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PART I
ITEM 1. BUSINESS
General

UICI (together with its subsidiaries, "UICI" or the "Company") offers
insurance (primarily health and life) and selected financial services to niche
consumer and institutional markets.

The Company issues health insurance policies, covering individuals and
families, to the self-employed, association group and student markets. The
Company offers a broad range of health insurance products for self-employed
individuals and individuals who work for small businesses. The Company's
catastrophic hospital and basic hospital-medical expense plans are designed to
accommodate individual needs and include both traditional fee-for-service
indemnity (choice of doctor) plans and managed care options, such as a preferred
provider organization ("PPO") plan as well as other supplemental types of
coverage. The Company markets these higher deductible products through
"dedicated" agency sales forces comprised of independent contractor agents that
primarily sell the Company's products. For the student market, UICI offers
tailored health insurance programs that generally provide single school year
coverage to individual students at colleges and universities. The Company also
provides an accident policy for students at public and private schools in
kindergarten through grade 12. In the student market, the Company sells its
products through in-house account executives that focus on colleges and
universities on a national basis. The Company believes that it provides student
insurance plans to more universities than any other single insurer. During 2000,
1999 and 1998, health insurance premiums were approximately $668.0 million,
$690.0 million and $747.0 million, respectively, representing 64%, 68% and 71%,
respectively, of UICI's total revenues in such periods.

UICI also issues life and annuity insurance products to selected niche
markets, and UICI acquires blocks of life insurance and annuity policies from
other insurers on an opportunistic basis. The life and annuity insurance
policies issued by UICI are marketed through a dedicated agency sales force.
During 2000, 1999 and 1998, total revenues (including premiums and allocated
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investment income) from the Company's life and annuity business were
approximately $92.4 million, $94.1 million and $98.8 million, respectively,
representing 9% of total revenue in each such year.

UICI also provides underwriting, claims management and claims
administrative services to third party insurance carriers (primarily to AEGON
USA, Inc. related to products coinsured by UICI), third party administrators,
Blue Cross/Blue Shield organizations and self-administered employer health care
plans.

The Company conducts the business of the Self-Employed Agency Division,
Student Insurance Division and the Life Insurance and Annuity Division through
its wholly owned insurance company subsidiaries, The MEGA Life and Health

Insurance Company ("MEGA"), Mid-West National Life Insurance Company of
Tennessee ("Mid-West"), and The Chesapeake Life Insurance Company
("Chesapeake"). MEGA is an insurance company domiciled in Oklahoma and is

licensed to issue health, life and annuity insurance policies in all states
except New York. Mid-West is an insurance company domiciled in Tennessee and is
licensed to issue health, life and annuity insurance policies in Puerto Rico and
all states except Maine, New Hampshire, New York, and Vermont. Chesapeake is an
insurance company domiciled in Oklahoma and is licensed to issue health and life
insurance policies in all states except New Jersey, New York and Vermont. MEGA
is currently rated "A- (Excellent)," Mid-West is currently rated "A-
(Excellent)," and Chesapeake is currently rated "B++ (Very Good)" by A.M. Best.
A.M. Best's ratings currently range from "A++ (Superior)" to "F (Liquidation)."
A.M. Best's ratings are based upon factors relevant to policyholders, agents,
insurance brokers and intermediaries and are not directed to the protection of
investors.

At December 31, 2000, Fitch, Inc. had assigned an insurer financial
strength rating of "A- (Strong)" to each of MEGA and Mid-West. Fitch's ratings
provide an overall assessment of an insurance company's financial strength and
security, and the ratings are used to support insurance carrier selection and
placement decisions. Fitch's ratings range from "AAA (Exceptionally Strong)" to
"D (Distressed)."

Academic Management Services Corp. (formerly Educational Finance Group,
Inc.) (in which UICI holds a 75% interest) ("AMS"), markets, originates, funds

and services primarily federally guaranteed

student loans and is a leading provider of student tuition installment plans.
AMS seeks to provide solutions for college and graduate school students, their
parents and the educational institutions they attend. At December 31, 2000, UICI
through AMS had approximately $1.1 billion aggregate principal amount of student
loans outstanding, of which approximately 87% were federally guaranteed.

UICI holds an interest (approximately 45.3% of the issued and outstanding
shares at February 5, 2001) in HealthAxis, Inc. ("HealthAxis"), a publicly
traded corporation (Nasdag: HAXS) providing proprietary, Internet-enabled and
integrated software applications that address the workflow and processing
inefficiencies embedded in the healthcare insurance industry.

Until February 2000, UICI marketed credit support services to individuals
with no, or troubled, credit experience and assisted them in obtaining a
nationally recognized credit card. These services were marketed through a sales
force of independent contractors and through direct mail and in-bound and
outbound telemarketing. The credit cards were issued by United Credit National
Bank, an indirect wholly-owned subsidiary of UICI ("UCNB"). During 1999 and
1998, revenues from credit support services were approximately $227.4 million
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and $123.2 million, respectively, representing 18% and 10% of UICI's total
revenues in such years. Effective December 31, 1999, the Company's United
CreditServ credit card operations were classified as a discontinued operation
for financial reporting purposes, and in September 2000 the Company completed
the sale of substantially all of the non-cash assets associated with its United
CreditServ credit card unit, including its credit card receivable portfolios and
its Sioux Falls, South Dakota servicing operations, for a cash sales price of
approximately $124.0 million. On January 29, 2001, UICI completed the voluntary
liquidation of UCNB in accordance with the terms of a voluntary plan of
liquidation approved by the United States Office of the Comptroller of the
Currency (the "OCC"). See Note B of Notes to Consolidated Financial Statements
and Item 7 —-- Management's Discussion and Analysis of Financial Condition and
Results of Operations.

Until July 2000 UICI marketed and provided through its National Motor Club
("NMC") unit approximately 500,000 members with benefits such as road and towing
assistance, trip routing, emergency travel assistance, and accident related
indemnity benefits. On July 27, 2000, the Company sold to an investor group
consisting of members of the family of Ronald L. Jensen (the Company's Chairman)
its 97% interest in NMC Holdings, Inc., the parent company of its National Motor
Club of America unit, for a purchase price of $56.8 million. See Item
7 —— Management's Discussion and Analysis of Financial Condition and Results of
Operations.

The Company's operating segments include (a) the Insurance segment, which
includes the businesses of the Company's Self-Employed Agency Division, the
Student Insurance Division, the OKC Division, the Special Risk Division, and the
National Motor Club Division (until sold on July 27, 2000); (b) the Financial
Services segment, which includes the businesses of Academic Management Services
Corp., the Company's investment in HealthAxis, Inc. (formerly HealthAxis.com,
Inc.), the business of the Company's UICI Administrators unit and certain other
business units; and (c) Other Key Factors, which include investment income not
otherwise allocated to the other segments, interest and general expenses
relating to corporate operations and other unallocated items. The business of
United CreditServ, Inc. was separately classified as a discontinued operation
for financial reporting purposes effective December 31, 1999.

The Company's principal executive offices are located at 4001 McEwen Drive,
Suite 200, Dallas, Texas 75244. The Company's telephone number is (972)
392-6700. The Company maintains a website at www.uici.net.

Insurance Segment
SELF-EMPLOYED AGENCY DIVISION

Market. According to the Bureau of Labor Statistics, there were
approximately 10.1 million self-employed individuals in the United States at the
end of 2000. The Company has currently in force approximately 200,000 basic
health policies issued or coinsured by the Company. UICI believes that there is
significant opportunity to increase its penetration in this market.
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Products. UICI's basic health insurance plan offerings include the
following:

— UICI's Group Catastrophic Hospital Expense Plan provides a lifetime
maximum benefit for each injury or sickness ranging from $500,000 to
$1,000,000. Covered expenses are subject to a deductible and are then
reimbursed at a benefit payment rate ranging from 50% to 100% as
determined by the policy. After a pre-selected dollar amount of covered
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expenses has been reached, the remaining expenses are reimbursed at 100%
for the remainder of the period of confinement. The benefits for this
plan tend to increase as hospital care expenses increase and therefore
the premiums for these policies are subject to increase as overall
hospital care expenses rise.

— UICI's Group Basic Hospital-Medical Expense Plan has a $1.0 million
lifetime maximum benefit and $500,000 lifetime maximum benefit for each
injury or sickness. Covered expenses are subject to a deductible. Covered
hospital room and board charges are reimbursed at 100% up to a
pre-selected daily maximum. Covered expenses for inpatient hospital
miscellaneous charges, same-day surgery facility, surgery, assistant
surgeon, anesthesia, second surgical opinion, doctor wvisits, and
ambulance services are reimbursed at 80% to 100% up to a scheduled
maximum. This type of health insurance policy is of a "scheduled benefit"
nature, and as such, provides benefits equal to the lesser of the actual
cost incurred for covered expenses or the maximum benefit stated in the
policy. These limitations allow for more certainty in predicting future
claims experience and thus future premium increases for this policy are
expected to be less than on the catastrophic policy.

— UICI's Group Preferred Provider Plan incorporates managed care features
of a PPO, which are designed to control health care costs through
negotiating discounts with a PPO network. Benefits are structured to
encourage the use of providers with which the Company has negotiated
lower fees for the services to be provided. The savings from these
negotiated fees are passed on to the individual policyholders. The
policies that provide for the use of a PPO impose a higher deductible and
co-payment if the policyholder uses providers outside of the PPO network.

Each of the policies is available with options providing for some
modification of coverage so that the insurance may be tailored to meet the needs
of the individual policyholder.

The Self-Employed Agency Division generated revenues of $566.4 million,
$566.8 million, and $610.1 million (54%, 56% and 58% of total revenue) in 2000,
1999 and 1998, respectively.

Marketing and Sales. The Company's marketing strategy in the self-employed
market is to remain closely aligned with dedicated agent sales forces.
Substantially all of the health insurance products issued by the Company are
sold through dedicated independent contractor agents associated with the
Company .

The Company's agents are independent contractors, and all compensation that
agents receive from the Company is based upon agents' levels of sales
production. UGA —-- Association Field Services ("UGA") and Cornerstone Marketing
of America ("CMA") (the Company's wholly-owned marketing divisions) are each
organized into geographical regions, with each geographical region having a
regional director, two additional levels of field leaders and writing agents
(i.e., the agents that are not involved in management) .

UGA and CMA are each responsible for the recruitment and training of their
field leaders and writing agents. UGA and CMA generally seek persons with
previous sales experience. The process of recruiting agents is extremely
competitive. The Company believes that the primary factors in successfully
recruiting and retaining effective agents and field leaders are the policies
regarding advances on commissions, the quality of the leads provided, the
availability and accessibility of equity ownership plans, the quality of the
products offered, proper training, and agent incentives and support. Classroom
and field training is made available to the agents under the direction of the
field leaders.
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The health insurance products issued by the Company are primarily issued to
members of various independent membership associations that endorse the products
and act as the master policyvholder for such products. Two principal membership
associations in the self-employed market for which the Company underwrites
insurance are the National Association for the Self-Employed ("NASE") and the
Alliance for Affordable Services ("AAS"). The associations provide their
membership with a number of endorsed
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products, including health insurance underwritten by the Company. Individuals
generally may not obtain insurance under the associations' master policies
unless they are members of the associations. UGA agents and CMA agents also act
as enrollers of new members for the associations. Although the Company has no
formal agreements with these associations requiring the associations to continue
as the master policyholder and endorse the Company's insurance products to their
respective members, the Company believes it is in good standing with these
associations.

Leads for the agents of UGA and CMA are generated through the efforts of a
direct mail team and approximately 250 telephone operators. From various sources
of data, a pool of approximately 7.0 million names has been developed.
Individuals in this pool are contacted by telephone or by mail to determine
their interest in obtaining the benefits of association membership, including
health insurance. The names of persons expressing an interest are provided as
leads to agents, which the Company believes results in a higher "close" rate
than would be the case if the agents made unsolicited calls on prospective
customers.

Policy Design and Claims Management. The Company's traditional indemnity
health insurance products are principally designed to limit coverages to the
occurrence of significant events that require hospitalization. This policy
design, which includes high deductibles, reduces the number of covered claims
requiring processing, thereby controlling administrative expenses. The Company
seeks to price its products in a manner that accurately reflects its
underwriting assumptions and targeted margins, and it relies on the marketing
capabilities of its dedicated agency sales forces to sell these products at
prices consistent with these objectives.

The Company maintains administrative centers with full underwriting, claims
management and administrative capabilities. The Company believes that by
processing its own claims it can better assure that claims are properly
processed and can utilize the claims information to periodically modify the
benefits and coverages afforded under its policies.

Preferred Provider Products. 1In order to further control health care
costs, in 1995 the Company placed additional emphasis on incorporating into its
health plans managed care features of a PPO. These health plans incorporate
managed care features of a PPO through negotiated discounts with a PPO network.
The health plans that provide the PPO option generally provide a greater level
of benefits for services performed within the PPO network in the form of lower
deductibles and co-payments compared to out-of-network services. The network
discount is in turn passed on to the policyholder in the form of lower rates and
discounts on covered charges.

Coinsurance Arrangements. Prior to 1996, a substantial portion of the
health insurance policies sold by UGA agents were issued by AEGON USA, Inc. and
coinsured by the Company. Effective April 1, 1996, the Company acquired the
underwriting, claims management and administrative capabilities of AEGON USA,
Inc. related to products coinsured by the Company. Following this transaction,
the agents of UGA began to market health insurance products directly for the
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Company rather than through the coinsurance arrangement. The Company retains
100% of the premiums and pays all of the costs of such new policies. Under the
terms of its coinsurance agreement, AEGON has agreed to cede (i.e., transfer),
and the Company has agreed to coinsure, 60% of the health insurance sold by UGA
agents and issued by AEGON. The Company receives 60% of premiums collected and
is liable for 60% of commission expenses, administrative costs, claims payments,
premium taxes, legal expenses, extra-contractual charges and other payments. The
Company and AEGON agreed to maintain the coinsurance agreement for policies
issued by AEGON prior to April 1, 1996 and during the transition period ended in
1997. The Company's coinsurance percentage is 60% until May 2001, at which time
the Company will assume all of the remaining policies from AEGON as state
regulatory approvals are received. Following the assumption, the Company will
coinsure 40% of the health insurance business to AEGON until December 31, 2002,
at which time the Company will acquire the remaining 40% of the coinsured
business from AEGON based upon a mutually agreed-upon prescribed price.

