriting
Medicare Supplement risks, evaluat-

ing long-term care patients by telephone or in
person, efficiently processing claims and 
collecting premiums, or quickly and 
accurately fielding questions from policy-
holders – in 9 different languages.

Our teams of insurance experts and health
care professionals assist clients to develop
new products and programs, while our 
staff of over 100 call center specialists 
provides round-the-clock customer contact.
And, more than 1,500 nurses and social
workers, through our nationwide network,
are available to give seniors compassionate,
personalized attention and care.

Importantly, we have been an innovator in
the emerging eldercare business. We have

bundled an array of noninsurance geriatric
care management services into Nurse
Navigatorsm, our program enabling members
and their families to find solutions to com-
plex eldercare concerns. Nurse Navigator
combines the services of care managers and
advisors with a customer contact center,
online information resources, and a network
of over 4,600 providers offering discounts 
to senior products and services, ranging 
from assisted living centers to home health
agencies. 

While CHCS Services is a logical extension
of our senior insurance activities, its steady
revenue stream from recurring fees counter-
balances the risk-based income of our other
operations. Moreover, the knowledge we
glean administering services to seniors helps
us in developing our own insurance products
designed specifically for that market.

SOLUTIONS FOR SENIOR 
HEALTH CARE ADMINISTRATION 

Our wealth of experience and deep understanding of the senior market has
enabled CHCS Services, our administrative services division, to become a leader
in administering senior health care products on an outsourced basis.



Insurers and managed care companies turn to
CHCS Services for a multitude of services. We are
expert at underwriting Medicare Supplement risks
and processing claims, and our nationwide network
of nurses and social workers provides seniors with
compassionate, personalized attention and care.
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T
oday, more than ten percent
of the U.S. workforce is self-
employed, and the numbers
are closer to eighteen percent
in Canada. And yet, this siz-
able market is often neglected

and underserved. At Universal American, we
provide a full complement of specialty 
products targeted to the self-employed.
These include supplemental health insur-
ance, life insurance, and other products for
asset accumulation and financial protection.

We focus on serving small cities and rural
towns throughout North America. Over
1,000 of our career agents, in more than 100
offices, cater to the self-employed through
our Pennsylvania Life subsidiary in the U.S.
and PennCorp Life in Canada. We especially
work with a “blue-collar” and “gray-collar”
clientele, including farmers, independent
contractors and other small business owners. 

This steady, niche market has been highly
profitable for Universal American and dove-
tails nicely with our other core activities. 
The percentage of those who are self-
employed is considerably higher among
older workers – age 50 and above – than
among the workforce in general. This pres-
ents our agents with a natural crossover
opportunity. It opens the door to selling 
senior market insurance products to our 
self-employed customers as they grow older
and their lives change. 

Self-employment can be a rewarding
path. Statistics show that, on average, older
self-employed workers are generally quite
better off than their salary- and wage-earn-
ing counterparts. But self-employment also
brings added responsibility, to make sure
that planning for important work- and 
life-related matters is not overlooked. Our
agents help relieve our customers of several
of their pressing concerns. 

INSURANCE SOLUTIONS FOR 
THE SELF-EMPLOYED

The sizable self-employed market is often neglected
and underserved. Moreover, the percentage of
those who are self-employed is considerably higher
among older workers. This presents our agents
with a natural crossover opportunity. 

For the growing number of self-employed – whether they are choosing independ-
ent careers, transitioning into retirement or by necessity creating alternatives 
to a salaried occupation – our specialty insurance products provide a vitally
important financial safety net.
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WILLIAM E. WEHNER
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Pennsylvania Life

JASON J. ISRAEL
Chief Operating Officer
CHCS Services, Inc.

GARY JACOBS
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CHCS Services, Inc.

THEODORE M. CARPENTER, JR.
Chief Executive Officer
Heritage Health Systems, Inc.

RICHARD A. BARASCH
Chairman and 
Chief Executive Officer

GARY W. BRYANT
Executive Vice President and 
Chief Operating Officer

ROBERT A. WAEGELEIN
Executive Vice President and 
Chief Financial Officer

EXECUTIVE TEAM
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