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ur mission forms the bedrock of our
strategic direction at Blue Cross and
Blue Shield of Florida. It establishes
a unique role for our company to
advance the health and well-being of
all Floridians. We are committed to serving our customers and pursuing community and public policy
solutions that improve the quality, accessibility and efficiency of health care for all Floridians.
The environment in which we operate remains turbulent,
and within Florida we face immediate challenges. For
example: The economic recovery has been slow and
has increased the number of uninsured in our state,
while total medical costs are escalating at a pace far
exceeding general inflation.
Through all of this, the Blues system of plans is
stronger than ever with national enrollment the highest
since 1981. One in four Americans has decided that
health care coverage is "Better in Blue." In Florida, our
company continues to be a leader in the health industry.
Our leadership reflects not only our commitment
to provide our members with excellent service and
affordable choices, but also our responsibility as a corporate citizen . We support a variety of programs and
services that enhance the lives of the people in our
communities.
continued on page 4
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lue Cross and Blue Shield of Florida and
its family of subsidiaries are dedicated
to providing the people of Florida with
caring solutions designed to protect
the health and well-being of themselves
and their loved ones. That is our promise and we strive
to fulfill it every day. Our commitment to strong business ethics is the cornerstone for our success and is
fundamental to delivering on our promise.

The environment in which we operate remains turbulent,
and within Florida we face immediate challenges. For
example: The economic recovery has been slow and
has increased the number of uninsured in our state,
while total medical costs are escalating at a pace far
exceeding general inflation.

As a company, we focus primarily on the health industry
and work to provide value through an array of choices
that are delivered with excellent customer service.
These choices come through products and services
offered by our four business sectors: Health Business
(our core business), Diversified Business, Government
Business and E-Business.

Through all of this, the Blues system of plans is
stronger than ever with national enrollment the highest
since 1981. One in four Americans has decided that
health care coverage is "Better in Blue." In Florida, our
company continues to be a leader in the health industry.

During 2002, we achieved our 14th consecutive year
of positive financial performance and enrollment
gains. Consolidated net income last year was $193
million on revenues of $5.66 billion, producing an
after-tax profit margin of 3.4 percent. The company
also paid approximately $186 million in federal and
state taxes.

Our leadership reflects not only our commitment
to provide our members with excellent service and
affordable choices, but also our responsibility as a corporate citizen. We support a variety of programs and
services that enhance the lives of the people in our
communities.

We increased policyholders' equity to $1.17 billion, or
the equivalent of approximately $350 per member in
our Health Business. As a policyholder-owned

continued on page 4
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continued from page 2
Through our Community Giving program, we support
organizations and projects that focus on health education
and research, youth development and community development. This includes higher education to enhance
capacity, fund professions and scholarships with focused
study on ethics, nursing, uninsured and underserved
populations, among others.
Our Blue Community Champions program encourages
employees to volunteer, and their response has been
superb. They donate thousands of hours every year to
feed the hungry, walk miles to raise funds for worthy causes, build houses and donate generously to
the United Way. I'm proud to say that our employees have been United Way of Northeast Florida's
number one employee giving group for the last

Providing Floridians with an array of choices is important.
Through our company and family of subsidiaries, we
offer HMO plans, broad network PPO plans, supplemental health coverage for Medicare recipients, traditional
indemnity products, prescription drug coverage, dental
plans, life insurance, workers' compensation, long-term
care, disability and many other products and services.
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company, we reinvest our earnings back into the
company for the protection of our members.
Our policyholders' equity ensures members' claims are

a
si

a
p

Together with our employees, Blue Cross and Blue
Shield of Florida and its subsidiaries are proud to make
a difference in the lives of our fellow Floridians - to
make it "Better in Blue" for the more than 6 million

continued from page 3
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paid, both now and in the future. The equity is a critical
measure of the company's ability to meet its obligations when claims or expenses are higher than
anticipated or during times of economic uncertainty.
Policyholders' equity also provides a strong foundation
to support new capability development that improves

health care quality for our members while holdi
down in the long term.
We continue to maintain a strong market prese
that, combined with our proactive growth stratE
excellent capitalization, continues to earn favora
external ratings. Three independent ratings firm
our company in 2002: Standard & Poor's (A), A.I
(A) and Moody's (A3).
We grew our Health Business market share to ~
percent in 2002 and achieved a consolidated ret
rate of 87 percent for all lines of Health Busines:

Floridians we serve.

During 2002, our Health Business sector
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processed more than 40 million claims - or
161,000 claims each business day- on bel
our 3.4 million Health Business members, VI
more than $6.5 billion paid to physicians and
providers for our members' health care servi

four years.

Our other business sectors also made signif

The Blue Foundation for a Healthy Florida, our
philanthropic affiliate, works to positively impact
Florida's many different health challenges with a
particular focus on the health and well-being of

contributions in serving Floridians: Diversifie1
Business launched new dental products and
duced long-term care products. Governmen1
Business continued to operate as one of the

the uninsured and underserved.

largest traditional Medicare contractors in thE
nation and successfully launched lncepture, ,

We also work with our members, industry partners
and government to build mutual understanding of
health issues. We encourage those who share our

company that provides additional opportunitii
growth. Also, our E-Business sector continuE
work on developing innovative solutions to t~
challenges facing the nation's health system.

commitment to get involved by explaining to their
representatives in Tallahassee or Washington, D.C.,
the impact proposed legislation would have on their
businesses, their employees and their families.

\

Together we work to protect the quality and affordability of health care and support changes that
encourage innovation and greater choice.

We are proud of our commitment to provid1
array of choices to our fellow Floridians and
forward to meeting their diverse and ever-cl
ing needs by making their lives "Better in B
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are committed to serving our customers I

Robert I. Lufrano, I
President and (

and pursuing community and public policy

Michael Cascone, J~
Chairman and CEO

solutions that improve the quality, accessibility
and efficiency of health care for all Floridians. "

Better in Blue
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Policyholders' equity also provides a strong foundation
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forward to meeting their diverse and ever-changing needs by making their lives "Better in Blue."

"We are committed to serving our customers
Michael Cascone, Jr.

and pursuing community and public policy

"We are dedicated to providing the people
of Florida with caring solutions designed to

Robert I. Lufrano, M.D.

Chairman and CEO

solutions that improve the quality, accessibility
and efficiency of health care for all Floridians."

Better in Blue

President and COO

protect the health and well-being of
themselves and their loved ones."
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Health Business
Better in Blue
hirty-five years ago,
Chuck McOuiston founded
his commercial and residential painting business in the
Orlando suburb of
Longwood on these simple principles:
Take care of all the details when it
comes to service. Treat customers
fairly. Offer a fair price . And treat
employees the way the owner himself would like to be treated.
Dissatisfied with the health plan he
was offering his employees five years
ago, Chuck told his insurance agent
he wanted a health plan that thought
the way he did . "I told him I wanted
to go with a good company that I
didn't have to worry about, one that's
been around a long time and could
give me the best rate ."
For McOuiston Painting, the choice
was a Blue Cross and Blue Shield
of Florida combination plan that
gives his staff of 16 the choice of
either BlueChoice PPO coverage or
BlueCare HMO coverage .
In short, the company concluded that
it's "Better in Blue ."
"I believe everyone should have health
insurance, " says Chuck, who pays half
the premiums for his employees,
regardless of which plan they choose.

became quite apparent two years ago.
Over the course of one month, Chuck
was painfully wracked by what he
thought was indigestion. In the middle
of the night, the pain became so
unbearable, he told his wife to call 911 .
Rushed by ambulance to Florida
Hospital Altamonte, Chuck experienced
several other bouts of pain.
Although he never had an actual heart
attack, a coronary angiogram determined that one of Chuck's key coronary arteries was 90 percent blocked .
"You made the right phone call," his

~
-

cardiologist told him after he had
implanted a stent to open up the
artery. "I'm glad you came in ."

(ti

Since then, Chuck has tried to reduce
his smoking and stay active by walking, bicycling and taking up golf. And
he's still a very hands-on painting contractor. "I was just rolling paint on
some stucco homes yesterday," he
recently said .
It has paid off. "My cardiologist
doesn't want to see me for another
year," Chuck reported after a recent
check-up. "He said my heart is

)

healthier than it was a year ago."
BlueChoice covered the follow-up care
and the stent procedure itself. "Otherwise," says Brenda McOuiston, "we'd

Health Business is our core business and provides a full
spectrum of health care plans and services. It carries the
: ,_;

still be up to our ears in medical bills."