Acquisition of Health Blocks. From time to time, the Company has acquired
and may continue to acquire blocks of health insurance policies or companies
that own such blocks. These opportunities are pursued on a case-by-case basis,
and revenues from such blocks have generally not represented a material
percentage of Self-Employed Agency Division revenue.
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STUDENT INSURANCE DIVISION

Market. The student market consists primarily of students attending
colleges and universities in the United States and Puerto Rico and, to a lesser
extent, those attending public and private schools in grades kindergarten
through grade 12. Generally, the marketing strategy of the Company has been to
focus on college students whose circumstances are such that health insurance may
not otherwise be available through their parents. In particular, older
undergraduates, graduate and international students often have a need to obtain
insurance as "first-time buyers." According to industry sources, there are
approximately 2,200 four-year universities and colleges in the United States,
which have a combined enrollment of approximately 8.7 million students.
Typically, a carrier must be approved and endorsed by the educational
institution as a preferred vendor of health insurance coverage to the
institution's students. The Company believes that it has been authorized to
provide student health insurance plans by more universities than any other
single insurer.

Products. The insurance programs sold in the student market are designed
to meet the requirements of each individual school. The programs generally
provide coverage for one school year and the maximum benefits available to any
individual student enrolled in the program range from $10,000 to $1,000,000,
depending on the coverage level desired by the school.

The Student Insurance Division had revenues of $111.5 million, $108.0
million and $111.0 million in 2000, 1999 and 1998, respectively, representing
approximately 11% of total revenues in each such year.

Marketing and Sales. The Company markets to colleges and universities on a
national basis through in-house account executives whose compensation is based
primarily on commissions. Account executives make presentations to the
appropriate school officials and the Company, if selected, is endorsed as the
provider of health insurance for students attending that school.

The kindergarten through grade 12 business is marketed primarily in
Washington, Florida, Arizona, Louisiana, Oklahoma and Texas.

SPECIAL RISK DIVISION
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The Company's Special Risk Division formerly specialized in certain niche
health-related products (including "stop loss," marine crew accident, organ
transplant and international travel accident products). Prior to 1997, the
Company had a small penetration in Special Risk markets and offered only
Employer Stop Loss and Provider Excess of Loss coverages. The Special Risk
Division's offerings were expanded in 1997, with the acquisition of Excess, Inc.
("Excess"), a managing general underwriter of special health-related coverages.
The Excess acquisition led to the purchase of a block of special risk coverages
with net collected premiums in the amount of $20.7 million, $48.9 million and
$50.2 million in 2000, 1999 and 1998, respectively.

Effective January 1, 2000, the Company entered into reinsurance and
specific retrocession agreements with an unaffiliated insurance carrier with
respect to the Special Risk business managed by Excess. These agreements
effectively permitted the Company to transfer to the unaffiliated insurance
carrier the insurance revenue and risk portion of that business as the business
renews over the life of the policies. In addition, in July 2000 the Company
completed the sale of Excess to the Excess management team. The Company
recognized a gain in the quarter ended September 30, 2000 in the amount of
$161,000 (pre-tax) in connection with this sale.

Effective July 1, 2000, the Company sold the assets of WinterBrook
HealthCare Management, LLC (a company engaged in repricing of insurance claims)
to an unrelated party for a sales price of $1.9 million. The Company recognized
a pre-tax gain of $1.5 million in the quarter ended September 30, 2000 in
connection with this sale.

OKC DIVISION

Through the Company's OKC Division, the Company offers life insurance and
annuity products to individuals through its dedicated field force and employee
group accident and workers compensation insurance
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marketed by brokers to employers and their employees. The OKC Division also
actively pursues the acquisition of life and annuity blocks of insurance
business. At December 31, 2000, the OKC Division had over $3.5 billion of life
insurance in force and approximately 350,000 individual policyholders. The
Division has grown primarily through acquisitions of blocks of life insurance
and annuity policies and through its marketing efforts.

In 2000, 1999, and 1998, the OKC Division had revenues of $92.4 million,
$94.1 million and $98.8 million, respectively, representing 9% of total revenue
in each such year.

Direct Business. The Company offers an interest-sensitive whole life
insurance product generally with an annuity rider and a child term rider. The
child term rider includes a special provision under which the Company commits to
provide private student loans to help fund the named child's higher education if
certain restrictions and qualifications are satisfied. Currently, student loans
are available in amounts up to $30,000 for undergraduate school and up to
$30,000 for graduate school. Loans with a Fair Isaac credit score of 570 and
above are made under this rider and are not funded or supported by the federal
government but are guaranteed as to principal and interest by an independent
guarantee agency. As a part of the program, MEGA and Mid-West are qualified
lenders under the applicable Department of Education regulations and make
available, outside of the Company's insurance subsidiaries' commitment under the
rider, student loans under federal Family Education Loan Programs.
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Marketing and Sales. Life insurance products are marketed and sold through
the Company's network of dedicated agents. This marketing organization covered
five states when acquired by the Company in 1993, and has since been expanded to
cover 42 states.

Acquired Blocks. Historically, the Company grew through opportunistic
acquisitions of blocks of life insurance and annuities. In an acquisition of a
block of business, the Company assumes policy liabilities and receives assets
(net of the purchase price) sufficient, based on actuarial assumptions, to cover
such estimated future liabilities. The profitability of a particular block of
business depends on the amount of investment income from the assets and the
amount of premiums received less the amount of benefits and expenses actually
paid. The Company believes that its success in profitably acquiring and
servicing blocks has been principally due to its experience and expertise in
analyzing the characteristics of the policies in the blocks and its ability to
cost-effectively administer the policies.

The Company acquired its last block of life insurance and annuities in
1994. Although the Company believes that it can continue to exploit acquisition
opportunities and continues to analyze potential transactions, the Company
believes that the current climate for acquisitions of blocks of life insurance
and annuities has become very competitive, making it more difficult to
successfully complete acquisitions that meet the Company's acquisition rate of
return criteria.

In 1991, the Company entered into an agreement pursuant to which it
services a block of policies with life insurance and annuity reserves for an
unrelated company. At December 31, 2000, total life insurance and annuity
reserves for this block were $73.9 million. The Company receives a fee for
servicing the policies and in 1997 also began to participate in 50% of the
profits or losses on this business. The Company's Consolidated Financial
Statements reflect the servicing fee currently earned and $1.9 million of profit
participation in 2000, $2.4 million of profit participation in 1999 and $2.3
million of profit participation in 1998.

In August 1994, the Company entered into a similar transaction, pursuant to
which the Company acquired a block of life insurance and annuity policies. At
December 31, 2000, total life insurance and annuity reserves for this block were
$22.9 million. In conjunction with this acquisition, the Company ceded through a
coinsurance agreement 100% of the policy liabilities to an unrelated reinsurer.
The acquisition required no financial investment by the Company. The Company
administers the life insurance and annuity policies and receives a servicing fee
from the unrelated reinsurer. In addition, after the reinsurer recovers its
investment in this block, the coinsurance agreement will be terminated and the
Company at no cost will recapture all remaining policies. The reinsurer's
unrecovered investment in the block of policies at December 31, 2000 was
$277,000.

Financial Services Segment
ACADEMIC MANAGEMENT SERVICES CORP.

The Company holds a 75% equity interest in Academic Management Services
Corp. (formerly Educational Finance Group, Inc.) ("AMS"). AMS markets,
originates, funds and services primarily federally guaranteed student loans and
is a leading provider of student tuition installment plans. AMS (which is based
in Swansea, Massachusetts) seeks to provide financing solutions for college and
graduate school students, their parents and the educational institutions they
attend. At December 31, 2000, UICI through AMS had approximately $1.1 billion
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aggregate principal amount of student loans outstanding, of which approximately
87% were federally guaranteed.

AMS primarily acquires and originates federally guaranteed loans to
students and parents made under the Federal Family Education Loan Program
("FFELP Loans"). Four types of loans are currently available under the FFELP
Loan program: (i) loans to students with respect to which the federal government
makes interest payments available to reduce student interest cost during periods
of enrollment ("Stafford Loans"); (ii) loans to students with respect to which
the federal government does not make such interest payments ("Unsubsidized
Stafford Loans"); (iii) supplemental loans to parents of dependent students
("PLUS Loans"); and (iv) loans to fund payments and consolidation of certain
obligations of the borrower ("Consolidation Loans"). These loan types vary as to
eligibility requirements, interest rates, repayment periods, loan limits and
eligibility for interest subsidies.

Stafford Loans are the primary loans extended under the FFELP Loan program.
Students who are not eligible for Stafford Loans based on their economic
circumstance may be able to obtain Unsubsidized Stafford Loans. Parents of
students may be able to obtain PLUS Loans. Consolidation Loans are available to
borrowers with existing loans made under the FFELP Loan program and certain
other federal programs to consolidate repayment of such existing loans.

In addition to the wvarious federally guaranteed loan programs, AMS offers
alternative student loans guaranteed by private insurers (which during 2000
aggregated approximately 9% of AMS's loan originations) and uninsured
alternative loans (which during 2000 aggregated approximately 1% of loan
originations). AMS also services loans under the Perkins Loan Program on behalf
of participating colleges and universities. The Perkins Loan program provides
low—interest loans to assist needy students in financing the costs of post-
secondary education. Students can receive Perkins Loans at any one of
approximately 2,000 participating post-secondary institutions.

AMS has funded its loan origination business primarily with secured lines
of credit extended by various financial institutions. After loans are
originated, AMS typically sells or refinances the loans using a variety of
capital markets financing facilities. During 2000, AMS originated approximately
$776.1 million in new loans and sold approximately $779.8 million of loans.
During 1999 AMS added approximately $1.3 billion of long term funding facilities
in three separate transactions. These transactions used special purpose
financing entities, which issued securities in the capital markets and used the
proceeds to buy pools of student loans from AMS. AMS's 1999 financing
transactions included the following:

— Issuance of $319.5 million Auction Rate Student Loan-Backed Notes (which
bear interest at variable rates established pursuant to an auction
conducted, generally, every thirty-five days).

— Issuance of $650.0 million Asset Backed Commercial Paper Notes (which
bear interest at variable rates established by calculating the total
costs of the commercial paper program and which have maturities of one to
270 days) .

— Issuance of $229.0 million Floating Rate Student Loan-Backed Notes (which
bear interest at variable rates equal to 0.42% over three month LIBOR,
reset every quarter in January, April, July, and October) and $115.0
million Auction Rate Student Loan Backed Notes.

In July 1999, AMS acquired AMS Investment Group, Inc. (the parent of
Academic Management Services, Inc.) ("AMS Inc."), based in Swansea,
Massachusetts. The Company believes that AMS Inc. is
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the leading provider of tuition installment plans for undergraduate students,
serving as the designated provider of tuition installment plans at over 1,200
colleges, universities and independent schools.

AMS provides loan servicing and administrative services for federal Perkins
loans and privately insured loans. EFG Technologies, Inc. is based in
Winston-Salem, North Carolina, and is a loan servicer for approximately 600
colleges, universities and private lenders with 1.0 million active accounts and
loan balances aggregating $2.6 billion. During 2000, AMS closed and relocated to
Swansea, Massachusetts its San Diego, California based direct mail and
telemarketing operations, through which it markets PLUS Loans and other
educational finance services. During 2000, AMS generated approximately $241.7
million of PLUS loans through its direct mail and telemarketing operations.

AMS incurred significant operating losses in 2000, 1999 and 1998. See Item
7 —— Management's Discussion and Analysis of Financial Condition and Results of
Operations.

INVESTMENT IN HEALTHAXIS, INC. (FORMERLY HEALTHAXIS.COM, INC.)

During 2000 the Company held a significant investment interest in
HealthAxis.com, Inc. ("HealthAxis.com"), a provider of Internet-enabled,
integrated proprietary software applications that address the workflow and
processing inefficiencies embedded in the healthcare insurance industry.
HealthAxis.com, through its proprietary web-enabled enrollment and plan
administration applications, provides Internet enrollment and online access to
claims data. These software applications increase the efficiency of a client's
interaction with other participants by eliminating paper-based processes and
improving the client's ability to share data with plan members and other
industry participants. HealthAxis.com's clients include large insurance
carriers, Blue Cross and Blue Shield organizations, third party administrators,
self-funded employers, and other industry participants. HealthAxis.com also
provides systems integration, technology management and data capture services to
its clients.

The Company's interest in HealthAxis.com is derived from the January 7,
2000 merger (the "Insurdata Merger") of Insurdata Incorporated (formerly a
wholly owned subsidiary of UICI) with and into HealthAxis.com, the sole
operating subsidiary of HealthAxis, Inc. (formerly Provident American
Corporation) ("HAI") (HAXS:Nasdaq) . HealthAxis.com formerly was a web-based
retailer of health insurance products and related consumer services. The Company
recognized no gain on the non-monetary exchange of stock in the Insurdata Merger
due to the uncertainty of realization of the gain. Effective June 30, 2000,
HealthAxis.com sold to Digital Insurance, Inc. ("Digital") certain assets used
in connection with HealthAxis.com's retail website, including the retail website
user interface, all existing in-force insurance policies, certain physical
assets, and rights under certain agreements, including, but not limited to
portal marketing agreements and agreements related to HealthAxis.com's affiliate
partner program. Among other consideration received by HealthAxis.com in the
transaction, Digital issued to HealthAxis.com 11% of the outstanding shares of
common stock of Digital (on a fully diluted basis).

Following the Insurdata Merger, the Company held approximately 43.6%, and
HAI held approximately 28.1%, of the issued and outstanding capital stock of
HealthAxis.com, the surviving corporation in the Insurdata Merger. On January
26, 2001, HAT acquired all of the outstanding shares of HealthAxis.com that HAI
did not then own in a stock-for-stock merger of HealthAxis.com with a wholly
owned subsidiary of HAI (the "HAI Merger"). In the HAI Merger, HealthAxis.com
shareholders (including the Company) received 1.334 shares of HAI common stock
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for each share of HealthAxis.com common stock outstanding. Following the HAI
Merger, the Company beneficially holds 23,944,030 shares of HAI common stock,
representing approximately 45.3% of the issued and outstanding shares of HAI. Of
such 23,944,030 shares beneficially held by UICI, 8,581,714 shares (representing
16.2% of HAI's total issued and outstanding shares) are subject to the terms of
a Voting Trust Agreement, pursuant to which trustees unaffiliated with the
Company have the right to vote such shares. Gregory T. Mutz and Patrick J.
McLaughlin, President and a director of UICI, respectively, serve on the Board
of Directors of HAI. See Item 7 —-- Management's Discussion and Analysis of
Financial Condition and Results of Operations.

10

HealthAxis.com generated revenues of $43.7 million, $46.2 million and $41.2
million in 2000, 1999 and 1998, respectively, of which 63%, 58% and 58% were
derived from information systems and software development services provided to
the Company and its insurance company affiliates.

UICI ADMINISTRATORS

The Company provides claims and benefits administration services to third
parties. The Company has classified the operations of UICI Administrators, Inc.
(a company engaged in the business of providing third party benefits
administration, including eligibility and billing reconciliation), Insurdata
Marketing Services, LLC (a subsidiary of the Company engaged in the business of
marketing third party benefits administration services) and Healthcare
Management Administrators, Inc. (which the Company acquired on February 3, 2000)
as its UICI Administrators business division. UICI Administrators incurred an
operating loss of $(1.7) million in 2000 compared to operating income of $2.3
million in 1999. Revenues for UICI Administrators decreased to $18.5 million in
2000 from $46.2 million in 1999.

Discontinued Operation —-- United CreditServ, Inc.

Through the Company's United CreditServ, Inc. subsidiary ("United
CreditServ"), prior to 2000 the Company marketed credit support services to
individuals with no, or troubled, credit experience and assisted such
individuals in obtaining a nationally recognized credit card. The activities of
United CreditServ were conducted primarily through its wholly-owned subsidiaries
United Credit National Bank ("UCNB") (a special purpose national bank, based in
Sioux Falls, South Dakota, chartered solely to hold credit card receivables);
Specialized Card Services, Inc. (provider of account management and collections
services for all of the Company's credit card programs); United Membership
Marketing Group, Inc. ("UMMG") (a Lakewood, Colorado-based provider of
marketing, administrative and support services for the Company's credit card
programs); and UICI Receivables Funding Corporation ("RFC"), a single-purpose,
bankruptcy-remote entity through which certain credit card receivables were
securitized.

Through 1999, United CreditServ marketed its credit card programs and
access to a credit card through the American Fair Credit Association LLC
("AFCA"), an independent membership association that provided credit education
programs and other benefits, and American Credit Educators LLC ("ACE"), which
marketed credit education materials and had a marketing agreement with UCNB to
solicit credit card applications. AFCA applicants were required to meet certain
requirements (including payment of initiation and monthly membership fees) in
order to become members of AFCA, and, in order to obtain a credit card, to meet
underwriting criteria established by UCNB.

During the year ended December 31, 1999, United CreditServ incurred a
pre-tax operating loss in the amount of approximately $145.3 million (inclusive
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of the write off of the $35.9 million purchase price of UMMG), primarily
attributable to significant increases to credit card loan loss reserves
associated with the non-performance of its ACE credit card product. The Company
believes that such losses were due primarily to inadequate attention to ACE
collections, inefficiencies associated with administrative and operating systems
conversions during a period of significant increases in card issuance volumes,
mis-pricing of the ACE product, and the failure of the AFCA credit card
portfolio performance to be sufficiently predictive of the performance of the
ACE credit card loan portfolio.

In March 2000, the Board of Directors of UICI determined, after a thorough
assessment of the unit's prospects, that UICI would exit from its United
CreditServ sub-prime credit card business and, as a result, the United
CreditServ unit was reflected as a discontinued operation for financial
reporting purposes effective December 31, 1999. At December 31, 1999, the
Company established a liability for loss on the disposal of the discontinued
operation in the amount of $130 million (pre-tax), which liability was included
in net liabilities of discontinued operations. The liability for loss on
disposal established by the Company at December 31, 1999 represented the
Company's then-current estimate of all additional losses (including asset
write—-downs, the estimated loss on the sale of the business and/or the assets
and continuing operating losses through the date of sale) that it then believed
it would incur as part of any sale of the United CreditServ unit. Reflecting the
terms of the Company's then-pending sale of its United CreditServ business,
during the quarter ended

11

June 30, 2000 the Company recorded an additional pre-tax loss, and
correspondingly increased the liability for loss on the disposal of the
discontinued operation, in the amount of $36.0 million ($23.4 million net of
tax) .

During the year ended December 31, 2000, the discontinued operation
incurred a loss from operations in the amount of approximately $131.9 million,
which loss was charged to the liability for loss on disposal. At December 31,
2000, the remaining assets of the discontinued operations in the amount of $54.3
million (consisting of cash and short-term investments in the amount of $27.8
million and other assets in the amount of $26.5 million) were reclassified to
cash and other assets, respectively, on the Company's consolidated balance
sheet, and the remaining liabilities of the discontinued operations in the
amount of $53.0 million (consisting of notes payable in the amount of $4.3
million and other liabilities in the amount of $48.6 million) were reclassified
to notes payable and other liabilities, respectively, on the Company's
consolidated balance sheet.

On September 29, 2000, the Company completed the sale of substantially all
of the non-cash assets associated with its United CreditServ credit card unit,
including its credit card receivables portfolios and its Sioux Falls, South
Dakota servicing operations, for a cash sales price of approximately $124.0
million, and on January 29, 2001, the Company completed the voluntary
liquidation of UCNB, in accordance with the terms of a plan of voluntary
liquidation approved by the OCC. See Item 7 -- Management's Discussion and
Analysis of Financial Condition and Results of Operations.

Reinsurance
The Company's insurance subsidiaries reinsure portions of the coverages
provided by their insurance products with other insurance companies on both an

excess of loss and coinsurance basis. The maximum retention by the Company on
one individual in the case of life insurance is $150,000. The Company uses
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reinsurance for its health insurance business only for limited purposes. The
Company does not reinsure any health insurance issued in the self-employed
market.

Reinsurance agreements are intended to limit an insurer's maximum loss. The
ceding of reinsurance does not discharge the primary liability of the original
insurer to the insured. Although the Company, through coinsurance, assumes risks
under policies issued by AEGON, and has occasionally used assumption reinsurance
to acquire blocks of insurance from other insurers, it does not regularly assume
risks of other insurance companies. See "Business —-- Health
Insurance-Coinsurance Arrangements."

Competition
INSURANCE

The Company operates in highly competitive markets. The Company's insurance
subsidiaries compete with large national insurers, regional insurers and
specialty insurers, many of which are larger and have substantially greater
financial resources or greater claims paying ability ratings than the Company.
In addition to claims paying ability ratings, insurers compete on the basis of
price, breadth and flexibility of coverage, ability to attract and retain agents
and the quality and level of agent and policyholder services provided. In its
other lines of insurance-related business, the Company competes with financial
services companies, managed care consultants, and third party administrators,
among others. Many of the competitors may have greater financial resources,
broader product lines or greater experience in particular lines of business.

STUDENT LOANS

The student loan industry is highly competitive. The Company competes with
over 2,000 other lenders. Despite the large number of lenders, the top 100
lenders account for approximately 87% of new loan volume. The Company believes
that the volume of new loans originated in 2000 would make it one of the top 10
student loan lenders in 2000. The Company competes by designing and offering an
integrated package of government guaranteed and privately guaranteed loan
products.

10
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Regulatory and Legislative Matters
HEALTH CARE REFORM; PRIVACY INITIATIVES

The health care industry, as one of the largest industries in the United
States, continues to attract much legislative interest and public attention. In
recent years, an increasing number of legislative proposals have been introduced
or proposed in Congress and in some state legislatures that would effect major
changes in the health care system, either nationally or at the state level.
Proposals that have been considered include cost controls on hospitals,
insurance market reforms to increase the availability of group health insurance
to small businesses, patients' bills of rights and requirements that all
businesses offer health insurance coverage to their employees. There can be no
assurance that future health care legislation or other changes in the
administration or interpretation of governmental health care programs will not
have a material adverse effect on the business, financial condition or results
of operations of the Company.

Recently-adopted legislation and regulations governing the use and security
of individuals' nonpublic personal data by financial institutions, including
insurance companies, may have a significant impact on the Company's business and
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future results of operations. See "Management's Discussion and Analysis of
Financial Condition and Results of Operations —-- Privacy Initiatives."

INSURANCE REGULATION

The Company's insurance subsidiaries are subject to extensive regulation in
their states of domicile and the other states in which they do business under
statutes which typically delegate broad regulatory, supervisory and
administrative powers to insurance departments. The method of regulation varies,
but the subject matter of such regulation covers, among other things: the amount
of dividends and other distributions that can be paid by the Company's insurance
subsidiaries without prior approval or notification; the granting and revoking
of licenses to transact business; trade practices, including with respect to the
protection of consumers; disclosure requirements; privacy standards; minimum
loss ratios; premium rate regulation; underwriting standards; approval of policy
forms; claims payment; licensing of insurance agents and the regulation of their
conduct; the amount and type of investments that the Company's subsidiaries may
hold, minimum reserve and surplus requirements; risk-based capital requirements;
and compelled participation in, and assessments in connection with, risk sharing
pools and guaranty funds. Such regulation is intended to protect policyvholders
rather than investors.

Many states have also enacted insurance holding company laws that require
registration and periodic reporting by insurance companies controlled by other
corporations. Such laws vary from state to state, but typically require periodic
disclosure concerning the corporation which controls the controlled insurer and
prior notice to, or approval by, the applicable regulator of inter-corporate
transfers of assets and other transactions (including payments of dividends in
excess of specified amounts by the controlled insurer) within the holding
company system. Such laws often also require the prior approval for the
acquisition of a significant ownership interest (e.g., 10% or more) in the
insurance holding company. The Company's insurance subsidiaries are subject to
such laws, and the Company believes that such subsidiaries are in compliance in
all material respects with all applicable insurance holding company laws and
regulations.

Under the risk-based capital initiatives adopted in 1992 by the National
Association of Insurance Commissioners ("NAIC"), insurance companies must
calculate and report information under a risk-based capital formula. Risk-based
capital formulas are intended to evaluate risks associated with: asset quality;
adverse insurance experience; loss from asset and liability mismatching; and
general business hazards. This information is intended to permit regulators to
identify and require remedial action for inadequately capitalized insurance
companies but is not designed to rank adequately capitalized companies. Based on
year—-end 2000 calculations, the Company's insurance subsidiaries were
significantly above required capital levels.

The Company's insurance subsidiaries' statutory-basis financial statements
are prepared in accordance with accounting practices prescribed or permitted by
the Oklahoma, Tennessee, or Texas Insurance Departments. Currently, "prescribed"
statutory accounting practices are interspersed throughout state insurance laws
and regulations, the NAIC's Accounting Practices and Procedures Manual and a
variety of

11
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other NAIC publications. "Permitted" statutory accounting practices encompass
all accounting practices that are not prescribed; such practices may differ from
state to state, may differ from company to company within a state, and may
change in the future.
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The NAIC revised the Accounting Practices and Procedures Manual in a
process referred to as Codification. The revised manual was effective January 1,
2001. The domiciled states of the Company's insurance subsidiaries (Oklahoma,
Tennessee and Texas) have adopted the provisions of the revised manual. The
revised manual has changed, to some extent, prescribed statutory accounting
practices and will result in changes to the accounting practices that the
Company's insurance subsidiaries use to prepare its statutory-basis financial
statements. The cumulative effect of changes in accounting principles adopted to
conform to the revised Accounting Practices and Procedures Manual will be
reported as an adjustment to surplus as of January 1, 2001. The impact of these
changes does not result in a reduction in the Company's statutory-basis capital
and surplus as of adoption.

The states in which the Company is licensed have the authority to change
the minimum mandated statutory loss ratios to which the Company is subject, the
manner in which these ratios are computed and the manner in which compliance
with these ratios is measured and enforced. Loss ratios are commonly defined as
incurred claims divided by earned premiums. Most states in which the Company
writes insurance have adopted the loss ratios recommended by the NAIC but
frequently the loss ratio regulations do not apply to the types of health
insurance issued by the Company. The Company is unable to predict the impact of
(i) any changes in the mandatory statutory loss ratios for individual or group
policies to which the Company may become subject, or (ii) any change in the
manner in which these minimums are computed or enforced in the future. Such
changes could result in a narrowing of profit margins and have a material
adverse effect upon the Company. The Company has not been informed by any state
that it does not meet mandated minimum ratios, and the Company believes that it
is in compliance with all such minimum ratios. In the event the Company is not
in compliance with minimum statutory loss ratios mandated by regulatory
authorities with respect to certain policies, the Company may be required to
reduce or refund premiums, which could have a material adverse effect upon the
Company .

The NAIC and state insurance departments are continually reexamining
existing laws and regulations, including those related to reducing the risk of
insolvency and related accreditation standards. To date, the increase in
solvency-related oversight has not had a significant impact on the Company's
insurance business.

STUDENT LOAN OPERATIONS

A significant portion of the student loans originated by the Company are
made under the Federal Family Education Loan Program (the "FFELP program"),
which is subject to periodic legislative reauthorization and interim revision by
legislation and regulation. The Higher Education Act, which authorizes most
federal aid programs, went through its regular reauthorization process in 1998.
The loans made under the FFELP program include Federal Stafford loans for
students and PLUS Loans to parents.