:il

strong Blue brand and represents our largest customer
He and his wife, Brenda, who -

along

with their daughter Tonya Shipes handles all the secretarial work, opt for
the BlueChoice coverage. Its value

•,

BlueCross BlueShield
of Florida
An Independent Licensoo or the
Blue Cross and Blue Shield Assoc1at1on

"Florida Hospital has great doctors,"
adds her husband, "and they are part
of the Blue Cross and Blue Shield of
Florida network. I'm very pleased ."
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base, adding more than 850,000 members since 1997
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and achieving a 31 percent market share .
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Health Business is our core business and provides a full
spectrum of health care plans and services. It carries the
strong Blue brand and represents our largest customer
base, adding more than 850,000 members since 1997
and achieving a 31 percent market share.
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Health Business
Better in Blue
Iba Chavez was
surprised and
concerned. Understandably so. The
mother of
teenaged sons had just learned she
was pregnant - at the age of 41.
One of the first things the Sunrise,
Fla ., resident did was call Healthy
Addition - Blue Cross and Blue
Shield of Florida's award-winning
prenatal education and intervention
program for high-risk pregnancies.
A native of Ecuador, Alba primarily
speaks Spanish. Three years previously she and her sons had followed
her Peruvian-born husband, Cesar, to
Florida, where he had spent a year
establishing roots. Alba's unfamiliarity with the English language had
been no problem.

When it comes to high-risk
pregnancies, Alba learned, it's "Better
in Blue." "It was hard the first few
months, feeling nervous about the
pregnancy," Alba says through translator Lizzie. "So it was nice to take
comfort in speaking with Clevette,
who helped calm the concerns and

Our Healthy Addition
program identifies
members with high-risk

doubts I was having."

pregnancies and gives
Alba enjoys Blue Cross and Blue
Shield of Florida BlueCare HMO coverage through her husband's
employer, a check-cashing agency in
Fort Lauderdale. "I was very surprised a health care plan offered this
kind of service," says Alba.
One of her first concerns involved
the allergy medications she had
been taking before learning she was
pregnant. After speaking with
Clevette, she talked with her doctor
and stopped the medications, which

them additional
attention and protection
so their babies can

be born as healthy
as possible.

Nor was it now, when a Healthy
Addition staff member, Lisi "Lizzie"

worked out fine . She also followed
Clevette's recommendations for

Suarez, helped with translation as
Alba connected with Clevette

proper diet and fluid intake, and
went faithfully each month to her

George, R.N. For nine years now, the
Healthy Addition nurse has been a
knowledgeable and assuring voice
guiding high-risk moms such as Alba
through their pregnancies. Her role:

obstetrician for prenatal checkups.

That's understandable too: On
December 23, 2002, Alba presented

"She was very conscientious,"

a new sister to her sons, Cesar, 18,
and Marco, 15.

educating them, encouraging them to
follow their doctors' instructions, helping maximize their benefits and just
being there in case they need to talk.
"When working with older moms like

raves Clevette. "She was a model
mom.
"Both Clevette and Lizzie were very
professional with their calls," says
Alba, "and they're very nice and
pleasant. I'd recommend Healthy
Addition to other expectant mothers."

Alba," says Clevette, "I encourage
them to have an upbeat outlook."

Angie Marfa del Rosario Chavez
weighed in at 7 pounds, 13 ounces .
"Angie's a healthy American girl!"
Alba laughs with delight. "At my
age, she's a blessing ."

....
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Diversified
Business
Better in Blue
usy at 4 a.m. readying the
Sam's Club store in

ety, a nurse case manager even accompanied
him to some of his physical therapy sessions.

Tallahassee for opening last
year, grocery team leader

"Cheryl and her staff were very helpful," says

David Hart was moving a pal-

Laurie. "They kept us informed about David's

let of cooking oil when his forklift hit a pole.

progress and made sure he had his medica-

Flung down, David struck his head on the

tions, got to his appointments and received

concrete floor and fractured his neck.

his workers' compensation checks regularly."

Within hours, a team of workers' compen-

It's all part of our innovative "caring solutions"

sation specialists from Integrated

philosophy, which maximizes our expertise

Administrators (IA), a wholly owned Blue

and high-quality health care provider networks

Cross and Blue Shield of Florida subsidiary,

to get injured workers back on their feet and

swung into action. Nurse case manager

back on the job as quickly as possible. The

Claudia Castro, R.N., dispatched another

result: reduced employer costs and healthier,

nurse to visit David in the hospital and

happier workers.

establish lines of communication with the
That kind of "Better in Blue" approach is

medical staff.

the hallmark of Blue Cross and Blue Shield
Claudia also alerted Brian Wolff, M.D. In

of Florida's Diversified Business sector,

cases such as this, IA supplements its

which also offers long-term care, life, dental

expert in-house medical resources with a

and vision care coverage.

group of Florida's most respected workers'
compensation physicians, including Dr.

It's also the kind of progressive thinking that

Wolff. This assures that patients such as

prompted Wal-Mart, the Sam's Club parent

David receive excellent care. Dr. Wolff

company, to grant IA its first-ever workers '

reviewed the medical files and talked to

compensation national vendor of the year

David's doctors, and they all agreed that the

award.

36-year-old father of three needed neckfusing surgery.

Remarkably, six months later, David was
back working full-time in a light-duty capac-

To check his progress after surgery, IA's

ity. Two months later, he was back to full

adjuster Cheryl Studer stayed in constant

duty including stocking merchandise and

contact with both David and Laurie Watts,

driving a forklift. "Cheryl and Claudia helped

the Sam's Club store's personnel/training

me feel at ease about how workers' com-

coordinator. And to ease David's initial anxi-

pensation works," says David . "I was able

....

to just concentrate on rehabbing and getting better. They were pretty much the keys

BlueCross BlueShield
of Florida
Anlndependen! Licenseeofthe
BlueCrossandB lueShieldAssoc:i ati on

to my recovery, to the success of my being
back to work."
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fter an accident last year,
Emma "Ginny" Feller, a
96-year-old widow from
West Palm Beach,
needed therapy in
an assisted living facility. After a
months-long stay, her joy of being
recovered and back home was shortlived. She learned shocking news: she
was no longer covered by Medicare.

BlueCross BlueShield
of Florida
An Independent Licensee ol the

Blue Cross and Blue Shield Associa1ion

Quickly assessing Ginny's situation,

Options, Inc., and lncepture, Inc.,

Maureen asked her to hold on while
she contacted both the federal
Centers for Medicare & Medicaid

both wholly owned subsidiaries, and
a one-half interest in TriCenturion, LLC.

Services and two different Social
Security representatives. "Whether
it takes 10 minutes or 30 minutes,

During 2002, Maureen and her

I stay on the phone with them until
the issue is resolved."

coworkers processed more than 82
million Medicare claims and handled
3.7 million inquiries from 75,000
providers and nearly 3 million beneficiaries in Florida and Connecticut.

Soon, Maureen was able to explain
Since its January 2002 launch,

Because Ginny never qualified for
Social Security, she pays both
monthly Medicare Part A and Part
B premiums. Somehow, during her

to Ginny that sending a check for the
overdue premiums to her local Social
Security office would get her reinstated.

convalescence, her premium bills
got waylaid and were not paid.

"Maureen was very patient, courteous
and cooperative," says Ginny, the
widow of a doctor and the mother of
two sons, also doctors, who live
1,500 miles away. "I really needed to

such as new federal patient privacy
rights requirements; contract staffing
of information technology professionals; and print-to-mail services, such as
benefit information packages.

in Florida. Maureen works for First
Coast Service Options, Inc., a sub-

hear that somebody was interested
and was going to help me . It was a
real comfort to speak to Maureen."

TriCenturion has quickly become
the nation's most dominant Medicare

sidiary of Blue Cross and Blue Shield
of Florida that handles Medicare
claims for the federal government.

Handling such Medicare inquiries is
just one of the services provided by

anti-fraud safeguard contractor.
TriCenturion is responsible for
anti-fraud work in 30 states.

our Government Business sector,
called Diversified Service Options,
Inc., which includes three affiliate
companies: First Coast Service

When it comes to our Government
Business services, our commitment
to quality shows it's "Better in Blue ."

lncepture has provided health care
consulting to physician practices concerning regulatory compliance issues,

In tears, she called Maureen
Pickering, a senior advisor for
Medicare Part B customer service

As a 14-year veteran, Maureen has
taken care of many upset seniors . "I
let them know I understand their anxiety, and that I'm going to help them,"
she says. "I tell them it's almost
always something that can be fixed ."