Compliance with legal or regulatory restrictions may limit the ability of
the Company's subsidiaries to conduct their operations. A failure to comply may
subject the affected subsidiary to a loss or suspension of a right to engage in
certain businesses or business practices, criminal or civil fines, an obligation
to make restitution or pay refunds or other sanctions, which could adversely
affect the manner in which the Company's subsidiaries conduct their business and
the Company's results of operations.

State and federal regulation is continually changing and the Company is
unable to predict whether or when any such changes will be adopted. It is
possible, however, that the adoption of such changes could adversely affect the
manner in which the Company's subsidiaries conduct their business and the
Company's financial condition or results of operations.
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Employees

The Company had approximately 2,300 employees at February 28, 2001. The
Company considers its employee relations to be good. Agents associated with the
Company's UGA and CMA field forces constitute independent contractors and are
not employees of the Company.

ITEM 2. PROPERTIES

The Company owns three office buildings in Tarrant County, Texas,
comprising in the aggregate approximately 200,000 square feet of office space.
The Company's United CreditServ subsidiary owns one building in Sioux Falls,
South Dakota, with approximately 106,000 square feet, which is leased to an
unaffiliated third party. AMS owns two office buildings in Swansea,
Massachusetts, comprising approximately 60,000 square feet of office space. In
addition, the Company and its subsidiaries lease office space at various
locations, including its principal executive office located at 4001 McEwen
Drive, Dallas, Texas.

ITEM 3. LEGAL PROCEEDINGS

See Note N of Notes to Consolidated Financial Statements, the terms of
which are incorporated by reference herein.

ITEM 4. SUBMISSIONS OF MATTERS TO A VOTE OF SECURITY HOLDERS
None.
Executive Officers of the Company

The Chairman of the Company is elected, and all other executive officers
listed below are appointed by the Board of Directors of the Company at its
Annual Meeting each year or by the Executive Committee of the Board of Directors
to hold office until the next Annual Meeting or until their successors are
elected or appointed. None of these officers have family relationships with any
other executive officer or director.

BUSINESS EXPERIENCE
NAME OF OFFICER PRINCIPAL POSITION AGE DURING PAST FIVE YEARS

Ronald L. Jensen.... Chairman of the Board 70 Mr. Jensen has served as Chairman since
December 1983. In the last five years,
Mr. Jensen also served as President of
the Company from October 1997 until
January 1999.

Gregory T. Mutz..... President and Chief 55 Mr. Mutz was elected President and Chief

Executive Officer Executive Officer in January 1999 and

served as Chief Financial Officer from
March 2000 to November 2000. Prior to
January 1999, Mr. Mutz served as Chairman
and Chief Executive Officer of AMLI
Realty Co. (a real estate investment
management firm), which the Company
acquired in 1996.

Glenn W. Reed....... Executive Vice President 48 Mr. Reed has served in his current
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NAME OF OFFICER

Matthew R.
Cassell...........

William J. Gedwed...

Charles T. Prater...

Steven K. Arnold....

Edgar Filing: UICI - Form 10-K405

and General Counsel

13

PRINCIPAL POSITION

Vice President and Chief
Financial Officer

Executive Vice President

Vice President and Chief
Operating
Officer —-- OKC
Division

Vice President

AGE

37

45

49

53

position since July 1999. Prior to
joining UICI, Mr. Reed was a partner with
the Chicago, Illinois law firm of
Gardner, Carton & Douglas.

BUSINESS EXPERIENCE
DURING PAST FIVE YEARS

Mr. Cassell was elected Vice President
and Chief Financial Officer on November
1, 2000. He formerly served as the
Company's Vice President —-- Strategic
Planning commencing in January 2000.
Prior to joining UICI, Mr. Cassell served
as Director-Finance of Insurdata
Incorporated (formerly a wholly owned
subsidiary of the Company) from 1997 to
1999.

Through December 31, 2000, Mr. Gedwed
oversaw the Company's insurance
operations. Since 1993 Mr. Gedwed served
(and continues to serve) as Chairman and
Chief Executive Officer of NMC Holdings,
Inc. (the parent company of National
Motor Club of America), which the Company
acquired in 1997 and subsequently sold in
2000) . Mr. Gedwed resigned from his
executive positions with UICI and its
affiliates effective December 31, 2000,
though he continues to serve as a
Director of UICI.

Mr. Prater has served as a Vice President
of the Company since 1993 and as a
Director of the Company during the period
March 1996 -- May 1999. Mr. Prater has
been Chief Operating Officer of the OKC
Division since 1998. Mr. Prater resigned
from his positions with UICI and its
affiliates effective February 1, 2001.

Mr. Arnold joined the Company in October
1998 as a consultant. In March 1999, Mr.
Arnold became Chief Executive Officer of
the Student Insurance Division and
Special Risk Group of the Company. In
August 1999, Mr. Arnold was elected a
Vice President of the Company. For the
five years prior to joining the Company,
Mr. Arnold held various positions as a
consultant and officer in the health care
and systems industries.
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PART II
ITEM 5. MARKET FOR REGISTRANT'S COMMON STOCK AND RELATED STOCKHOLDER MATTERS

On April 30, 1999, trading of the Company's shares commenced on the New
York Stock Exchange ("NYSE") under the symbol "UCI." Prior to April 30, 1999,
shares of the Company's Common Stock were quoted on the Nasdag National Market
automatic quotation system. The table below sets forth on a per share basis, for
the period indicated, the high and low closing sales prices of the Common Stock
on NYSE and the Nasdag National Market, as the case may be.

HIGH LOW

Fiscal Year Ended December 31, 1999

T = i = $23.8125 S 20

12 T T LG = i 27.6875 22.8125

Gt N = =l 28.875 25.5625

2wl o T = 27.125 9.75
Fiscal Year Ended December 31, 2000

T O T i = $11.5625 S 6.625

12 T T LG = s i 7.25 3.9375

Gt N = = 8.5625 6.25

2wl o T = = 7.5625 5.4375

As of March 5, 2001, there were approximately 11,500 holders of record of
Common Stock.

The Company has not paid cash dividends on its Common Stock to date. The
Company currently intends to retain all future earnings to finance continued
expansion and operation of its business and subsidiaries. Any decision as to the
payment of dividends to the stockholders of the Company will be made by the
Company's Board of Directors and will depend upon the Company's future results
of operations, financial condition, capital requirements and such other factors
as the Board of Directors considers appropriate.

In addition, dividends paid by the domestic insurance subsidiaries of the
Company to the Company out of earned surplus in any year without prior approval
of state regulatory authorities are limited by the laws and regulations of the
state of domicile. Prior approval by state regulatory authorities is required
for the payment of dividends by domestic insurance companies, which exceed the
limits set by the laws of the state of domicile. See Note L of the Notes to
Consolidated Financial Statements included herein.

During the year ended December 31, 2000, the Company issued 56,459 shares
of unregistered common stock pursuant to its 2000 Restricted Stock Plan. In July
2000, the Company issued to NMC 175,000 shares of unregistered common stock at a
purchase price in cash of $918,750 or $5.25 per share. The proceeds of such sale

were used for general corporate purposes.
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ITEM 6. SELECTED FINANCIAL DATA

The following selected consolidated financial data as of and for each of
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the five years in the period ended December 31,
audited Consolidated Financial Statements of the Company.

2000 have been derived from the
The following data

should be read in conjunction with the Consolidated Financial Statements and the
notes thereto and "Management's Discussion and Analysis of Financial Condition

and Results of Operations" included herein.

Income Statement Data:

YEAR ENDED DECEMBER 31,

(IN THOUSANDS,

Revenues from continuing operations..... $1,051,356 $1,013,183 $1,056,751 $ 905,562
Income from continuing operations before
INCOME LAXES . it ittt it ettt ie e eeeaeeens 62,877 50,852 47,262 111,814
Income from continuing operations....... 29,133 33,250 31,523 75,608
Income (loss) from discontinued
operations. ...ttt e e (23,400) (179,132) 27,246 10,896
Net dncome (10SS) v v ittt i i it e eeeeeeenn 5,733 (145, 882) 58,769 86,504
FEarnings per share from continuing
operations:
Basic earnings per Common share....... $ 0.62 S 0.72 S 0.68 $ 1.67
Diluted earnings per Common share..... $ 0.61 $ 0.70 S 0.67 $ 1.67
FEarnings (loss) per share from
discontinued operations:
Basic earnings (loss) per Common
share. ... e e e S (0.50) $ (3.87) s 0.59 $ 0.24
Diluted earnings (loss) per Common
share. ...t e e S (0.49) s (3.75) s 0.59 $ 0.24
Earnings (loss) per share:
Basic earnings (loss) per Common
SHATE . ittt e e e e e e e e S 0.12 S (3.15) S 1.27 S 1.91
Diluted earnings (loss) per Common
share. ... e e e S 0.12 $ (3.05) s 1.26 $ 1.91
Operating Ratios:
Health Ratios:
LoSs ratio (1) v v ittt ettt e e e e et e e 63% 68% 75% 63
Expense ratio(2) ..., 33% 30% 30% 30
Combined health ratio................. 96% 98% 105% 93
Balance Sheet Data:
Total investments and cash(3)........... $1,151,109 $1,112,579 $1,148,074 $1,071,838
Total ASSEeLS . ii i i ettt teeeeeeeneeeennens 3,048,034 3,539,344 2,349,634 1,552,478
Total policy liabilities................ 903,693 905,357 916, 754 871,292
Total debt. v ittt it ittt e 66,782 120,637 50,328 50,270
Student loan credit facility............ 1,358,056 1,730,348 669,026 ——
Stockholders' equity....ovviiiieeennn.. 450,763 407,434 594,791 536,290
Stockholders' equity per share(4)....... S 9.82 $ 9.44 S 12.52 $ 11.29
See Item 7 —- Management's Discussion and Analysis of Financial Condition and

Results of Operations and Notes to Consolidated Financial Statements.

(1)

The health loss ratio represents benefits,

claims and settlement expenses

related to health insurance policies stated as a percentage of health

premiums.
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(2) The health expense ratio represents underwriting, acquisition and insurance
expenses related to health insurance policies stated as a percentage of
health premiums. Expenses relating to providing administrative services are
not included.

16
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(3) Does not include restricted cash. See Note A of Notes to Consolidated
Financial Statements.

(4) Excludes the unrealized gains (losses) on available for sale securities,
which are reported in accumulated other comprehensive income as a separate
component of stockholders' equity.

Safe Harbor Statement under the Private Securities Litigation Reform Act of
1995

Certain statements set forth herein or incorporated by reference herein
from the Company's filings that are not historical facts are forward-looking
statements within the meaning of the Private Securities Litigation Reform Act.
Actual results may differ materially from those included in the forward-looking
statements. These forward-looking statements involve risks and uncertainties
including, but not limited to, the following: changes in general economic
conditions, including the performance of financial markets, and interest rates;
competitive, regulatory or tax changes that affect the cost of or demand for the
Company's products; health care reform; the ability to predict and effectively
manage claims related to health care costs; and reliance on key management and
adequacy of claim liabilities.

The Company's future results will depend in large part on accurately
predicting health care costs incurred on existing business and upon the
Company's ability to control future health care costs through product and
benefit design, underwriting criteria, utilization management and negotiation of
favorable provider contracts. Changes in mandated benefits, utilization rates,
demographic characteristics, health care practices, provider consolidation,
inflation, new pharmaceuticals/technologies, clusters of high-cost cases, the
regulatory environment and numerous other factors are beyond the control of any
health plan provider and may adversely affect the Company's ability to predict
and control health care costs and claims, as well as the Company's financial
condition, results of operations or cash flows. Periodic renegotiations of
hospital and other provider contracts coupled with continued consolidation of
physician, hospital and other provider groups may result in increased health
care costs and limit the Company's ability to negotiate favorable rates.
Recently, large physician practice management companies have experienced extreme
financial difficulties, including bankruptcy, which may subject the Company to
increased credit risk related to provider groups and cause the Company to incur
duplicative claims expense. In addition, the Company faces competitive pressure
to contain premium prices. Fiscal concerns regarding the continued viability of
government-sponsored programs such as Medicare and Medicaid may cause decreasing
reimbursement rates for these programs. Any limitation on the Company's ability
to increase or maintain its premium levels, design products, implement
underwriting criteria or negotiate competitive provider contracts may adversely
affect the Company's financial condition or results of operations.

The Company's Academic Management Services Corp. business could be
adversely affected by changes in the Higher Education Act or other relevant
federal or state laws, rules and regulations and the programs implemented
thereunder may adversely impact the education credit market. In addition,
existing legislation and future measures by the federal government may adversely
affect the amount and nature of federal financial assistance available with
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respect to loans made through the U.S. Department of Education. Finally the
level of competition currently in existence in the secondary market for loans
made under the Federal Loan Programs could be reduced, resulting in fewer
potential buyers of the Federal Loans and lower prices available in the
secondary market for those loans.

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

The following discussion of the Company's historical results of operations
and of its liquidity and capital resources should be read in conjunction with
the Selected Financial Data and the Consolidated Financial Statements of the
Company and related notes thereto included herein.

The Company's operating segments are: (i) Insurance, which includes the
businesses of the Self-Employed Agency Division; the Student Insurance Division;
the OKC Division; the Special Risk Division; and the National Motor Club
Division (until sold on July 27, 2000); (ii) Financial Services, which includes
the businesses of Academic Management Services Corp., the Company's investment
in HealthAxis, Inc., the business of the Company's UICI Administrators unit and
certain other business units and (iii) Other Key Factors, which includes
investment income not allocated to the other segments, interest expense, general

17
19

expenses relating to corporate operations, goodwill amortization, realized gains
or losses on sale of investments and the AMLI operations. Net investment income
is allocated to the Insurance segment based on policy liabilities. The interest
rate for the allocation is based on a high credit quality investment portfolio
with a duration consistent with the duration of the segment's policy
liabilities.

On March 17, 2000 the Board of Directors of UICI determined, after a
thorough assessment of the unit's prospects, that the Company would exit from
its United CreditServ sub-prime credit card business. In September 2000, the
Company completed the sale of substantially all of United CreditServ's non-cash
assets, and in January 2001 the Company completed the voluntary liquidation of
UCNB, in accordance with the terms of a plan of voluntary liquidation approved
by the OCC. Accordingly, the United CreditServ unit has been reflected as a
discontinued operation for financial reporting purposes for all periods
presented.

Discontinued Operation —-- United CreditServ, Inc.

Through the Company's United CreditServ, Inc. subsidiary ("United
CreditServ"), prior to 2000 the Company marketed credit support services to
individuals with no, or troubled, credit experience and assisted such
individuals in obtaining a nationally recognized credit card. The activities of
United CreditServ were conducted primarily through its wholly-owned subsidiaries
United Credit National Bank ("UCNB") (a special purpose national bank, based in
Sioux Falls, South Dakota, chartered solely to hold credit card receivables);
Specialized Card Services, Inc. (provider of account management and collections
services for all of the Company's credit card programs); United Membership
Marketing Group, Inc. ("UMMG") (a Lakewood, Colorado-based provider of
marketing, administrative and support services for the Company's credit card
programs); and UICI Receivables Funding Corporation ("RFC"), a single-purpose,
bankruptcy-remote entity through which certain credit card receivables were
securitized.

Through 1999, United CreditServ marketed its credit card programs and
access to a credit card through the American Fair Credit Association LLC
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("AFCA"), an independent membership association that provided credit education
programs and other benefits, and American Credit Educators LLC ("ACE"), which
marketed credit education materials and had a marketing agreement with UCNB to
solicit credit card applications. AFCA applicants were required to meet certain
requirements (including payment of initiation and monthly membership fees) in
order to become members of AFCA, and, in order to obtain a credit card, to meet
underwriting criteria established by UCNB.

Several significant developments during 1999 and 2000 at United CreditServ
materially and adversely affected the operations of the Company:

SIGNIFICANT LOSSES

During the year ended December 31, 1999, United CreditServ incurred a
pre-tax operating loss in the amount of approximately $145.3 million (inclusive
of the write off of the $35.9 million purchase price of UMMG), primarily
attributable to significant increases to credit card loan loss reserves
associated with the non-performance of its ACE credit card product. The Company
believes that such losses were due primarily to inadequate attention to ACE
collections, inefficiencies associated with administrative and operating systems
conversions during a period of significant increases in card issuance volumes,
mis-pricing of the ACE product, and the failure of the AFCA credit card
portfolio performance to be sufficiently predictive of the performance of the
ACE credit card loan portfolio.

In March 2000, the Board of Directors of UICI determined, after a thorough
assessment of the unit's prospects, that UICI would exit from its United
CreditServ sub-prime credit card business and, as a result, the United
CreditServ unit was reflected as a discontinued operation for financial
reporting purposes effective December 31, 1999. At December 31, 1999, the
Company established a liability for loss on the disposal of the discontinued
operation in the amount of $130.0 million (pre-tax), which liability was
included in net liabilities of discontinued operations. The liability for loss
on disposal established by the Company at December 31, 1999 represented the
Company's then-current estimate of all additional losses (including asset
write—-downs, the estimated loss on the sale of the business and/or the assets
and continuing operating losses through the date of sale) that it then believed
it would incur as part of any sale of the United CreditServ unit.
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Reflecting the terms of the Company's then-pending sale of its United
CreditServ business, during the quarter ended June 30, 2000 the Company recorded
an additional pre-tax loss, and correspondingly increased the liability for loss
on the disposal of the discontinued operation, in the amount of $36.0 million
($23.4 million net of tax). Accordingly, for the full year 2000, the Company
reported a loss from discontinued operations in the amount of $36.0 million
pre-tax ($23.4 million net of tax).

During the year ended December 31, 2000, the discontinued operation
incurred a loss from operations in the amount of approximately $131.9 million,
which loss was charged to the liability for loss on disposal. At December 31,
2000, the remaining assets of the discontinued operations in the amount of $54.3
million (consisting of cash and short-term investments in the amount of $27.8
million and other assets in the amount of $26.5 million) were reclassified to
cash and other assets, respectively, on the Company's consolidated balance
sheet, and the remaining liabilities of the discontinued operations in the
amount of $53.0 million (consisting of notes payable in the amount of $4.3
million and other liabilities in the amount of $48.6 million) were reclassified
to notes payable and other liabilities, respectively, on the Company's
consolidated balance sheet.
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COMPTROLLER OF THE CURRENCY CONSENT ORDERS

UCNB agreed to the issuance of separate Consent Orders issued by the OCC in
February and June, 2000, which Orders were subsequently terminated by the OCC in
January 2001. In addition, the Company and United CreditServ ("UCS") agreed to
the issuance of separate Consent Orders issued by the OCC in June 2000. In
January 2001, the UCS Order was terminated by the OCC and the UICI Order was
substantially modified. See Notes B and N of Notes to Consolidated Financial
Statements.

SALE OF CREDIT CARD PORTFOLIOS

On September 29, 2000, the Company completed the sale of substantially all
of the non-cash assets associated with its United CreditServ credit card unit,
including its credit card receivables portfolios and its Sioux Falls, South
Dakota servicing operations, for a cash sales price of approximately $124.0
million. In addition to the cash sales price received at closing, the
transaction contemplates an incentive cash payment contingent upon the
post-closing performance of the ACE credit card portfolio over a one-year
period. The Company retained United CreditServ's Texas collections facility, and
UICI continues to hold United CreditServ's building and real estate in Sioux
Falls, South Dakota. The Company has leased the Sioux Falls facilities to the
purchaser of the credit card assets pursuant to a long-term lease. UICI also
retained the right to collect approximately $250.0 million face amount of
previously written off credit card receivables. In connection with the sale,
UICI or certain of its subsidiaries retained substantially all liabilities and
contingencies associated with its credit card business, including liability for
payment of all certificates of deposit issued by UCNB, loans payable and
liabilities associated with pending litigation and other claims.

PAYMENT OF ALL UCNB DEPOSIT LIABILITIES

At December 31, 1999, UCNB had $290.0 million of certificates of deposits
outstanding, and UCNB held approximately $110.5 million in cash, cash
equivalents and short term U.S. Treasury securities. Following the sale of the
Company's United CreditServ unit in September 2000, UCNB prepaid all of its
remaining certificates of deposit then-outstanding in the amount of
approximately $79.0 million, and all such deposit liabilities were discharged as
of October 23, 2000. Following the prepayment of all deposit liabilities of
UCNB, at December 31, 2000 UCNB held cash, cash equivalents and U.S. Treasury
securities in the amount of $26.0 million.

SALE OF UMMG

Effective July 31, 2000, a wholly-owned subsidiary of the Company sold all
of its outstanding shares of UMMG for a purchase price in the amount of $25,000
in cash, with an additional amount of up to $2.0 million payable over the next
five years, contingent upon the performance of the business. The purchaser is an
entity controlled by the former President of UMMG. UMMG formerly provided
marketing, administrative and
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support services for the Company's credit card programs. In addition, on July
31, 2000, UICI signed a credit agreement with the purchaser, pursuant to which
it has agreed to lend to the purchaser up to $1.0 million on a revolving basis.
As of December 31, 2000, the Company had advanced to UMMG $1.0 million under the
credit agreement.

SIGNIFICANT CASH INFUSIONS TO UCNB
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The 1999 and 2000 operating losses at United CreditServ had a material
adverse effect upon the liquidity and cash flows of the Company. Since the
Company first announced losses at its United CreditServ unit in December 1999,
UICI through United CreditServ contributed to UCNB as capital an aggregate of
$176.6 million in cash. UICI at the parent company level funded these cash
contributions and other cash needs with the proceeds of sale of investment
securities; a borrowing from a third party in the amount of $24.0 million funded
in July 2000; approved sales of assets from the parent company to the Company's
regulated insurance company subsidiaries completed in June and July 2000
generating cash proceeds in the aggregate amount of approximately $26.2 million;
dividends in the amount of $19.0 million paid during the six months ended June
30, 2000 from The Chesapeake Life Insurance Company ("CLICO") (one of its
regulated insurance company subsidiaries); the sale to The MEGA Life and Health
Insurance Company of CLICO for $19.0 million in July 2000; cash proceeds in the
amount of $21.8 million from the disposition of its National Motor Club unit
completed in July 2000; and cash on hand. See "Liquidity and Capital Resources."

JANUARY 2001 VOLUNTARY LIQUIDATION OF UCNB

On January 29, 2001, UCNB surrendered to the OCC its national bank charter
and distributed to a wholly-owned subsidiary of UICI the residual assets of
UCNB, including available cash and cash equivalents in the amount of
approximately $26.0 million.

As part of the plan of liquidation, and in accordance with the terms of the
June 2000 Consent Order issued by the OCC against UICI, UICI expressly assumed
all liabilities of UCNB, including contingent liabilities associated with
pending and future litigation. In addition, on January 29, 2001, the OCC
terminated the Consent Orders issued against UCNB in February 2000 and June 2000
and the June 2000 Consent Order issued against UICI's United CreditServ
subsidiary. The OCC substantially modified the June 2000 Consent Order issued
with respect to UICI to eliminate all restrictive provisions except a
reconfirmation of UICI's obligation to assume all liabilities of UCNB. Finally,
the OCC formally acknowledged the termination by UICI of the liquidity and
capital assurances agreement, which formerly provided that, upon demand by UCNB,
UICI would assure the liquidity and capital adequacy of UCNB.

Investment in HealthAxis, Inc. (formerly HealthAxis.com, Inc.)

During 2000 the Company held a significant investment interest in
HealthAxis.com, Inc. ("HealthAxis.com"), a provider of Internet-enabled,
integrated proprietary software applications that address the workflow and
processing inefficiencies embedded in the healthcare insurance industry.
HealthAxis.com, through its proprietary web-enabled enrollment and plan
administration applications, provides Internet enrollment and online access to
claims data. These software applications increase the efficiency of a client's
interaction with other participants by eliminating paper-based processes and
improving the client's ability to share data with plan members and other
industry participants. HealthAxis.com's clients include large insurance
carriers, Blue Cross and Blue Shield organizations, third party administrators,
self-funded employers, and other industry participants. HealthAxis.com also
provides systems integration, technology management and data capture services to
its clients.

The Company's interest in HealthAxis.com was derived from the January 7,
2000 merger (the "Insurdata Merger") of Insurdata Incorporated (formerly a
wholly-owned subsidiary of UICI) with and into HealthAxis.com, the sole
operating subsidiary of HealthAxis, Inc. (formerly Provident American
Corporation) ("HAI") (HAXS:Nasdaq) . HealthAxis.com formerly was a web-based
retailer of health insurance products and related consumer services. During 1999
and in advance of the Insurdata Merger, Insurdata transferred to UICI the net
assets of Insurdata Administrators (a division of Insurdata engaged in the
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business
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of providing third party benefits administration, including eligibility and
billing reconciliation) and its member interest in Insurdata Marketing Services,
LLC (a subsidiary of Insurdata engaged in the business of marketing third party
benefits administration services) for cash in the amount of $858,000,
representing the aggregate book value of the net assets and member interest so
transferred. The Company recognized no gain on the non-monetary exchange of
stock in the Insurdata Merger due to uncertainty of realization of the gain.

Following the Insurdata Merger, the Company held approximately 43.6%, and
HAT held approximately 28.1%, of the issued and outstanding capital stock of
HealthAxis.com, the surviving corporation in the Insurdata Merger. On March 14,
2000, the Company sold in a private sale to an institutional purchaser 2,000,000
shares of HealthAxis.com common stock and, giving effect to such sale, the
Company held 39.2% of the issued and outstanding shares of common stock of
HealthAxis.com.

On September 29, 2000, UICI purchased from a third party $1.7 million
principal amount of HAI 2% convertible subordinated debentures and a warrant to
purchase 12,291 shares of HAI common stock at an exercise price of $3.01 per
share, for a total purchase price of $1.2 million. The debentures mature in
September 2005 and are convertible into 185,185 shares of HAI common stock.

On January 26, 2001, HAI acquired all of the outstanding shares of
HealthAxis.com that HAI did not then own in a stock-for-stock merger of
HealthAxis.com with a wholly-owned subsidiary of HAI (the "HAI Merger"). In the
HATI Merger, HealthAxis.com shareholders (including the Company) received 1.334
shares of HAI common stock for each share of HealthAxis.com common stock
outstanding. Following the HAI Merger, the Company beneficially holds 23,944,030
shares of HAI common stock (including the 185,185 shares issuable upon
conversion of the HAI convertible subordinated debentures), representing
approximately 45.3% of the issued and outstanding shares of HAI. Of such
23,944,030 shares beneficially held by UICI, 8,581,714 shares (representing
16.2% of HAI's total issued and outstanding shares) are subject to the terms of
a Voting Trust Agreement, pursuant to which trustees unaffiliated with the
Company have the right to vote such shares. Gregory T. Mutz and Patrick J.
McLaughlin, President and a director of UICI, respectively, serve on the Board
of Directors of HAT.

The Company has accounted for its investment in HealthAxis.com (and intends
to account for its investment in HAI) utilizing the equity method and has
recognized its ratable share of HealthAxis.com's income and loss (computed prior
to amortization of goodwill recorded by HealthAxis.com in connection with the
Insurdata Merger). At December 31, 2000, the Company's carrying value of its
investment in HealthAxis.com was $18.4 million, representing its carryover
investment in Insurdata plus the Company's investment in shares of
HealthAxis.com acquired prior to the Insurdata Merger ($5.0 million of preferred
stock) and its investment in the HAI convertible subordinated debentures, all as
reduced by the Company's cost of the shares of HealthAxis.com sold in March 2000
and by the Company's equity in the losses of HealthAxis.com for the year ended
December 31, 2000 in the amount of $15.6 million.

Effective June 30, 2000, HealthAxis.com sold to Digital Insurance, Inc.
("Digital") certain assets used in connection with HealthAxis.com's retail
website, including the retail website user interface, all existing in-force
insurance policies, certain physical assets, and rights under certain
agreements, including, but not limited to portal marketing agreements and
agreements related to HealthAxis.com's affiliate partner program. As part of the
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consideration received by HealthAxis.com in the transaction, Digital issued to
HealthAxis.com 11% of the outstanding shares of common stock of Digital (on a
fully diluted basis).