GovernIIlent
Business
Better in Blue
Government Business focuses primarily on traditional Medicare
program administration and diversification into related markets.
13
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Better in Blue
efore patients ever walk
into the Filutowski Eye
Institute in Lake Mary,
cataract coordinator
Tara Nelson has verified
their health plan eligibility, benefit levels

m

J

and deductible status.

14 million transactions via the Internet.
That makes it, according to industry analysts, the fastest ever e-business or
electronic health company to grow without acquisitions of other companies . By
October 2003, an estimated 2,500 more
health care providers and a number of
health plans are expected to join Availity.

She knows all this thanks to Availity®, an
easy-to-use, secure online connection .
"It's very helpful," she says. "In fact,
Availity has cut my work time with Blue
Cross and Blue Shield of Florida in half."
"Availity has cut our phone time by at
least 50 percent," agrees Lori Freeman,
a patient accounting clerk at Doctors'
Memorial Hospital in Perry, Fla. She
goes online to quickly correct any billing
errors that may have led to claims
rejections .
Availity is a joint venture between

,0-,
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Our E-Business sector responds to

~

Navigy, Inc., a wholly owned subsidiary
of Blue Cross and Blue Shield of Florida,
and HUM-e-FL, Inc., a Humana Inc. subsidiary. The partnership between the
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two competing health plans is so unique,
it earned one of just three 2003
AstraZeneca-National Managed Health
Care Congress Partnership Awards . This
award recognizes successful and unique
partnerships that provide innovative
ways of controlling spiraling health care
costs while improving access and overall care.

i that create value for Blue Cross and
Blue Shield of Florida.
14

and referrals .
Our E-Business sector was established
in late 2000 to leverage key Blue Cross
and Blue Shield of Florida assets
through new business partnerships and
alliances - such as the one we've
formed with Humana. The purpose is to
create strategic and financial value while
delivering solutions to challenges facing
the nation's health system.
"The delivery of health care is a balance
between hands-on patient care and the
administrative functions that support it,"
says Jill Gleeson, president and chief
operating officer of Navigy and head of
the E-Business sector. "Everyone wants
to contain costs, but providers still want
to have a patient-friendly environment."

Just one year after Availity's February
2002 general release, all 208 Florida
hospitals and more than 18,000 physicians are annually executing more than

ventures (partnerships and alliances)

Instead of phoning, faxing and mailing
forms, doctors' offices and hospitals use
a single Internet web portal - at no
cost - to communicate with multiple
health plans. With a few clicks of the
keyboard, they can submit claims; check
on claims; verify eligibility and benefits;
and submit and check on authorizations
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As Availity clearly demonstrates, chances
of reaching that goal are "Better in Blue."
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BlueCross BlueShield
of Florida
Anlndependentltcenseeotthe
Bl1.1e Cross and Bl1.1e Shield Association

Community

Outreach
Better in Blue
lue Cross and Blue Shield of

Darnell tutors underprivileged elementary school

Florida Vice President Darnell
Smith knows the value of
people helping each other. The
39-year-old executive was raised

children.

by a single mom in St. Augustine. While she
worked long hours as a cook, neighborhood
folks kept a caring eye on Darnell.
Then, early in his freshman year at Florida State
University, Darnell's mother died. With his
brother in the Air Force and his sister married
and unable to support him, he found himself
without a home. In stepped history professor
David Ammerman, who opened his home to
Darnell during holidays and summer breaks
when the college dorm was closed.
"I was lost and he helped me get through a
tough time," Darnell recalls. "Now it's my turn."
As a member of our Blue Community Champions
employee volunteer program, Darnell co-chaired
our 2002 United Way campaign, which statewide
raised a total of $1.6 million in employee pledges
and corporate matches . (And, for the fourth year
in a row, Blue Cross and Blue Shield of Florida
was number one in employee giving in
Northeast Florida.)
Darnell conducts leadership training for local high
school students. He serves in Jacksonville on
the board of directors of both the PACE (Practical
Academic Cultural Education) Center for Girls
and the Otis F. Smith Foundation, for which

....

BlueCross BlueShield
of Florida

Darnell isn't alone. He was just one of 248
employees who led the United Way Day of
Caring activities and the annual giving campaign
in 2002 . Another 530 supported Habitat for
Humanity affiliates in Jacksonville, where Blue
Cross and Blue Shield of Florida funded five
houses. Statewide, more than 800 employees
raised a total of $112,000 in walks and runs that
benefited the March of Dimes, the American
Heart and Diabetes Associations, the American
Cancer Society and the Susan G. Kamen
Foundation. Still others volunteered more than
12,000 hours of service to 40 agencies in Florida
and Connecticut through community service
teambuilding activities. Our staff also donated
spring and winter baskets, clothes, toys, school
supplies and 25 tons of food.
Altogether, the company donated $29 million to
some 240 universities and non-profit organizations across Florida and in Connecticut. The
money helps support and improve the health and
well-being of Florida and Connecticut citizens.
Included is our two-year-old Blue Foundation for
a Healthy Florida, which made 28 grants totaling
$1.28 million to promote the health and wellbeing of uninsured and underserved Floridians.
Thanks to Blue Cross and Blue Shield of Florida
and our volunteer employees, Florida is "Better
in Blue." "Our corporate values are about giving
back to our community," says Darnell. "Blue
Community Champions allows us to live those
values, not only as a corporation but as individual employees."

AnlndependentLicenseeofthe
Blue Cross and Blue Shield Association
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Report of Independent Certified Public Accountants

Better in Blue

Blue Cross and Blue Shield of Florida, Inc. and Subsidiaries

To the Board of Directors of

Board of Directors

Blue Cross and Blue Shield of Florida, Inc. :

First row (from left to right):
Frank P Scruggs, Jr. , Robert M.
Beall II, Michael Cascone, Jr. and
Robert I. Lufrano, M.D.

Second row: Catherine P Bessant,

In our opinion, the accompanying consolidated balance
sheets and the related consolidated statements of income
and comprehensive income and of cash flows present fairly,
in all material respects, the financial position of Blue Cross
and Blue Shield of Florida, Inc. and its subsidiaries (the
Company) at December 31, 2002 and 2001, and the results
of their operations and their cashjlowsfor the years then

Frederick, Jr., DuBose Ausley,

ended in conformity with accounting principles generally
accepted in the United States of America. These consolidated

Bernal Quiros, Hugh M. Brown,

financial statements are the responsibility of the Company's

Walter S. McLin Ill, Edward L.

management; our responsibility is to express an opinion on
these financial statements based on our audits. m conducted
our audits of these statements in accordance with auditing

Henry H. Beckwith, WO. (Bill)

Boykin and Gonzalo F Valdes-Fauli

\

Attorney at Law
Ausley & McMullen
Tallahassee, FL

Certified Public Accountant
Tampa, FL

President & Chief Operating Officer
Blue Cross & Blue Shield of Florida
Jacksonville, FL

Robert M . Beall II

Retired President
& Chief Executive Officer
BAMSI, Inc.
Titusville, FL

Chairman & Chief Executive Officer
Beall's, Inc.
Bradenton, FL

Henry H. Beckwith
Senior Vice President
W. W . Gay Mechanical
Contractors, Inc.
Jacksonville, FL

Catherine P. Bessant
Corporate Marketing Officer
& President
North Carolina Bank of America
Corporation
Charlotte, NC

Hugh M. Brown

Michael Cascone, Jr.

Walter S. Mclin Ill
Partner
Mclin & Burnsed, P.A.
Leesburg, FL

Bernal Quiros

Chairman & Chief Executive Officer
Blue Cross & Blue Shield of Florida
Jacksonville, FL

Retired Businessman
Coral Gables

W. D. (Bill) Frederick, Jr.

Attorney at Law
Greenberg Traurig
Fort Lauderdale, FL

Frederick Enterprise Group
Orlando, FL

Gonzalo F. Valdes-Fauli
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Office of the CEO
First row (left to nght): Michael Cascone, Jr. and Robert I.
Lufrano, M.D. Second row: Cyrus M. Jollivette, Duke
Livermore, L. Joseph Grantham, Bruce N. Bagni, R. Chris
Doerr, Larry L. Payne and Jane E. Rollinson

Bruce N. Bagni

ing the accounting principles used and significant estimates
made by management, and evaluating the overall financial

Sr. Vice President of Public Affairs, General Counsel and
Corporate Secretary

statement presentation. m believe that our audits provide a
reasonable basis for our opinion.

Michael Cascone, Jr.
Chairman and Chief Executive Officer

R. Chris Doerr
Sr. Vice President and Chief Financial Officer

As discussed in Notes 1 and 3 to the consolidated financial
statements, the Company adopted Statement of Financial

L. Joseph Grantham
Sr. Vice President and Chief Strategy Officer

Accounting Standards No. 142, Goodwill and Other
Intangible Assets, tffective January 1, 2002.

Cyrus M. Jollivette

Frank P. Scruggs, Jr.

Vice Chairman Emeritus
Barclays Capital Latin America
Miami, FL
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includes examining, on a test basis, evidence supporting the
amounts and disclosures in thefinancial statements, assessRobert I. Lufrano

~
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to obtain reasonable assurance about whether the financial
statements arejree of material misstatement. An audit

Edward L. Boykin

t':
~f

'

standards generally accepted in the United States of
America, which require that we plan and perform the audit

DuBose Ausley

,.._

~f,-.
-

Group Vice President of Public Affairs

Duke Livermore

(. \. p

Sr. Vice President and Chief Information Officer

Robert I. Lufrano

February 14, 2003

President and Chief Operating Officer

Larry L. Payne
Sr. Vice President of Human Services Group

Jane E. Rollinson
Sr. Vice President and Chief Marketing Executive
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BlueCross BlueShield
of Florida
An Independent Licensee of the
Blue Cross and Blue Shield Association

Consolidated Balance Sheets

Consolidated Statements of Income and Comprehensive Income

Blue Cross and Blue Shield of Florida, Inc. and Subsidiaries

Blue Cross and Blue Shield of Florida, Inc. and Subsidiaries

2002
ASSETS

2001
2001

2002

(in millions)
(in millions)

Investments:
Fixed maturities, available for sale

$

Equity securities, available for sale

1,549

$

338

Cash and cash equivalents
Total investments

1,239
397

336

350

2,223

1,986

$

Premiums earned
Amounts attributable to self-funded arrangements
Less amounts attributable to claims under self-funded arrangements

Receivables :
Premiums and other

185

Reimbursable contracts
Federal Employees Health Benefits Program
Total receivables
Property, equipment and computer software, net
Goodwill
Deferred expenses and other assets

Total assets

$

192

90

86

227

186

502

464

369

352

77

77

268

112

3,439

$

2,99 1

Net premiums earned

$

5,362

5,110

2,750

2,339

(2,449)

(2,076)

5,663

5,373

49

89

5,712

5,462

Claims and medical expenses

4,269

4,283

Operating expenses

1,147

1,066

Interest expenses

12

4

Total expenses

5,428

5,353

284

109

Current

123

8

Deferred

(32)

9

91

17

193

92

Investment and other income
Total revenue

LIABILITIES

Income before provision for income taxes

Liabilities for policyholder benefits:
Claims outstanding

$

Reimbursable contracts
Policy reserves
Total liabilities for policyholder benefits

512

$

538

90

86

383

252

985

876

Premiums

147

158

Federal Employees Health Benefits Program

227

186

319

228

Bank overdrafts

178

207

Accounts payable and accrued expenses

261

148

-

69

149

124

2,266

1,996

Provision (benefit) for income taxes:

Unearned premium income :

Accrued payroll and related benefits

Short-term borrowings
Long-term debt
Total liabilities

Total provision for income taxes

Net income
Other comprehensive income:
Minimum pension liability adjustment (net of $15 million

(23)

deferred income tax benefit)
Change in net unrealized gains on investments (net of $4 million

Commitments and Contingencies (Notes 6, 7, 9 and 11)

in deferred income tax expense for 2002 and $17 million in

1,173

Poli cyholders' equity

995

$

Comprehensive income
Total liabilities and policyholders' equity

$

3,439

The accompanying notes are an integral part of these consolidated financial statements.
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(29)

7

deferred income tax benefit for 2001)

POLICYHOLDERS' EQUITY

$

177

$

63

2,99 1

The accompanying notes are an integral part of these consolidated financial statements.
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BlueCross BlueShield
of Florida
An lndependenl Licensee of the
Bli;e Cross and Blue Shield Association

Consolidated Statement of Cash Flows

Notes to Consolidated Financial Statements

Blue Cross and Blue Shield of Florida, Inc. and Subsidiaries

Blue Cross and Blue Shield of Florida, Inc. and Subsidiaries

2002
Cash flow s from operating activities :
Net income
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation and amortization
Net realized loss (gain) on sale of assets
In-kind contribution of equity securities to charitable organizations
Decrease (increase) in certain assets:
Premiums and other receivables
Reimbursable contracts receivable
Deferred expenses and other assets
(Decrease) increase in certain liabilities:
Claims outstanding
Reimbursable contracts
Policy reserves
Unearned premium income
Accrued payroll and related benefits
Accounts payable and accrued expenses

$

2001

(in millions)
193
$

74
41
8

64
(3)

8
(4)
(154)

(1)
(8)
(34)

(26)
4
131
47
62

104
8
21
(6)
25
3

373

265

1,181
97
9
(1,408)
(121)
(3)
(70)

649
70
(811)
(212)
(3)
(90)

(315)

(397)

(11)

Net cash provided by operating activities
Cash flows from investing activities:
Proceeds from sales of fi xed maturity investments
Proceeds from sales of equity securities
Proceeds from maturity of fi xed maturity investments
Cost of fixed maturity investments purchased
Cost of equity securities purchased
Investment in affiliate
Purchase of property, equipment and computer software
Net cash used in investing activities
Cash flow s from finan cing activities:
Proceeds from issuance of preferred stock
of majority-ow ned subsidiary
Payments under line-of-credit agreement
Issuance of long-term debt, net of discount and issue costs
Ban k overdrafts

92

2
(69)
24
(29)

122
51

Net cash (used in) provided by financing activities

(72)

173

Net (decrease) increase in cash and cash equivalents

(14)

41

Cash and cash equivalents, beginning of year

350

309

$

336

$

350

Supplimental Disclosures:
Interest paid
Taxes paid

$
$

13
85

$
$

28

Significant non-cash transactions :
Minimum pension liability adjustment
Assets acquired through capital lease

$
$

23

$
$

Cash and cash equivalents, end of year

11
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1. Summary of Organization and
Significant Accounting Policies
Organization
Blue Cross and Blue Shield of Florida, Inc. (the Plan), a not-for-profit mutual
insurance company, offers a w ide range of health insurance products
including traditional and preferred provider health insurance products,
health maintenance organization products (through its wholly owned subsidiary, Health Options, Inc., and its controlled affiliate, Capital Health Plan)
and special products such as long-term care and wellness programs marketed throughout Florida. Life and dental insurance products are marketed
in Florida by Florida Combined Life Insurance Company, Inc., a majorityowned subsidiary. Workers' compensation products are marketed by
Comp Options Insurance Company, Inc., a wholly owned subsidiary. First
Coast Service Options, Inc., a wholly ow ned subsidiary, is a third-party
administrator for Medicare. Navigy, Inc., a wholly owned subsidiary, was
established to develop innovative e-enabled business solutions in the
evolving health care industry. lncepture, also a wholly owned subsidiary,
was incorporated on October 1, 2001 to assist organizations in the health
care industry in improving their business processes. On March 12, 2001,
The Blue Foundation for a Healthy Florida, Inc., a not-for-profit charitable
organization, was established to promote better health in the state of
Florida. The consolidated financial statements include the accounts of the
aforementioned entities (collectively the Company).
The Plan is an independent licensee of the Blue Cross and Blue Shield
Association (the Association) . The Association owns the Blue Cross and Blue
Shield service marks and establishes national policies and sets certain operating and financial guidelines for the independent Blue Cross and Blue Shield
Plans. The Association is not an affiliate or guarantor of the Plan.