HealthAxis.com generated revenues of $43.7 million, $46.2 million and $41.2
million in 2000, 1999 and 1998, respectively, of which 63%, 58% and 58% were
derived from information systems and software development services provided to
UICI and its insurance company affiliates.

Academic Management Services Corp. —-- Significant Losses

AMS has continued to incur significant operating losses. In the years ended
December 31, 2000 and 1999, AMS incurred operating losses in the amount of $24.6
million and $19.9 million, respectively. Included in operating results for the
years ended December 31, 2000 and 1999 were pre-tax gains from the sale of
student loans in the amount of $7.8 million and $7.4 million, respectively.
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Included in AMS's operating loss for 2000 was a net decrease in deferred
loan origination costs of $13.1 million. In 1999 and 1998, AMS purchased loans
in the secondary market at costs which approximated the fair value of the loans,
resulting in a reduced yield on the loans while they were held and little or no
net gain on a subsequent sale. Premiums paid on loans purchased in the secondary
market were $-0- in 2000, $12.4 million in 1999 and $7.5 million in 1998. In
addition, deferred costs associated with the origination of PLUS loans at AMS's
San Diego operations (which was closed in the fourth quarter of 2000), resulted
in loans with reduced yields and lower gains than if such loans had been
originated in a lower cost environment. Management believes that AMS will be
able to originate PLUS loans at a reduced cost after consolidating its
origination activities into AMS's Swansea, Massachusetts operations. Capitalized
costs associated with the San Diego facility were $2.2 million in 2000, $7.0
million in 1999, and $7.4 million in 1998. At December 31, 2000, AMS had $17.2
million in remaining deferred loan origination costs that will result in charges
to income in future years as such costs are amortized over the life of loans
held in the portfolio and/or charged off when loans are sold.

AMS's 2000 operating results also reflected approximately $5.7 million of
expenses associated with the management transition effected in January 2000,
significant expenses associated with the relocation of AMS's headquarters from
South Yarmouth, Massachusetts to Swansea, Massachusetts, the write-off of
facilities development costs and the write-off of previously capitalized costs
incurred in connection with AMS's Internet strategy and other business
initiatives undertaken by prior management. AMS also incurred approximately $1.2
million in consulting expenses in connection with analysis of operating
strategies and approximately $900,000 of expenses associated with the transfer
of AMS's non-campus based association marketing business to UICI's Student
Resources Division.

Earnings from AMS's student loan portfolio in 2000 and 1999 were not
sufficient to cover costs associated with the origination and acquisition of
such loans. In order to achieve profitability in the future, management believes
that the size of the student loan portfolio must be increased and/or associated
costs must be decreased. While management believes that the closure of the San
Diego facility and transfer of loan origination activities to Swansea is an
important step to achieve profitability, additional measures to increase volume
or decrease costs are required before AMS's student loan portfolio activities
will be profitable.

AMS has engaged Lehman Brothers Inc. and Bank of America Securities Inc. to
assist AMS in evaluating various strategic alternatives, including a possible
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sale of AMS.
Issuance of Common Stock to Employee and Agent Plans

In August 2000, the Company issued 1,610,000 shares of UICI common stock to
its employee stock ownership and savings plan at a purchase price of $5.25 per
share, or $8.5 million in the aggregate. Effective July 1, 2000, the Company
also agreed to issue an aggregate of 2,175,000 newly-issued shares of its common
stock from time to time over the next two years, at a purchase price of $5.25
per share, or $11.4 million in the aggregate, to its stock accumulation plans
created for the benefit of its independent agents. The aggregate of 3,785,000
shares (the "$5.25 shares") when issued will represent approximately 7.8% of the
issued and outstanding shares of UICI common stock.

During the year ended December 31, 2000, approximately 356,000 $5.25 shares
were allocated to the accounts of participants in UICI's employee stock
ownership plan and 255,000 $5.25 shares were issued for the benefit of
participants in its agent stock accumulation plans. In connection therewith, the
Company recognized incremental compensation expense in the amount of $296,000,
representing the difference between the fair market value of such shares at the
time credited and $5.25 per share. In addition, the Company expects to recognize
additional incremental compensation expense over the period ending approximately
July 31, 2002 if and to the extent the value of $5.25 shares allocated to the
accounts of participants in its employee stock ownership plan and/or issued for
the benefit of participants in the agent stock accumulation plans exceeds $5.25
per share. See Note O of Notes to Consolidated Financial Statements.
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Modification of UICI Executive Stock Purchase Program

In January 2001, the Board of Directors of the Company adopted certain
modifications to the UICI Executive Stock Purchase Program (the "ESPP"), which
was initially adopted and implemented in December 1998 to afford directors and
key UICI executives the opportunity to purchase UICI common stock. See Note M of
Notes to Consolidated Financial Statements.

In connection with the January 2001 modifications to the ESPP, for
financial reporting purposes UICI recorded in the quarter ended December 31,
2000 compensation expense in the amount of $4.8 million pre-tax, or $4.1 million
net of tax.

Reconfirmation of 1998 Share Repurchase Program

At its regular meeting held on February 28, 2001, the Board of Directors of
the Company reconfirmed the Company's 1998 share repurchase program, in which it
initially authorized the repurchase of up to 4,500,000 shares of its common
stock from time to time in open market or private transactions. The Company had
previously purchased through early 1999 198,000 shares of common stock pursuant
to the program. Following the reconfirmation of the program, through March 13,
2001, the Company had purchased an additional 807,700 shares pursuant to the
program. The timing and extent of additional repurchases, if any, will depend on
market conditions and the Company's evaluation of its financial resources at the
time of purchase.

2000 COMPARED TO 1999
General

UICI reported 2000 revenues and income from continuing operations of $1.051
billion and $29.1 million ($0.61 per share fully diluted), respectively,
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compared to 1999 revenues and income from continuing operations of $1.013
billion and $33.3 million ($0.70 per share fully diluted), respectively. The
Company generated total 2000 net income in the amount of $5.7 million ($0.12 per
share fully diluted), compared to a net loss of $(145.9) million ($(3.05) per
share fully diluted) in 1999, reflecting a loss in 2000 and 1999 from
discontinued operations in the amount of $(23.4) million ($(0.49) per share
fully diluted) and $(179.1) million ($(3.75) per share fully diluted),
respectively.

UICI's 2000 results include a pre-tax operating loss at the Company's
Academic Management Services Corp. student loan unit of $(24.6) million, the
Company's equity in losses of HealthAxis, Inc. of $(15.6) million, and a $26.3
million pre-tax gain from the sale of investment securities.

The Company's Self-Employed Agency ("SEA") Division, which provides health
insurance to the self-employed market, reported operating income of $70.9
million in 2000, a 40.6% increase over operating income of $50.4 million in
1999. The significant increase in operating income of the SEA division was
primarily attributable to improved loss ratios on the Company's managed care
products, continued success in directing a larger portion of new sales to more
traditional, higher margin, indemnity products, and increased productivity of
the Company's dedicated agent field force. The Company's Insurance Segment as a
whole reported operating income in 2000 of $79.0 million, a 17.9% increase over
operating income of $67.0 million generated in 1999.

As discussed further below, AMS's 2000 operating results reflected, in
part, a reduction in operating income as a result of reduced yields on AMS's
student loan portfolio, which resulted from the acquisition of higher cost
student loans in 1998 and 1999. AMS also incurred significant non-recurring
expenses associated with, among other things, the management transition effected
in January 2000, the relocation of AMS's headquarters, the write-off of
facilities development costs and previously capitalized costs incurred in
connection with AMS's Internet strategy, and the previously announced closure of
the San Diego loan origination center. AMS has engaged Lehman Brothers Inc. and
Bank of America Securities Inc. to assist AMS in evaluating various strategic
alternatives, including a possible sale of AMS.
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For the quarter ended December 31, 2000, the Company reported a loss from
continuing operations of $(6.1) million, or $(0.13) per share fully diluted,
compared to a loss of $(4.2) million, or $(0.09) per share fully diluted, for
the corresponding period in 1999. In the fourth quarter of 2000, the Company's
Insurance Segment reported operating income of $13.5 million, which included an
operating loss at the Company's Special Risk unit in the amount of ($6.1)
million. Operating profits at the Company's Insurance Segment were offset by a
$(12.4) million operating loss reported at AMS for the quarter ended December
31, 2000 and special compensation expense in the amount of $(4.8) million
pre-tax associated with modifications to the Company's executive stock purchase
program. See Note O of Notes to Consolidated Final Statements.

Reflecting the terms of the Company's then-pending sale of its United
CreditServ business, during the quarter ended June 30, 2000 the Company recorded
an additional pre-tax loss, and correspondingly increased the liability for loss
on the disposal of the discontinued operation, in the amount of $36.0 million
($23.4 million net of tax). Accordingly, for the full year 2000, the Company
reported a loss from discontinued operations in the amount of $36.0 million
pre-tax ($23.4 million net of tax). During the year ended December 31, 2000, the
discontinued operation incurred a loss from operations in the amount of
approximately $131.9 million, which loss was charged to the liability for loss
on disposal.
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Continuing Operations

Revenues. UICI's revenues increased to $1,051.4 million in 2000 from
$1,013.2 million in 1999, an increase of $38.2 million, or 4%, primarily as a
result of an increase in other interest income and the gain on sale of the
HealthAxis.com shares in the amount of $26.3 million, offset by a $27.6 million
reduction in health and life premium income.

Health premiums. Health premiums decreased to $668.3 million in 2000 from
$690.2 million in 1999, a decrease of $21.9 million, or 3%. The decrease in
health premiums in 2000 was attributable primarily to decreased premiums in the
Special Risk Division, which resulted from the Company's entering into
reinsurance and specific retrocession agreements effective January 1, 2000 that
effectively permitted the Company to transfer to an unaffiliated insurance
carrier the insurance revenue and risk portion of the business. This transfer
has continued and will continue to occur monthly as the business renews over the
life of the policies.

Life premiums and other considerations. Life premiums and other
considerations decreased to $40.6 million in 2000 from $46.4 million in 1999, a
decrease of $5.8 million, or 13%. This decrease resulted from reduced premiums
and other considerations from closed blocks of life and annuity business.

Investment income. Investment income increased to $92.5 million in 2000
from $85.5 million in 1999, an increase of $7.0 million, or 8%. The increase was
due to increased earnings from the Company's investment in AMLI Realty Co.,
together with an increase in investment income from restricted cash held at AMS
for a full year in 2000. AMS Investment Group, Inc. was acquired in July 1999.

Other interest income. Other interest income increased to $111.4 million
in 2000 from $65.1 million in 1999, an increase of $46.3 million. The increase
was due to the additional interest income earned on student loans at the
Company's AMS operations in 2000.

Other fee income. Other fee income decreased to $110.4 million in 2000
from $122.9 million in 1999, a decrease of $12.5 million. The decrease was due
to the sale of National Motor Club ("NMC") in July 2000. NMC generated $19.4
million and $24.6 million in other fee income (primarily membership fees) for
the seven month period ended July 2000 and for the full year 1999, respectively.

Other income. Other income decreased to $2.3 million in 2000 from $3.5
million in 1999, a decrease of $1.2 million. The decrease in other income is due
to the sale of the Special Risk's managing general underwriter in September
2000.

Gain on sale of HealthAxis.com stock. On March 14, 2000, the Company sold
in a private sale to an institutional purchaser 2,000,000 shares of
HealthAxis.com common stock. In connection with the sale of such shares, the
Company recognized a pre-tax gain in the amount of $26.3 million.
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Loss on sale of investments. The Company recognized losses on sale of
investments of $411,000 in 2000 compared to $367,000 in 1999. The amount of
realized gains or losses on the sale of investments is a function of interest
rates, market trends and the timing of sales. Losses are more likely during
periods of increasing long-term interest rates. In addition, due to decreasing
long-term interest rates in 2000, the net unrealized investment loss on
securities classified as "available for sale," reported in accumulated other
comprehensive income as a separate component of stockholders' equity and net of
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applicable income taxes, was $9.5 million at December 31, 2000, compared to
$30.4 million at December 31, 1999.

Benefits, claims, and settlement expenses. Benefits, claims and settlement
expenses decreased to $464.5 million in 2000 from $514.6 million in 1999, a
decrease of $50.1 million, or 10%. The decrease was primarily due to the
improvement in loss ratios on the Company's managed care products in the SEA
Division.

Underwriting, acquisition and insurance expenses. Underwriting,
acquisition and insurance expenses increased to $250.4 million in 2000 from
$243.4 million in 1999, an increase of $7.0 million or 3%. The increase was
primarily due to increased technology costs.

Other expenses. Other expenses increased to $117.1 million in 2000 from
$114.3 million in 1999, an increase of $2.8 million. The increase was primarily
due to the increased costs of AMS's student loan originations.

Depreciation. Depreciation expense increased to $14.1 million in 2000 from
$13.8 million in 1999, an increase of $300,000.

Interest expense. Interest expense on corporate borrowings increased to
$13.6 million in 2000 from $7.4 million in 1999, an increase of $6.2 million.
The increase was due primarily to the increased level of borrowings outstanding
during 2000. Interest expense on student loan obligations increased to $101.6
million in 2000 from $57.5 million in 1999, an increase of $44.1 million. The
increase was due primarily to AMS's increased student loan origination volume.