value to persist (i.e., the decline is "other than temporary " ).
Cash and cash equivalents consist of money market funds, overnight
repurchase agreements, high quality corporate debt issues, and demand
deposits with a maturity, when purchased, of less than ninety days. These
investments are carried at a published market value or amortized cost,
which approximates fair value.
Realized investment gains and losses result from sales and investment
asset write-downs , which are calculated on a first-in first-out basis of identification and included in investment and related income. Unrealized gains
and losses on investments carried at fair value are included in accumulated
other comprehensive income, net of deferred income taxes.
The Company adopted Statement of Financial Accounting Standards (SFAS)
No. 133, Accounting for Derivative Instruments and Hedging Activities, as
amended by SFAS No. 137, Accounting for Derivative Instruments and
Certain Hedging Activities - Deferral of the Effective Date of SFAS No. 133,
and SFAS No. 138, Accounting for Certain Derivative Instruments and Certain
Hedging Activities, an amendment of SFAS No. 133, on January 1, 2001 .
Implementing SFAS No. 133 did not have a material effect on the Company's
financial statements. SFAS No. 133 requires companies to record derivatives
on the balance sheet as either assets or liabilities, measured at fair value. The
accounting for changes in the fair value of a derivative depends on the intended use of the derivative and the resulting designation. The Company purchases fixed maturities with investment return features that are based on an
underlying equity option. During 2002, the Company sold all derivative instruments and recorded realized gains of $1 million. During 2001, for these
embedded derivatives, which were not designated as hedging instruments,
the fair value gain or loss was recognized in earnings in the period of change.
During 2001, the Company recorded $3 million in pre-tax realized investment
losses for the fair value changes of embedded derivatives.
In 2001 , the Company, with the permission of the Department of
Insurance (DOI), retained an agent to manage a securities lending collateral
portfolio. Under the Company's securities lending policy, all marketable
securities may be loaned, except for municipal bonds. The terms of the
loan agreement require collateral in the form of cash or money market
securities to be at a market value equal to, or greater than, 102% of the
market value of the loaned security. A minimum collateral value of 105% is
necessary for collateral with a different denomination of currency from that
of the loaned security. As of December 31, 2002 and 2001, the Company
had $329 million and $295 million, respectively, in securities loaned under
this policy with pledged collateral at a market value of $336 million and
$301 million, respectively.

Basis of Presentation and Principles of Consolidation
The consolidated financial statements include the accounts of the Company.
All significant intercompany transactions have been eliminated. Investments in
other companies in which less than a majority interest is held and where the
Company has significant influence over the operating and financial policies of
the investee are accounted for under the equity method.
Certain amounts in the 2001 financial statements have been reclassified to
correspond to the 2002 presentation.

Use of Estimates

Concentration of Credit Risk

The accompanyi ng consolidated financial statements have been prepared
on the basis of generally accepted accounting principles. The preparation
of financial statements in conformity with accounting principles generally
accepted in the United States of America , which requires the Company to
use estimates and assumptions based on actuarially accepted quantitative
and/or analytical methods in determining incurred and unreported claims,
valuation of pension and other benefit plans, deferred acquisition costs,
deferred income taxes, and other various accruals. Actual results could differ from those estimates.

Investments in cash are in interest bearing deposits with major banks and generally exceed federally insured amounts. The financial stability of these institutions is reviewed on a continuous basis. Credit losses are not anticipated. Fixed
maturity marketable investments are diversified and rated BAA or better at the
time of purchase by nationally recognized statistical rating organizations. These
credit ratings are continuously reviewed. Limiting individual non-government
issues to no more than 5% of the portfolio enforces diversification.

Revenue Recognition
Investments

The accompanying notes are an integral part of these consolidated financial statements.
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All of the Company's individual and certain of the Company's group contracts provide for the individual or the group to be fully insured. Premiums
for these contracts are billed in advance of coverage periods and recognized as revenue ratably over the period of service or coverage. Other revenue is recognized in income when earned.

Fixed maturities and equity securities are classified as available for sale and
carried at fair value, which is determined by a published market rate. These
investments are considered impaired, and amortized cost is w ritten down
to fair value through earnings, when management expects a decline in

23

....

BlueCross BlueShield
of Florida
Anlndependentlicenseeolthe
Blue Cross and Blue Shield Association

Notes to Consolidated Financial Statements

Notes to Consolidated Financial Statements

Blue Cross and Blue Shield of Florida, Inc. and Subsidiaries

Blue Cross and Blue Shield of Florida, Inc. and Subsidiaries

Deferred Expenses and Other Assets

Certain other groups have contracts that provide for the group to be at risk
for all or a portion of their claims experience. Some of these self-funded
groups purchase aggregate and/or specific stop-loss coverage. In exchange
for a premium, the group's aggregate liability or the group's liability on any
individual member is capped for the contract year for all claims paid. The
Company charges self-funded groups an administrative fee, which is based
on the number of members in a group and the group's claims experience.
Under the Company's self-funded arrangements, amounts due are recognized based on incurred claims plus administrative and other fees and any
stop-loss premiums. In addition, accounts for certain self-funded groups
are charged or credited with interest expense or income as provided by
the groups' contracts.

The costs of acquiring new business, principally direct marketing expenses, certain expenses of policy issuance and underwriting for certain products, have been deferred. These expenses vary with, and are primarily
related to, the production of Individual Under 65 non-HMO and certain
Medicare supplemental products. During 2002, $24 million was deferred in
conjunction with establishing active life reserves for the Individual Under
65 non-HMO product. The deferred acquisition costs of $62 million and
$31 million, net of accumulated amortization, at December 31, 2002 and
2001, respectively, are included in deferred expenses. Deferred acquisition
assets are being amortized over the expected premium-paying period of
the related policies. Amortization expense charged to operations for 2002
and 2001 was $12 million and $7 million, respectively.

Operating expenses are allocated to various lines of business and subsidiaries in order to determine the expense reimbursement due from
Medicare, where the Company acts as a fiscal intermediary.
Reimbursements of $166 million for each of the years ended 2002 and
2001 (which approximate the cost of administering these programs) were
included in revenue. The actual cost of administration is included in operating expenses. Reimbursements and claim payments are subject to audit
by the respective agencies and any resulting adjustments are reflected in
current operations. In connection with this fiscal intermediary contract and
expense reimbursement arrangement, the Company processed 82 million
claims totaling $13 billion in 2002 and 73 million claims totaling $12 billion
in 2001.

In 2002, the Company purchased variable universal life insurance policies
to facilitate the funding of an unqualified supplemental pension plan and
certain other non-qualified deferred compensation benefits and is the sole
owner and beneficiary of such policies. At December 31, 2002, the cash
surrender value of these policies was $55 million. This amount is classified
as other assets in the accompanying consolidated balance sheets.
Goodwill represents the excess of the purchase price over the fair value of
the net assets at the date of acquisition. Goodwill of $77 million, net of
accumulated amortization, at December 31, 2002 and 2001, was being
amortized on a straight-line basis over fifteen years through December 31,
2001. Amortization expense charged to operations for 2001 was $6 million.
On January 1, 2002, the Company adopted SFAS No. 142, Goodwill and
Other Intangible Assets, which provides that goodwill and indefinite-lived
intangible assets will no longer be amortized, but will be tested at least
annually for impairment beginning in the year of adoption. Long-lived
assets and certain intangibles are reviewed for possible impairment whenever events or changes in circumstances indicate the carrying amount may
not be recoverable. No material losses were incurred as a result of this
review. The remaining deferred expenses and other assets at December
31, 2002 and 2001, respectively, are comprised of deferred income tax
assets and prepaid assets.

Receivables
Receivables are reported net of an allowance for estimated uncollectible
amounts of $22 million and $14 million at December 31, 2002 and 2001,
respectively, based upon a percentage of aged receivables and management's judgment of collectibility. Factors influencing management'~ judgment are: age of receivable, terms of the contract, historical write-offs,
financial status of debtor and other circumstances. The Company records
its proportional share of unearned premium reserves and related receivables for the Federal Employees Health Benefits Program (FEP). None of
the accounts receivable are held for sale.

The Company records software licensing and maintenance agreements as
prepaid expenses and amortizes them over the term of the contract, which
is generally three years.

Premium receivables are billed in advance of the coverage period and are generally due on the first day of the coverage period. Premium receivables are
aged based on the due date and are considered delinquent after 30 days.
Some delinquent accounts are referred to outside collection agencies for final
collection efforts. All delinquent accounts are pursued for a reasonable period
of time until further collection efforts appear of no value and are then written
off. Although collection efforts may continue, premium accounts receivable
that are delinquent more than 90 days are fully reserved.

Liability for Policyholder Benefits
The Company accrues for incurred and unreported claims based on historical paid and incurred claims data using actuarially accepted methods. The
assumptions used in determining the liability are regularly reviewed, and
any adjustment resulting from these reviews is reflected in current estimates. Processing costs related to such claims are accrued and reported
with accounts payable and accrued expenses. See Note 5 for an analysis
of changes in the liability for claims outstanding and unpaid claims adjustment expenses.

Property, Equipment and Computer Software
Property, equipment and computer software are recorded at cost.
Depreciation and amortization are computed on the straight-line method
over the estimated useful lives of the related assets, which range from
three to thirty-nine years. Property, equipment and computer software are
reviewed for possible impairment whenever events or changes in circumstances indicate the carrying amount may not be recoverable. No material
losses were incurred as a result of this review.

Policy reserves for accident and health insurance are established to reflect
that current premiums include a component to pre-fund future claims.
During 2002, the Company established $164 million in active life reserves
for its Individual Under 65 non-HMO product based on its decision to render this product long-duration, and released $51 million in active life
reserves for its Medicare supplemental product based on refinement of
lapse assumptions, and updated experience in claim cost curves and trend
assumptions. The liabilities for policy reserves are recognized on a net level
premium method based on assumptions deemed appropriate at the date
of valuation as to future investment yield, mortality, morbidity, withdrawals

Computer software costs consist of costs to purchase and develop software. The Company capitalizes internally developed software costs on a
project-by-project basis. Amortization of capitalized software is computed
on an item-by-item basis over a period of three to seven years, depending
on the useful life of the software.
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2. Investments Available-For-Sale

and include margins for adverse deviations. Interest assumptions are consistent with yield rates. Mortality, morbidity and withdrawal assumptions
are based on recognized actuarial tables or Company experience, as appropriate. Accident and health policy reserves are calculated using mid-terminal reserve factors. The weig hted average assumed investment yield for
these policy reserves was 6% in 2002 and 2001. Policy benefit claims are
charged to expense in the year incurred.

Investments available-for-sale at December 31, 2002 and 2001
are summarized as follows:

2002
Gross
Gross
Amortized Unrealized Unrealized Fair
Gains
Losses Value
Cost
(in millions}
$ 470
$ 27
$
$ 497

Life reserves are calculated using mean reserve factors.
Fixed maturities:
U.S. Government & Agencies
Mortgage-backed securities
Public utilities
Corporate
Municipals
Other
Total fi xed maturities
Equity securities

The liabilities for reimbursed contracts and alternative funding arrangements (national accounts and minimum premium plan contracts) are also
established as receivables.

Accrued Payroll and Related Benefits
Accrued payroll and related benefits contain accrued liabilities related to
wages, salaries, paid time off, pension, postretirement and post employment benefits.

334
24
365
210
66
1,469
363
$1,832

Guaranty-Fund Assessments
Under Florida law, the Company is subject to state guaranty fund assessments, the purpose of which is to collect money from solvent insurance
companies to cover certain losses to policyholders or members resulting
from the insolvency or rehabilitation of other insurance companies. The
Company's policy is to recognize its obligation for guaranty fund assessments when it becomes aware that an insolvency has occurred for which
the Company will be assessed.

Fixed maturities:
U.S . Government & Agencies
Mortgage-backed securities
Public utilities
Corporate
Municipals
Other
Total fixed maturities
Equity securities

Income Taxes
The Company files consolidated federal and state income tax returns with
its 80% or more owned subsidiaries. The Company provides for income
taxes in accordance with SFAS No. 109, Accounting for Income Taxes.
Under SFAS No. 109, deferred tax assets and liabilities are determined
based on the difference between the financial statement and tax bases of
assets and liabilities using currently enacted tax rates and laws in effect for
the year in which the differences are expected to reverse.

$

33

$

$

2
57
59

$ 108

$

64

$1,636

2002
Amortized
Cost
Due in one year or less
Due after one year
through five years
Due after five years
through ten years
Due after ten years

$

7

-

The amortized cost and fair value of fixed maturities at December 31 , 2002
and 2001 by contractual maturity are shown below. 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.

Net Unrealized Gains
Minimum
on Investments
Pension
Liability
Net of Deferred
Adjustment
Income Taxes
/in millions}

26

1
1

345
25
391
222
69
1,549
338
$1,887

Policyholders' equity at December 31, 2002 includes $33 million of net unrealized gains on investments, net of deferred income taxes of $21 million.
This is a result of unrealized gains before deferred taxes of $55 million on the
current portfolio of investments, and additional unrealized losses of $1 million
on a deferred compensation fund. Policyholders' equity at December 31,
2001 includes $26 million of net unrealized gains on investments, net of
deferred income taxes of $17 million. This is a result of unrealized gains
before deferred taxes of $44 million on the portfolio of investments and
unrealized losses of $1 million on a deferred compensation fund.

Comprehensive income includes both net income and other comprehensive income. Other comprehensive income and accumulated other comprehensive income consist of net unrealized gains on investments and
minimum pension liability adjustments. Policyholders' equity at December
31, 2002 and 2001 includes accumulated other comprehensive income
components as follows:

$

-

2001
Gross
Gross
Amortized Unrealized Unrealized Fair
Gains
Losses
Value
Cost
/in millions}
$ 13
$
$ 435
2
$ 446
1
155
152
4
24
1
25
389
12
8
393
201
4
1
204
1
16
15
1,216
12
1,239
35
376
73
52
397
$1,592

Accumulated and Other Comprehensive Income

Balance at December 31, 2001
Current period change, net of
deferred income taxes
Balance at December 31, 2002

11
1
27
13
3
82
32
$ 114

(23)
(23)

Mortgage-backed securities

25

$

27

2001
Fair
Fair
Value
Value
Cost
/in millions}
$ 39
$ 27
$ 39

586

615

400
122
1,135
334
$1,469

431
131
1,204
345
$1,549

...

479

493

357
189
1,064
152

363
189
1,084
155

$1,2 16

$1 ,239
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5. Liability for Claims Outstanding and
Unpaid Claims Adjustment Expenses

Proceeds from sales of investments during 2002 and 2001 were $1 ,278
million and $719 million, respectively. Gross gains of $36 million and $23
million and gross losses of $67 million and $18 million w ere realized on
those sales in 2002 and 2001 , respectively.

Activity in the liability for claims outstanding and unpaid claims adjustment
expenses are summarized as follows for the years ended December 31,
2002 and 2001 :

I 5. Goodwill

(In millions)

Comparative net income

193

$

96

I 4. Property, Equipment and Computer Software

Land
Buildings and improvements
Equipment
Computer softw are
Tota l property, equipment and computer software
Less accumulated depreciation and amortization
Net property, equipment and computer software

369

$

Balan ce at December 3 1

$ 536

II

$

453

3,495
(101)
3,394

3,546
34
3,580

2,983
438
3,421

2,996
474
3,470
$

563

6_Benefit Plans

I

The Company participates in a defined benefit, non-contributory pension
plan covering substantially all of its employees. The plan provides benefits
based on years of service and the employee's compe nsation in the years
immediately preceding retirement. The plan is funded through the Blue
Cross and Blue Shield National Retirement Trust, a col lective investment
trust which services the retirement programs of its participating employers.
Assets of the National Retirement Trust consist primarily of listed equity
securities and U.S. Government and corporate bonds.

2002
200 1
(In millions)
$
19 $
19
207
197
188
176
238
193
652
585
(283)
(233)
$

$ 563

The decrease of $101 million in prior year reserves, as noted in the aforementioned reconciliation , was primarily the resu lt of changes in estimates
due to a slowing medical cost trend that emerged as compared to historical levels. These estimates are reviewed regularly by management, and
annually by an independent consu lting actuary, and are adjusted as necessary as new information becomes known . Such adjustments are included
in current operations. For 2001 , the increase in prior years liability for
claims and unpaid claims adjustment expenses of $34 million includes a
reserve strengthening resulting from the identification of certain unfavorable trends in the underlying claims data with respect to health care costs
in the health maintenance organization 's commercial products.

2001
2002
(In m illions)
193
92
4
$

Balance at January 1
Incurred related to:
Current year
Prior yea rs
Tota l incurred
Paid related to:
Current year
Prior years
Total paid

The balances at December 31 , 2002 and 200 1 include unpaid claims
adjustment expenses of $25 million and $25 million, respectively. These
amounts are included in accounts payable and accrued expenses on the
consolidated balance sheet.