Operating Income. Income from continuing operations before federal income
taxes ("operating income") increased to $62.9 million in 2000 from $50.9 million
in 1999. Operating income (loss) for each of the Company's segments and
divisions was as follows:

YEAR ENDED DECEMBER 31,

2000 1999
Income (loss) from continuing operations before income
taxes:
Insurance:
Self EmMPloyed AGENCY .« v v v et e e eeeeeseneeeeeeeeenenens $ 70,905 $ 50,415
SEUdENt TN SUTANCE . v i v ittt e et ettt et ettt ettt seeeneneas (1,877) 49
[0 G B e = o o 13,132 17,405
Special RiIsK. .ottt ettt e e ettt et (5,667) (4,079)
National Motor Club. ...ttt ittt it eeeeneeaeeens 2,471 3,200
78,964 66,990
Financial Services:
Academic Management ServViCeS. .. .. .iiiiiiieeteeennnneenns (24,640) (19, 938)
UICT Administrator S . i i v it i ittt ettt ettt eneeneean (1,668) 2,322
(26,308) (17,6106)
Gain on sale of HealthAxis.com shares..........oieuieeeen.. 26,300 -
HealthAxis.com operating loSS. ...t e it tineeeeeeeeennenens (15,623) -
Other Key FaCthorS. .ttt ittt ittt ettt eaeeeeeeeeenaaens 5,786 7,806
Goodwill amortization. ... ittt ittt et e et e e (6,242) (6,328)
Total income from continuing operations before income
L= €= S 62,877 $ 50,852
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Self Employed Agency Division ("SEA"). The SEA Division reported operating
income of $70.9 million in 2000 compared to $50.4 million in 1999. Revenue for
the SEA Division decreased to $566.4 million for the year ended in 2000 from
$566.8 million in 1999, a decrease of $400,000. The increase in operating income
was primarily attributable to improved loss ratios on the Company's managed care
products, continued success in directing a larger portion of new sales to more
traditional, higher margin, indemnity products, and increased productivity of
the Company's dedicated agent field force. The decrease in revenues was
attributable to the decrease in premiums from the coinsurance business, which
was offset by the continued success in new business sales from the Company's CMA
and UGA dedicated agency field forces.

Student Insurance Division. The Student Insurance Division incurred an
operating loss of $(1.9) million in 2000 compared to operating income of $49,000
in 1999. The loss in 2000 reflected increased expenses associated with new
system implementations and lower margins resulting from increased loss ratios on
policies sold in the 1998-1999 policy year. Revenue for the Student Insurance
Division increased to $111.5 million in 2000 from $108.0 million in 1999, an
increase of $3.5 million, or 3%.

OKC Division. Operating income for the OKC Division decreased to $13.1
million in 2000 from $17.4 million in 1999, a decrease of 25%. The decrease in
operating income was attributable to several factors. The OKC Division's life
insurance claim benefits increased over claim benefits in the corresponding
period of the prior year. The Company believes that the higher level of claims
in the life business was due to normal variations in the business for the closed
life blocks. An additional loan reserve was established for the student loans
made by the College Fund Life unit on its life insurance product. Credit
disability insurance claim reserves were increased based on claims experience,
and a reserve for bad debts on premium receivables was established. Operating
income for the workers compensation line of business decreased as a result of
lower premium rates, which has been occurring in this product line in Oklahoma
for the past two years. Revenue for the OKC Division decreased to $92.4 million
in 2000 from $94.1 million in 1999, a decrease of $1.7 million, or 2%.

Special Risk Division. Operating losses for the Special Risk Division
increased to a loss of $(5.7) million in 2000 from a loss of $(4.1) million in
1999. The increase in the Special Risk Division's operating loss was due to
higher loss ratios on closed blocks of business and a significant strengthening
of reserves. Revenue for the Special Risk Division was $30.2 million in 2000
compared to $59.0 million in 1999, a decrease of $28.8 million or 49%. The
decrease in revenue in the 2000 period was attributable to (a) the elimination
of unprofitable blocks of business and implementation of necessary rate
increases on stop-loss accounts and other lines of business causing customers to
terminate their policies and (b) the implementation of reinsurance and specific
retrocession agreements that effectively permitted the Company to transfer the
insurance revenue and risk portion of the Special Risk business managed by
Excess, Inc. (one of the Company's managing general underwriters) to a new
insurance carrier. This transfer was effective January 1, 2000, and will occur
monthly as the business renews over the life of the policies.

Effective July 1, 2000, the Company sold the assets of WinterBrook
HealthCare Management, LLC (a company engaged in repricing of insurance claims)
to an unrelated party for a sales price of $1.9 million. The Company recognized
a pre-tax gain of $1.5 million in the quarter ended September 30, 2000 in
connection with this sale. In addition, in the third quarter of 2000 the Company
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completed the sale of Excess, Inc. to the Excess management team. The Company
recognized a gain in the amount of $161,000 (pre-tax) in connection with this
sale.

National Motor Club. On July 27, 2000, the Company completed the sale of
its 97% interest in NMC Holdings, Inc. (the parent of National Motor Club of
America, Inc.) to an investor group consisting of members of the family of
Ronald L. Jensen (including Mr. Jensen). See Note M of Notes to the Consolidated
Financial Statements.

Operating income for the National Motor Club decreased to $2.5 million in
2000 compared to $3.2 million in 1999. Revenues for National Motor Club
decreased to $21.7 million in 2000 from $27.8 million in 1999. The decrease in
operating income and revenues reflects the sale of National Motor Club in July
2000.
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UICI Administrators. The Company has classified the operations of UICI
Administrators, Inc. (a company engaged in the business of providing third party
benefits administration, including eligibility and billing reconciliation),
Insurdata Marketing Services, LLC (a subsidiary of the Company engaged in the
business of marketing third party benefits administration services) and
Healthcare Management Administrators, Inc. (which the Company acquired on
February 3, 2000) as its UICI Administrators business division. UICI
Administrators incurred an operating loss of $(1.7) million in 2000 compared to
operating income of $2.3 million in 1999. Revenues for UICI Administrators
decreased to $18.5 million in 2000 from $46.2 million in 1999.

The decrease in operating income and revenues at the Company's UICI
Administrators division was primarily attributable to the timing of the
contribution of substantially all of the operations of Insurdata Incorporated
(other than the operations of Insurdata Marketing Services, LLC) to
HealthAxis.com in connection with the Insurdata-HealthAxis.com merger, which was
completed in January 2000. The results of operations of Insurdata Incorporated
had previously been included in the results of operations of the UICI
Administrators division. Excluding the 1999 results of operations of Insurdata
Incorporated transferred to HealthAxis.com, for 2000 and 1999, revenues for the
UICI Administrators division were $18.5 million and $4.8 million, respectively,
and operating income (loss) for the division was $(1.7) million and $414,000,
respectively.

Investment in HealthAxis.com, Inc. The Company accounts for its investment
in HealthAxis.com utilizing the equity method and, accordingly, recognizes its
ratable share of HealthAxis.com's income and loss (computed prior to
amortization of goodwill recorded by HealthAxis.com in connection with the
Insurdata Merger). The Company's equity in the loss of HealthAxis.com for 2000
was $15.6 million. HealthAxis.com continues to incur operating losses
attributable to significant marketing, development and other start-up expenses.
HealthAxis.com also incurred losses in 2000 in connection with the sale of its
retail web site and related assets. The Company's share of such losses ($(2.5)
million) is included in the Company's equity in losses for 2000.

On March 14, 2000, the Company sold in a private sale to an institutional
purchaser 2,000,000 shares of HealthAxis.com common stock. In connection with
the sale of such shares, the Company recognized a pre-tax gain in the amount of
$26.3 million.

Other Key Factors. Other key factors include investment income not
allocated to the other segments, interest expense from corporate borrowings,
general expenses relating to corporate operations, realized gains or losses on
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sale of investments and the AMLI operations. Operating income in 2000 generated
by other key factors decreased to $5.8 million from $7.8 million, a $2.0 million
decrease or 26%. The decrease is primarily due to additional interest expense
associated with a higher level of corporate borrowings outstanding in 2000.

Goodwill amortization. Goodwill amortization decreased to $6.2 million in
2000 from $6.3 million in 1999, a decrease of $100,000. This decrease in
goodwill amortization was attributable to the sale of NMC in July 2000, the
assets of which included approximately $36.1 million in goodwill. This decrease
was offset by the increase of goodwill amortization from the AMS acquisition in
July 1999, resulting in a full year of amortization in 2000, compared to five
months of amortization in 1999.
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Academic Management Services Corp. ("AMS") . AMS incurred an operating loss
of $(24.6) million in 2000, compared to an operating loss of $(19.9) million in
1999 (in each case exclusive of goodwill amortization and other expenses at the
parent-company level). Revenue for AMS increased to $154.3 million in 2000 from
$104.6 million in 1999. Set forth below is a summary comparative statement of
operations for AMS:

YEAR ENDED DECEMBER 31,

2000 1999

Interest income —— student 1oANS......ueuieeeeeenneeeeeennnnn $110,651 $ 65,001
Gain on sale of student 1oaAnsS.......i ittt eneeneenneens 7,757 7,404
Other investment INCOME. ... ...ttt ittt tteteeeeeeeneenneens 8,039 3,986
Fee income ——- tuition payment programsS............eoeeeeeene.. 11,898 7,404
Fee income -- loan servicing and other...................... 15,905 15,258
INSUTLANCE I1NCOME .t v vt v et ettt ettt et aetaeeeeeeneeeeeeeeeneeaens - 5,539
Total FeVENUE. ¢ i it ittt ettt ettt et e teeeeeeeneeneeen 154,250 104,592
Interest expense —— student 1loans........iiiiiiiineenneeennns 104,043 63,497
Provision for 1oan 10SS .. i ittt n ettt eeeneeeeeeeeeneeneeens 1,810 950
Interest expense —- other indebtedness.................. ... 4,365 2,398
DepreCiation. ottt it e e e e e e e e e e e e e e 4,563 3,378
Amortization of goodwill. ... ...ttt e 3,989 2,618
Other operating EXPeNSES . v v v vt ittt ittt ettt et eaeeeeeenes 66,423 61,284
Less: operating costs deferred....... ...t itinnnnnnnnn (2,238) (6,977)
182,955 127,148

Loss from operations (including amortization of goodwill and
other expenses at UICI level) ...ttt ittt enneeeeeeeenns (28, 705) (22,556)
Amortization of goodwill and other expenses at UICI level... 4,065 2,618
Loss from OperationS. ..ttt ittt ettt ettt eeaeeeeeeeeennas $(24,640) $(19,938)

The increases in 2000 in interest income and interest expense associated
with student loans, as well as the increase in the provision for loan loss,
resulted primarily from higher average carrying amount of student loans held
during the year compared to 1999. In 2000, AMS originated approximately $776.1
million principal amount of new loans, purchased approximately $2.5 million
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principal amount of student loans in the secondary market, and sold
approximately $779.8 million principal amount of loans. In 1999, AMS originated
approximately $671.2 million principal amount of new loans, purchased
approximately $401.0 million principal amount of student loans in the secondary
market, and sold approximately $391.0 million principal amount of loans.
Including principal payments and capitalization and amortization of deferred
loan origination costs, student loans decreased approximately $166.0 million in
2000, as compared to an increase of approximately $628.0 million during 1999.
During 2000, an increase in prevailing interest rates had a negative effect on
the cost of financing AMS's student loan portfolio. The spread between the
weighted average interest rate earned on student loans (before amortization of
deferred loan origination costs) and the rate incurred on student loan
indebtedness (before amortization of debt issue costs) for the quarters ended
March 31, June 30, September 30 and December 31, 2000, was approximately 2.06%,
2.12%, 1.72% and 1.88%, respectively,

Included in the interest rate spread on student loans are PLUS loans on
which the interest rate yield is set annually beginning July 1 by regulation at
a fixed rate. At March 31, June 30, September 30 and December 31, 2000, AMS held
PLUS loans in the aggregate principal amount of $371.0 million, $270.0 million,
$253.0 million and $273.0 million, respectively. The prescribed rate earned on
PLUS loans was 7.72% from January 1 to June 30, 2000 and was reset to 8.99%
beginning July 1, 2000. If the interest rate yield exceeds the maximum allowable
rate chargeable to the borrower, AMS, as the holder of PLUS loans, would be
eligible for government subsidized, special allowance payments for the year. The
fixed interest rate yield in 2000 was below the maximum rate. For the twelve
months beginning July 1, 2000, the fixed rate will be below the maximum rate and
AMS will not be entitled to special allowance payments on its PLUS loans. AMS
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finances the cost of such loans at floating interest rates which are reset
monthly and quarterly through its structured finance facilities.

Gain on sale of student loans included gross gains of $22.5 million in 2000
and $16.0 million in 1999. Deferred loan origination costs associated with sold
loans were charged to gain on sale in the amount of $14.7 million and $8.6
million in 2000 and 1999, respectively. While more principal amount of loans was
sold in 2000 than in 1999, resulting in a higher gross gain, the lower net gain
results from higher deferred loan origination costs associated with sold loans
in 2000 compared to 1999. In addition, the sale of loans in the second and third
quarters of 2000 resulted in lower interest income in the second half of the
year, as the sold loans no longer generated interest income. The reduction in
interest earned in the second half of 2000 because of loan sales was offset by
gains on sale of $3.8 million in the first six months of 2000 and $3.1 million
in the second six months.

Other investment income increased to $8.0 million in 2000 from $4.0 million
in 1999. Fee income from tuition payment programs increased to $11.9 million in
2000 from $7.4 million in 1999. Increases in both of these categories resulted
primarily from the acquisition of the Academic Management Services Inc. tuition
payment program business, effective July 27, 1999. Results from this business
were included for a full year in 2000, compared to a period of five months in
1999. Income for the tuition payment program business is seasonal. In 2000,
income from tuition payment program fees earned plus investment income on
tuition payment program trust funds was $3.6 million in the first quarter, $5.5
million in the second quarter, $7.8 million in the third quarter and $3.8
million in the fourth quarter.

Insurance income of $5.5 million in 1999 relates to AMS's student insurance
business. In May 1999, the assets and liabilities associated with AMS's student
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insurance business were transferred to UICI's Student Insurance Division.

Interest expense on other indebtedness increased to $4.4 million in 2000
from $2.4 million in 1999, reflecting primarily additional borrowings in the
amount of $30.0 million incurred to acquire Academic Management Services Inc. on
July 27, 1999. Interest expense on this acquisition indebtedness was $2.8
million in 2000. The acquisition debt is scheduled to be repaid on June 30,
2001.