For the Years Ended
December 31 ,
Net income:
Reported net income
Goodwill amortization (net of tax)

2001

2002

In July 2001 , the Financial Accounting Standards Board issued SFAS No.
142, Goodwill and Other Intangible Assets, w hich addresses the accounting
for goodw ill and intangible assets subsequent to their acquisition . SFAS No.
142 provides that goodw ill and indefinite-lived intangible assets will no
longer be amortized, but that these assets must be tested at least annually
for impairment beginning in the year of adoption. The Company adopted the
provisions of SFAS No. 142 effective January 1, 2002 and completed its
transitional impairment testing of goodw ill. This test involved the use of estimates related to the fair value of the business in which the goodwill was
allocated. The fair values for each of the reporting units were determined
based on a weighted average calculation for correlating indications of value
using several valuation approaches: (1) market approach (2) discounted cash
flow (DCF) and (3) asset approach. Specific assumptions were made regarding the appropriate w eights to assign to each of the indicated values and
several DCF scenarios w ere calculated using various growth rate assumptions. The w eights reflected the relative importance or reliability of each of
the valuation methods and scenarios. There were no impairment losses
identified as a result of th is test. The following table reflects consolidated
results adjusted as though the adoption of SFAS No. 142 occurred as of
January 1, 2001 :

352

For financial reporting purposes, a pension plan is considered underfunded
when the fair va lue of plan assets is less than the accumulated benefit obligation . The defined benefit plan had assets less than the accum ulated benefit obligation (actuarial present value of benefits earned to date based on
present salary levels) at December 3 1, 2002 and had assets in excess of
the accumulated benefit obligation at December 31 , 2001. A minimum
pension liability adjustment was req uired due to the underfunding as of
December 3 1, 2002 . The minimum liability adjustment, less intangible
assets, net of tax benefit, is reported as a component of comprehensive
income. At December 31 2002, the net additional minimum liability was
$23 million . The Company's funding policy with respect to the defined ben-

Depreciation and amortization expense for 2002 and 2001 was $62 million
and $51 million, of w hich $34 million and $24 million is related to computer
softw are, respectively. Internally developed software of $36 million and
$24 m illion in 2002 and 2001, respectively, was capitalized .
The Company capitalizes interest incurred on funds used to construct property, equipment and computer softw are. The capitalized interest is recorded as part of the asset to w hich it relates and is amortized over the asset's
useful life . Interest cost capitalized w as $1 m illion for each of the years
ended December 31 , 2002 and 2001 .

In addition to the defined benefit plan, there is a non-qualified, unfunded,
supplemental pension plan . Asset s have been set-aside in a Rabbi Trust to
informally fu nd the plan. These assets, w hich are subject to the claims of
th e Company's cred itors, were primarily invested in company-owned life
insurance, the cash value of which is classified as other assets in the
accom panying consolidated balance sheet s. The projected benefit obligation and accumulated benefi t obligation for this plan was $39 million and
$32 million at December 31, 2002 and 2001, respectively.

On November 1, 2002, the Company offered for a short period of time
(until December 20, 2002) special benefits to its employees in connection
with their voluntary termination of employment. The special termination
benefit will be paid out according to the participant's regular payroll cycle
and began on January 1, 2003. On December 20, 2002, 270 employees
accepted the offer. The amount of the special termination benefit payment
is estimated to be $13 million as of December 31, 2002.

The Company also provides certain health care and life insurance benefits to
eligible retired employees. Generally, the health care coverages pay a percentage of most medical expenses reduced for any deductibles and payments made by government programs and other group coverages. Those
covered by the HM O plan have authorized care fully covered except for
required co-payments. Life payments are generally provided by insurance
contracts. In 2001 and prior, the Company's policy was to fund the cost of
life insurance plans on a pay-as-you-go basis. In 2002, the Company began
making contributions to a Voluntary Employees Beneficiary Association
(VEBA) for the fu nding of the postretirement health care benefits.

The Company also provides certai n post employment benefits, such as disability coverages, to former or inactive employees during the time period
following employment but before retirement. The accrued liability for these
benefits was $12 million and $10 million, as of December 31, 2002 and
200 1, respectively.
The Company has a savings plan under Section 40 1(k) of the Internal
Revenue Code for eligible employees. The savings plan is designed to provide eligible employees an opportunity for savings for their retirement to
supplement benefits provided under the Federal Social Security Act as well
as other benefits. The savings plan allows employees to defer up to 25%
of their income on a pretax basis through contributions to the plan.
Employee contributions vest immediately. Employees enrolled under the
traditional defined benefit pension formula will receive an employer matching contribution of 50% of the salary deduction up to 6%. Matching contributions paid by the Company vest over four years. Employees enrolled
under the new pension equity formula will receive an employer matchi ng
contribution of 100% of the salary deduction on the first 3% contributed,
and 50% of the salary deduction on the next 2% contributed. Matching
contributions paid by the Company vest immediately. For each of the
yea rs ended December 31, 2002 and 2001, the Company recorded
expense for the matching contributions of approximately $9 million.

The following tables detail the components of the pension plans combined
and other benefit s, including the projected benefit obligation in excess of
plan assets, the accrued benefit cost recognized in the Company's consolidated financial statements at December 31, 2002 and 200 1, and major
assumptions used to determine these amounts.
Pension Benefits

2002
Accumulated benefit
obligation/Accumulated post
retirement benefit obligation
Projected benefit obligation/
Expected post retirement
benefit obligation
Fair va lue of plan assets
Projected benefit
obligation less than (in
excess of) plan assets
Total recognized amounts in
the consol idated balance
sheets consist of:
Accrued benefit liability
Intangible asset
Acccumulated other
comprehensive income
Net amount recognized
in the consolidated
balance sheets
Weighted-average assumptions
as of December 31:
Discount rate
Expected return on plan assets
Rate of compensation increase
Benefit cost
Employer contributions
Benefits paid

26

The health care cost trend rates utilized to project post retiree medical obligations for 2002 were assumed to be 10%. The health care cost trend
rates for 2001 were assumed to be 9.0% declining to 5.0% in 2007 . The
effect of a 1.0% increase in the assumed health care cost trend rate would
increase the Accumulated Post Retirement Benefit Obligation (APBO)
approximately 4.1 % and 3.9% as of December 31, 2002 and 2001, respectively. The effect of a 1.0% decrease in the assumed health care cost
trend rate decreases the APB O approximately 3.8% and 4.3% as of
December 3 1, 2002 and 2001, respectively.

efit plan is to meet the m inimum requireme nts of applicable regulations
within the limits of deductibility under cu rrent tax reg ulations. In conformity
with that policy, the Company made additional contributions in 2002 and
2001, w hich reduced the accrued pension liability.

Postretirement
Benefits
2001
2002
2001
(In millions)

$ 329

$ 279

$

80

$

76

$ 431
255

$ 367
263

$

87
11

$

93

$(1761

$(104)

$ (76)

$ (93)

$ (74)

$ (35)

$ (87)

$ (94)

On Apri l 15, 2002 the Company introduced a new non-qualified deferred
compensation plan. The plan allows a select group of participants to defer
compensation within the meaning of ER ISA Sections 201(2), 30 1(a)(3), and
401 (a)( l ). These assets have been set aside in a Rabbi Trust to informally
fund the plan. These assets, which are subject to the claims of the
Company's creditors, were primarily invested in company owned life insurance, the cash value of which is classified as other assets in the accompanying consolidated balance sheets.

4

I 7. Operating Leases

38

$ (32)

$ (341

6.75%
9.00%

$ (87)

7.25%
9.00%

6.75%
5.00%

7.25%

3.00%- 6.50% 3.00% • 6.50%

3.00% · 6.50%

3.00% - 6.50%

$

26
27
16

$

18
18

14

$

7

The Company leases office space and data processing and office equipment under noncancelable leases, which expire on va rious dates through
2007 and thereafter. In most cases, management expects that in the normal course of business, leases wi ll be renewed or replaced by other leases. Rental expense for 2002 and 2001 was $50 million and $39 million,
respectively.