The increases in depreciation expense and amortization of goodwill also
resulted primarily from the inclusion of Academic Management Services Inc.'s
tuition payment program business and its acquisition cost for a full year in
2000, compared to five months in 1999. Amortization of goodwill associated with
the acquisition of this business was $2.4 million in 2000 compared to $1.0
million in 1999.

Other operating expenses increased to $66.4 million in 2000 from $61.3
million in 1999. Included in 2000 operating expenses were approximately $5.7
million associated with the management transition effected in January 2000, the
relocation of AMS's headquarters from South Yarmouth, Massachusetts to Swansea,
Massachusetts, the write-off of facilities development costs and the write-off
of previously capitalized costs incurred in connection with AMS's Internet
strategy and other business initiatives undertaken by prior management. AMS also
incurred $1.2 million in consulting expenses in connection with analysis of
operating strategies. Included in AMS's operating expenses for 2000 is $900,000
in expenses associated with the transfer in the fourth quarter of AMS's
non-campus based association marketing business to UICI's Student Insurance
Division. In addition, operating costs associated with the tuition payment
program business are included for a full year in 2000 compared to five months in
1999.

AMS markets loans to parents of dependent students ("PLUS loans") through
direct mail and telemarketing programs directly to prospective student and
parent borrowers. Until September 2000, these marketing activities were
conducted primarily through the Company's San Diego, California marketing unit.
On September 17, 2000, AMS announced that the California facility would be
closed and the PLUS loan marketing activities would be consolidated into AMS's
Swansea, Massachusetts headquarters. Management believes that these changes will
result in a more cost-effective marketing effort. In 2000, AMS recorded a charge
to income in the amount of $1.5 million, representing expenses incurred in
connection with the exit from its San Diego unit. These costs included
termination benefits for substantially all of the unit's 90 employees and the
cost of certain contractual obligations of the unit.
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Certain costs of originating loans are capitalized in accordance with
Statement of Financial Accounting Standards No. 91, Nonrefundable Fees & Costs
Associated with Originating or Acquiring Loans and Initial Direct Costs of
Leases. Capitalized costs for PLUS loans incurred by the San Diego unit were
$2.2 million in 2000 as compared to $7.0 million in 1999. The decrease in
capitalized costs resulted from a decrease in total expenses incurred ($7.5
million in 2000 compared to $17.0 million in 1999) and a decrease in PLUS loan
production ($50.0 million in 2000 compared to $192.0 million in 1999).

1999 COMPARED TO 1998

1999 results from continuing operations were impacted by several
significant adjustments taken in the fourth quarter, including (a) a $5.0
million accrual for professional fees, (b) a write off of previously capitalized
software and system development costs in the amount of $2.3 million at the
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Company's Student Insurance Division, (c) a strengthening of insurance reserves
associated with the Company's Special Risk operations in the amount of $3.5
million, and (d) a write off in the amount of $9.0 million to adjust AMS's
student loan balance.

Continuing Operations

Revenues. Revenues decreased to $1,013.2 million in 1999 from $1,056.8
million in 1998, a decrease of $43.6 million, or 4%, primarily as a result of
decreases in health premiums.

Health premiums. Health premiums decreased to $690.2 million in 1999 from
$747.3 million in 1998, a decrease of $57.1 million, or 8%. The decrease in
health premiums for the year resulted primarily from decreased premiums in the
self employed market, which was due to the negative impact on new sales and
recruiting efforts of rate increases implemented starting in 1998.

Life premiums and other considerations. Life premiums and other
considerations decreased to $46.4 million in 1999 from $49.3 million in 1998, a
decrease of $2.9 million, or 6%. This decrease resulted from reduced premiums
and other considerations from closed blocks of life and annuity business.

Investment income. Investment income increased to $85.5 million in 1999
from $74.9 million in 1998, an increase of $10.6 million, or 14%. The increase
was due to increased earnings from the Company's investment in AMLI Realty Co.,
along with an increase in investment yield.

Other interest income. Other interest income increased to $65.1 million in
1999 from $31.6 million in 1998, an increase of $33.5 million. The increase was
due to the additional interest income earned on student loans in 1999.

Other fee income. Other fee income increased to $122.9 million in 1999
from $111.1 million in 1998, an increase of $11.8 million. The increase was due
to the increase in revenue from AMS as a result of increased originations from
higher student loan volume.

Other income. Other income decreased to $3.5 million in 1999 from $37.5
million in 1998, a decrease of $34.0 million. The decrease was primarily
attributable to the disposition of the IPN, LLC and HealthCare Automation
business units that were sold to a related party in July 1998, which units
generated an aggregate of $20.4 million in revenues during 1998. In 1998 the
Company also recognized a $9.7 million gain on sale of the ATM transaction
processing assets of SunTech Processing Systems, LLC (an 80%-owned subsidiary of
the Company) .

Loss on sale of investments. The Company recognized losses on sale of
investments of $367,000 in 1999 compared to a gain from sale of investments of
$4.9 million in 1998. The amount of realized gains or losses on the sale of
investments is a function of interest rates, market trends and the timing of
sales. Losses are more likely during periods of increasing long-term interest
rates, as occurred in 1999. In addition, due to increasing long-term interest
rates in 1999, the net unrealized investment loss on securities classified as
"available for sale," reported in accumulated other comprehensive income as a
separate component of stockholders' equity and net of applicable income taxes,
was $30.4 million at December 31, 1999, compared to an unrealized gain of $13.4
million at December 31, 1998.

30
32

Benefits, claims, and settlement expenses. Benefits, claims, and
settlement expenses decreased to $514.6 million in 1999 from $586.0 million in
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1998, a decrease of $71.4 million, or 12%. The decrease was primarily due to the
decline in premium sales and a decrease in loss ratio in the SEA Division.

Underwriting, acquisition and insurance expenses. Underwriting,
acquisition and insurance expenses decreased to $243.4 million in 1999 from
$270.9 million in 1998, a decrease of $27.5 million or 10%. The decrease was
primarily due to the decline in new policy sales.

Other expenses. Other expenses increased to $119.3 million in 1999 from
$114.4 million in 1998, an increase of $4.9 million. The increase is primarily
due to the increased costs of AMS's student loan originations, which were offset
by the disposition of IPN, LLC and HealthCare Automation, Inc. units that were
sold in July 1998. In 1998, the Company recognized aggregate operating losses
from IPN, LLC and HealthCare Automation, Inc. in the amount of $10.5 million.

Depreciation and amortization. Depreciation and amortization increased to
$20.1 million in 1999 from $15.9 million in 1998, an increase of $4.2 million.
The increase 1s primarily due to increased goodwill amortization as a result of
the AMS Investment Group, Inc. acquisition by AMS.

Interest expense. Interest expense on corporate borrowings increased to
$7.4 million in 1999 from $3.1 million in 1998, an increase of $4.3 million. The
increase was due primarily to the increased level of borrowings outstanding
during 1999. Interest expense on student loan obligations increased to $57.5
million in 1999 from $19.2 million in 1998, an increase of $38.3 million. The
increase was due primarily to AMS's increased student loan origination volume.

Operating Income. Income from continuing operations before federal income
taxes ("operating income") increased to $50.9 million in 1999 from $47.3 million
in 1998. Operating income (loss) for each of the Company's segments and
divisions was as follows:

YEAR ENDED
DECEMBER 31,

Insurance:
Self EMployed AQeNCY .« v v v e eeeeeeeeeeeneenennaeeeeeeeenennns $ 50,415 $(4,765
SEUdENt TN SUT AN e vttt ettt e ettt ae s et eeeeeaeeeeeeeneeaeeens 49 6,089
ORC . it ettt ettt et ettt e ettt e ettt e 17,405 20,436
SpecCial RiISK. .ottt ittt ettt et e e ettt et (4,079) 5,805
National Motor Club. .u i ii ittt ittt ettt ettt et eaeeanenn 3,200 5,099
66,990 32,664
Financial Services:
N 1 (19,938) (1,339
HealthAXIsS.COM, TNC. it ittt it teeeeeeeeeeneeneeeeeeneeaens 2,322 3,277
Other Business UnifsS. ..ttt init et eeneeeeeeeeennenns - 441
(17,616) 2,379
Other Key FaCthor S . vttt it ittt ettt e eeeeeeeeeeaaaaaenes 1,478 12,219

Self Employed Agency Division ("SEA"). The SEA Division reported operating
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income of $50.4 million in 1999 compared to a loss of $4.8 million in 1998.
Revenue for the SEA Division decreased to $566.8 million for the year ended in
1999 from $610.1 million in 1998, a decrease of 7%. The increase in operating
income was the result of continued success on directing a larger portion of new
sales to traditional indemnity products and the improved loss ratio on the PPO
products. The decrease in revenues was attributable to the negative impact of
rate increases, imposed beginning in 1998, on new sales and recruiting efforts.
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Student Insurance Division. The Student Insurance Division generated near
breakeven operating income in 1999 compared to operating income of $6.1 million
in 1998. The reduced earnings reflect lower margins resulting from increased
loss ratios on the 1998-1999 policy year and a write off of previously
capitalized software and system development costs in the amount of $2.3 million.
Revenue for the Student Insurance Division decreased to $108.0 million in 1999
from $111.0 million in 1998, a decrease of 3%.

OKC Division. Operating income for the OKC Division decreased to $17.4
million in 1999 from $20.4 million in 1998, a decrease of 15%. The decrease in
operating income was due to lower profit margins in the workers compensation
business and the write off of additional deferred acquisition costs due to lower
persistency in the College Fund Life Division. Revenue for the OKC Division
decreased to $94.1 million in 1999 from $98.8 million in 1998, a decrease of 5%.
The decrease in revenue was the result of lower revenues on the closed blocks of
life policies and decreased premium in the workers compensation business.

Special Risk Division. Operating income for the Special Risk Division
decreased to a loss of $(4.1) million in 1999 from a gain of $5.8 million in
1998. The decrease in operating income was due to higher loss ratios on closed
blocks of business and a significant strengthening of reserves in the Division's
marine medical business. Revenue for the Special Risk Division was $59.0 million
in 1999 compared to $66.8 million in 1998, a decrease of 12%. The decrease in
revenue was primarily due to elimination of unprofitable blocks of business and
implementation of rate increases on stop-loss accounts causing customers to
terminate their policies.

National Motor Club. Operating income for the National Motor Club was $3.2
million in 1999 compared to $5.1 million in 1998. The decrease in operating
income was primarily attributable to the write off in 1999 of additional
deferred acquisition costs. Revenue for the twelve months ended December 31,
1999 was $27.8 million compared to $27.3 million for the twelve months ended
December 31, 1998.

Academic Management Services Corp. ("AMS"). AMS incurred an operating loss
of $(19.9) million in 1999 compared to an operating loss of $(1.3) million in
1998 (in each case exclusive of goodwill amortization and operating expenses at
the parent company level). Revenue for AMS increased to $104.6 million in 1999
from $57.2 million in 1998. The increase in revenue in 1999 was attributable to
the increased origination and interest income derived from AMS's higher student
loan volume. The increased loss was attributable primarily to increases in
interest expense from higher borrowings and interest rates and sustained
operating losses at AMS Technologies Inc. and Education Loan Administrators
Group. AMS's tuition installment payment plan unit also incurred an operating
loss in 1999, due to the timing of the acquisition and the recording of revenues
in the tuition installment plan business of AMS, which revenues are recorded
primarily in May through August. The acquisition of the Academic Management
Services tuition installment plan business was completed on July 26, 1999.

HealthAxis.com, Inc. (formerly Insurdata). Insurdata reported operating
income of $2.3 million in 1999 compared to operating income of $3.3 million in

39



Edgar Filing: UICI - Form 10-K405

1998. Revenue for Insurdata increased to $46.2 million in 1999 from $41.2
million in 1998, an increase of 12%. Insurdata revenue derived from other
divisions and operating units of the Company were $24.4 million and $21.1
million in 1999 and 1998, respectively. These revenues and costs are eliminated
in consolidating the Company's operations.

Other Business Units. During 1998, this category ceased to exist, with the
Other Business Units sold, closed or reclassified.

Other Key Factors. Other key factors include investment income not
allocated to the other segments, interest expense from corporate borrowings,
general expenses relating to corporate operations, amortization of goodwill,
realized gains or losses on sale of investments and the AMLI operations.
Operating income for other key factors decreased to $1.5 million from $12.2
million in 1998. The decrease is primarily due to an increase in amortization of
goodwill (recorded in connection with AMS's acquisition of Academic Management
Services in July 1999), additional interest expense associated with a higher
level of corporate borrowings outstanding during 1999, general corporate
operations and a decrease in realized gains, which was partially offset by an
increase in investment income on equity not allocated to the other segments. The
amount of
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realized gains or losses on the sale of investments is a function of interest
rates, market trends and the timing of sales. Losses are more likely during
periods of increasing long-term interest rates.

Discontinued Operation -- United CreditServ

United CreditServ generated revenues from interest income, credit card fees
and other fee income in the amount of $227.4 million and $123.2 million in 1999
and 1998, respectively. United CreditServ incurred an operating loss of $145.3
million in 1999 compared to an operating profit of $43.5 million in 1998. The
significant operating loss in 1999 was due primarily to increases in the
reserves for credit card loan losses and the write off of the $35.9 million
purchase price of the UMMG minority interest, both of which were attributable to
the unprofitable performance of its ACE credit card product. The Company
believes that such operating losses were due primarily to inadequate attention
to ACE collections during much of 1999, inefficiencies associated with
administrative and operating systems conversions during a period of significant
increases in card issuance volumes, mis-pricing of the ACE product, and the
failure of the AFCA credit card portfolio performance to be sufficiently
predictive of the performance of the ACE credit card loan portfolio. The Company
has also recorded a pre-tax estimated loss on disposal of United CreditServ in
the amount of $130.0 million. See "Liquidity and Capital Resources".

Quarterly Results

The following table presents the information for each of the Company's
fiscal quarters in 2000 and 1999. This information is unaudited and has been
prepared on the same basis as the audited Consolidated Financial Statements of
the Company included herein and, in management's opinion, reflects all
adjustments necessary for a fair presentation of the information for the periods
presented. The operating results