$ (94)

14

7
3

4

3

$

The following is a schedule of future minimum rental payments due under
operating leases that have initial or remaining non-cancelable lease terms
in excess of one year:

27
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Year Ending
December 31,
(In millions)
2003
2004
2005
2006
2007
Thereafter

The Company's federal income tax returns for the years 1996 and 1997
have been examined by the IRS. Certain adjustments are currently being
appealed by the Company. In addition, the IRS is currently examining the
Company's federal income tax returns for the years 1998 and 1999, and
the Florida Department of Revenue is currently examining the Company's
Florida income tax returns for the years 1998 through 2000. In the opinion
of management, the Company has made adequate provision for income
taxes that may become payable with respect to these years.

Basic Rental
Commitments
$

29
20
12
6

2
4

Total

$

Reconciliation of the differences between income taxes computed at
statutory federal rates and the consolidated provision for income taxes
for 2002 and 2001 is as follows:

73

8. Related Party 'Iransactions

2002

2001
Amount Rate
(In millions)

Amount
Rate
(In millions)

The Plan provides working and development capital as needed to its subsidiaries. Pursuant to Florida Statutes 641.225 and 641.285, the Plan is a
guaranteeing organization for Health Options, Inc., Health Options Connect,
Inc., Capital Health Plan, Inc., and Health Options Diversified, Inc. In addition, the Plan has entered into a conditional guarantee with First Coast
Service Options for certain capitalization requirements.

Incom e taxes computed at
statutory federal tax rate
State tax provision, net of
federal income tax benefit
Other, net
Tax-exempt income
Reduction in AMT
credit and change in
valuation all owance
Provision for income taxes
at effective tax rates

9. Income Taxes

$

$

99

35%

10
(2)
(16)

3

$

(6)

91

32 %

$

38

35 %

2
2
(8)

2
2
(7)

(17)

(16)

17

16 %

The components of the Company's deferred tax assets and liabilities at
December 31, 2002 and 2001, respectively, are as follows :

10. Statutory Reporting
2002

2001
(In millions)

Gross deferred tax assets:
Accrued expen ses
Other liabilities and reserves
Investment losses
Property and equipment
Policy acquisition costs
Other
Valuation allow ance

$

102
96

$

66
54

17

16
14

21
13
8
(49)
113

7
(43)

209
Gross deferred tax liabilities:
Unrealized gain on investments
Softw are
Reserves
Benefit plan
Prepaid expen ses
Other
Net deferred tax asset

The Plan and certain other subsidiaries are required to file financial statements with, and are subject to examination by, the Insurance Department
of the State of Florida (DOI) . Such financial statements are prepared in
accordance with statutory accounting practices (SAP) prescribed or permitted by the DOI , which differ from generally accepted accounting principles
under which the accompanying consolidated financial statements have
been prepared. Significant differences resulting from these accounting
practices include certain investment valuation reserves and certain claim
reserves recognized under statutory accounting, certain assets (primarily
EDP equipment and computer software) not recognized under statutory
accounting practices, and surplus note classification.

21

17
32
19

44

19
19
10

$

Unaudited
2002

15
83

17

130
79

Net income and surplus of the Plan on the basis of SAP is as follows:

$

Statutory Accounting Practices:
Net income
Surplus

30

The decrease in the valuation allowance is primarily related to the payment
of additional tax and interest in connection with an IRS settlement for the
years 1991 through 1995.

2001

(In m illions)
$
$

175
847

$ 69
$ 665

The Plan is required by the DOI to maintain statutory capital and surplus
(excluding goodwill) of at least 10% of total liabilities (less taxes, expenses
and other obligations due or accrued) or $111 million and $115 million, as
of December 31, 2002 and 2001, respectively.
The State of Florida adopted the National Association of Insurance
Commissioners (NAIC) Risk-Based Capital Act of 1995. Under this Act, a
company's life risk-based capital (LRBC) is calculated by applying certain
risk factors to various asset, claims and reserve items. If a company's
adjusted surplus falls below calculated LRBC thresholds, regulatory inter-

.- :----------------------------------------------------------------28
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Long-Term Debt

vention or oversight is required. The Plan 's LRBC level as calculated in
accordance with the NAIC's LRBC instructions exceeds all LRBC thresholds as of December 31 , 2002 and December 31, 2001 .

In November 2001, the Company marketed a $150 million surplus note
series pursuant to Rule 144A under the Securities Act of 1933, which was
fully completed in January of 2002. The terms of the surplus notes include
a ten-year maturity with a coupon rate of 8.25%, semi-annual interest payments scheduled on May 15th and November 15th and principal due at
maturity. As of December 31, 2002 and 2001, the outstanding surplus
notes totaled $150 million and $125 million in aggregate maturity value
with an effective rate of interest of 8.37% and 8.33%, respectively.

Effective January 1, 2001 , the State of Florida required that insurance
companies domiciled in the State of Florida prepare their statutory basis
financial statements in accordance with the NAIC Accounting Practices
and Procedures Manual subject to any deviations prescribed or permitted
by the State of Florida insurance commissioner. The cumulative effect of
adoption of Codification without permitted practices by the DOI , as of
January 1, 2001 was $(11) million. The cumulative effect, including the
permitted practice, was $13 million as of January 1, 2001 and w as recorded as an adjustment to surplus in the statutory financial statements.

The surplus notes are expressly subordinated in right of payment to all
existing and future prior claims and senior indebtedness. They are also
subject to provisions of the Liquidation Act whereby the holders of prior
claims and senior indebtedness would be afforded greater priority under
Section 631.271 of the Florida Statutes. Payments of interest, and repayment of principal, are subject to the prior approval of the Florida
Department of Insurance.

111. Commitments and Contingencies I

Better in Blue

On December 15, 2000, the Company entered into a contract for the renovation of the Riverside Office Complex to be completed in 2003. The
Company expects to incur costs of approximately $11 million over the
remaining contract term.

As of December 31, 2002 and 2001, the carrying value of the surplus
notes was $149 million and $124 million and interest paid was $12 million
and $0, respectively. Issue costs related to the surplus notes were reported as a deferred charge on the balance sheet and are being amortized
using a straight-line method over the term of the notes. The balance of
these issue costs is $2 million, net of accumulated amortization for both
2002 and 2001. The discount portion is amortized using the effective
interest method.

On December 20, 2002, the Company entered into a contract for softw are licensing and maintenance that provides fixed pricing for usage of all
eligible programs through December 31 , 2007. While the Company has
the right to terminate this contract at each anniversary date, the Company
expects to incur costs of approximately $17 million over the remaining
contract term .

....

BlueCross BlueShield
of Florida

15. Policyholders' Equity

In the normal course of its business operations, the Company is involved
in routine litigation from time to time with insureds, beneficiaries and others, and a number of such lawsuits were pending at December 31, 2002 .
In management's opinion, based upon the advice of legal counsel, the
· aforementioned litigation and claims will not have a material adverse
effect on the Company's financial position or results of operations.

2002

AA lndependen! Liceni.eeo!the

Blue Cross and Blue Shield Association

12. Short-Term Borrowings and
Long-Term Debt
Short-Term Borrowings
On August 20, 2002, the Company extinguished $69 million of short-term
borrowings outstanding on an uncollateralized revolving facility. Upon expiration of the agreement in August, BCBSF opted not to renew the revolving facility. The Company had the ability to borrow up to $200 million at a
floating rate under this uncollateralized revolving facility. Agreements governing borrowing included typical covenants which serve to limit asset
acquisitions and the incurring of additional indebtedness. Commitment
and facility fees were paid based on the used and unused portions of the
facility. At December 31, 2001, BCBSF had $69 million of short-term borrowings outstanding on this facility. The weighted average interest rate on
these borrowings was 2.44 % and 4.84% for 2002 and 2001 , respectively.
Interest paid was $1 million and $3 million for 2002 and 2001, respectively.

29

2001
(In m illions)
995
$ 932
193
92

Policyholders' equity, beginning of year
Net income
Other
Ot her com pre hensive income:
Change in net unrealized gains and losses on
investments, net of deferred income taxes
Minimum pension liability adjustment, net of
deferred income tax

$

Policyholders' equity, end of year

$ 1,173

....

1

(29)

7

(23)

$

995
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Better in Blue
The company and its employees
recycled 3,209,437 pounds of paper
and cardboard as well as
glass, tin, aluminum and plastic,
helping to save:

11,235, 000 gallons of water;

6,741,000 kilowatt hours of electricity;

and 27,280 trees.

For Information Contact:
Blue Cross and
Blue Shield of Florida, Inc.
Director of Executive
Communications
P.O. Box 44269
Jacksonville, Florida 32231-4269

www.bcbsfl.com

